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To authorize appropriations for carrying out the Earth- 
quake Hazards Reduction Act of 1977 for fiscal years 
1998 and 1999, and for other purposes. 


To provide permanent authority for the administration of 
au pair programs. 

To provide for the conveyance of a parcel of unused agri- 
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Ag Boosters for use as a farm school. 
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Palmisano, and Edwin R. Woodriffe. 

To provide for the authorization of appropriations in each 
fiscal year for arbitration in United States district 
courts, and for other purposes. 

To amend the Immigration and Nationality Act to ne 
the special immigrant religious worker program, 
amend the Illegal Immigration Reform al interes 
Responsibility Act of 1996 to extend the deadline for 
designation of an effective date for paperwork changes 
in the employer sanctions program, and to require the 
Secretary of State to waive or reduce the fee for applica- 
tion and issuance of a nonimmigrant visa for aliens 
coming to the United States for certain charitable pur- 
poses. 

Legislative Branch Appropriations Act, 1998 ..............0000 

Department of Defense Appropriations Act, 1998 ................ 

National Wildlife Refuge System Improvement Act of 1997 

Oklahoma City National Memorial Act of 1997 ................... 


To provide for the release of the reversionary interest held 
by the United States in certain property located in the 
County of Iosco, Michigan. 

Hood Bay Land Exchange Act of 1997 .............:cccccssssseeeeeees 

ae and General Government Appropriations Act, 
19) 

Energy and Water Development Appropriations Act, 1998 

To designate the United States courthouse at 500 State 
Avenue in Kansas City, Kansas, as the “Robert J. Dole 
United States Courthouse”. 

Making further continuing appropriations for the fiscal 
year 1998, and for other purposes. 

Departments of Veterans Affairs and Housing and Urban 
Development, and Independent Agencies Appropriations 
Act, 1998. 

Department of Transportation and Related Agencies Ap- 
propriations Act, 1998. 


DATE 


Oct. 


Oct. 


Oct. 


Oct. 


Oct. 


Oct. 


Oct. 


Oct. 


Oct. 
Oct. 
Oct. 
Oct. 
Oct. 


Oct. 
Oct. 
Oct. 
Oct. 
Oct. 


Oct. 


Oct. 


1, 


a 


6, 


~ 


8, 
9, 
9, 


10, 


10, 
10, 


13, 


99 


“se, 


1997 


1997 


1997 


, 1997 


, 1997 


, 1997 


1997 


, 1997 


1997 
1997 
1997 


1997 
1997 


1997 
1997 
, 1997 


1997 


1997 


PE ceseceis 


ix 


PAGE 
1159 


1165 


1166 


1167 


1170 








LIST OF PUBLIC LAWS 


To confer status as an honorary veteran of the United 
States Armed Forces on Leslie Townes (Bob) Hope. 


Making further continuing appropriations for the fiscal 
year 1998, and for other purposes. 


Making further continuing appropriations for the fiscal 
year 1998, and for other purposes. 
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Making further continuing appropriations for the fiscal 
year 1998, and for other purposes. 


To amend title I of the Employee Retirement Income Se- 
curity Act of 1974 to clarify treatment of investment 
managers under such title. 


. To amend the Immigration and Nationality Act to exempt 
internationally adopted children 10 years of age or 
younger from the immunization requirement in section 
212(aX 1KAXii) of such Act. 


To require the Secretary of the Interior to exchange cer- 
tain lands located in Hinsdale County, Colorado. 


To provide for the expansion of the Eagles Nest Wilder- 
ness within the Arapaho National Forest and the White 
River National Forest, Colorado, to include land known 
as the Slate Creek Addition. 


To provide for a boundary adjustment and land convey- 
ance involving the Raggeds Wilderness, White River 
National Forest, Colorado, to correct the effects of ear- 
lier erroneous land surveys. 
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tional Forest to the White River National Forest in the 
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To designate the facility of the United States Postal Serv 
ice under construction at 150 West Margaret Drive 
Terre Haute, Indiana, as the “John T. Myers Post Office 
Building” 

Savings Are Vital to Everyone’s Retirement Act of 1997 

To designate the Federal building and United States 
courthouse located at 300 Northeast First Avenue in 
Miami, Florida, as the “David W. Dyer Federal Building 
and United States Courthouse”. 

To redesignate the United States cor ouse located a 

To redesignate the United Stat irthouse | 1 at 


100 Franklin Street in Dublin, Georgia, as the “J. Roy 
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John F. Kennedy Center Parking Improvement Act of 


1997 

Asian Elephant Conservation Act of 1997 . 

To designate the United States Post Office located at 150 
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Veterans’ Compensation Rate Amendments of 1997 

To designate the United States Post Office located at 450 
North Centre Street in Pottsville, Pennsylvania, as the 
“Peter J. McCloskey Postal Facility” 

Making appropriations for the government of the District 
of Columbia and other activities chargeable in whole or 
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To codify without substantive change laws related to 


transportation and to improve the United States Code. 


To waive time limitations specified by law in order to 
allow the Medal of Honor to be awarded to Robert R. 
Ingram of Jacksonville, Florida, for acts of valor while 
a Navy Hospital Corpsman in the Republic of Vietnam 
during the Vietnam conflict 

Granting the consent of Congress to the Apalachicola- 
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Granting the consent of Congress to the Alabama-Coosa- 
Tallapoosa River Basin Compact. 

To provide for the acquisition of the Plains Railroad Depot 
at the Jimmy Carter National Historic Site. 

Intelligence Authorization Act for Fiscal Year 1998 

United States Fire Administration Authorization Act for 
Fiscal Years 1998 and 1999. 

To permit the city of Cleveland, Ohio, to convey certain 
lands that the United States conveyed to the city 

To amend the Act incorporating the American Legion to 
make a technical correction 

To amend title 38, United States Code, to allow revision 
of veterans benefits decisions based on clear and unmis- 
takable error. 
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Act of 1997. 
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To amend title 38, United States Code, to prohibit inter- 
ment or memorialization in certain cemeteries of per- 
ns committing Federal or State capital crimes 


To amend the Uniform Relocation Assistance and Real 
Property Acquisition Policies Act of 1970 to prohibit an 
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Hispanic Cultural Center Act of 1997 

Museum and Library Services Technical and Conforming 
Amendments of 1997 

To amend the National Defense Authorization Act for Fis- 
cal Year 1998 to make certain technical corrections 

Surface Transportation Extension Act of 1997 
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To make clarifications to the Pilot Records Improvement 
Act of 1996, and for other purposes. 

Michigan Indian Land Claims Settlement Act ......... 
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PUBLIC LAW 105-1—FEB. 3, 1997 


Public Law 105-1 
105th Congress 
Joint Resolution 


Making technical corrections to the Omnibus Consolidated Appropriations Act, 1997 
Public Law 104-208), and for other purposes 


Resolved by the Senate and House of Representatives of the 
United States of America in Congress assembled, 

SECTION 1. Title III of the Departments of Commerce, Justice, 
and State, the Judiciary, and Related Agencies Appropriations Act, 
1997 (as contained in DIVISION A, TITLE I—OMNIBUS APPRO- 
PRIATIONS, section 101(a) of the Omnibus Consolidated Appropria- 
tions Act, 1997, Public Law 104-208) is amended under the heading 
“COURTS OF APPEALS, DISTRICT COURTS, AND OTHER JUDICIAL SERV- 
ICES—DEFENDER SERVICES” by striking “attorneys ap-” at the end 
and inserting the following: “attorneys appointed to represent jurors 
in civil actions for the protection of their employment, as authorized 
by 28 U.S.C. 1875(d); $308,000,000, to remain available until 
expended as authorized by 18 U.S.C. 3006A(i).”. The foregoing 
amendment shall be considered for all purposes to have taken 
effect on the date of enactment of Public Law 104-208, and any 
actions taken prior to the date of enactment of this section on 
the basis that Public Law 104-208 should be interpreted as if 
it included the amendment made by this section, if otherwise valid, 
are ratified and approved by Congress. 

SEc. 2. Title I of the Departments of Labor, Health and Human 
Services, and Education, and Related Agencies Appropriations Act, 
1997 (as contained in DIVISION A, TITLE I—OMNIBUS APPRO- 
PRIATIONS, section 101(e) of the Omnibus Consolidated Appropria- 
tions Act, 1997, Public Law 104-208) is amended under the heading 
“EMPLOYMENT AND TRAINING ADMINISTRATION—STATE UNEMPLOY- 
MENT INSURANCE AND EMPLOYMENT SERVICE OPERATIONS” by strik- 
ing “$23,452,000” and inserting “$173,452,000”. 

Sec. 3. Funds available for title IV-A-1 of the Elementary 
and Secondary Education Act in title III of the Departments of 
Labor, Health and Human Services, and Education, and Related 
Agencies Appropriations Act, 1997 (as contained in DIVISION A, 
TITLE I—OMNIBUS APPROPRIATIONS, section 101(e) of the 
Omnibus Consolidated Appropriations Act, 1997, Public Law 104— 
208) under the heading “SCHOOL IMPROVEMENT PROGRAMS” shall 
also be available for title IV-A—-2 of the Elementary and Secondary 
Education Act: Provided, That, of the funds under these headings 
in that Act available July 1, 1997, through September 30, 1998, 
$25,000,000 shall instead be available October 1, 1996, through 
September 30, 1997. 


Approved February 3, 1997. 
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PUBLIC LAW 105-2—FEB. 28, 1997 


Public Law 105-2 
105th Congress 
An Act 


To amend the Internal Revenue Code of 1986 to reinstate the Airport and Airway 
Trust Fund excise taxes, and for other purposes 


Be it enacted by the Senate and House of Representatives of 
the United States of America in Congress assembled, 


SECTION 1. SHORT TITLE; AMENDMENT OF 1986 CODE. 


(a) SHORT TITLE.—This Act may be cited as the “Airport and 
Airway Trust Fund Tax Reinstatement Act of 1997”. 

(b) AMENDMENT OF 1986 CoDE.—Except as otherwise expressly 
provided, whenever in this Act an amendment or repeal is expressed 
in terms of an amendment to, or repeal of, a section or other 
provision, the reference shall be considered to be made to a section 
or other provision of the Internal Revenue Code of 1986. 


SEC. 2. REINSTATEMENT OF AIRPORT AND AIRWAY TRUST FUND 

EXCISE TAXES. 

(a) FUEL TAXES.— 

(1) AVIATION FUEL.—Subparagraph (A) of section 4091(b)(3) 
is amended to read as follows: 

“(A) The rate of tax specified in paragraph (1) shall 
be 4.3 cents per gallon— 

“(i) after December 31, 1996, and before the date 
which is 7 days after the date of the enactment of 
the Airport and Airway Trust Fund Tax Reinstatement 
Act of 1997, and 

“(ii) after September 30, 1997.”. 

(2) AVIATION GASOLINE.—Subsection (d) of section 4081 is 
amended by striking the paragraph (3) added by section 1609(a) 
of the Small Business Job Protection Act of 1996 and by striking 
paragraphs (1) and (2) and inserting the following new para- 
graphs: 

“(1) IN GENERAL.—The rates of tax specified in clauses 
(i) and (iii) of subsection (a)(2)(A) shall be 4.3 cents per gallon 
after September 30, 1999. 

“(2) AVIATION GASOLINE.—The rate of tax specified in sub- 
section (a)(2A)(ii) shall be 4.3 cents per gallon— 

“(A) after December 31, 1996, and before the date 
which is 7 days after the date of the enactment of the 
Airport and Airway Trust Fund Tax Reinstatement Act 
of 1997, and 

“(B) after September 30, 1997.”. 

(3) NONCOMMERCIAL AVIATION.—Paragraph (3) of section 
4041(c) is amended to read as follows: 
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“(3) TERMINATION.—The rate of the taxes imposed by para- 
graph (1) shall be 4.3 cents per gallon— 

“(A) after December 31, 1996, and before the date 
which is 7 days after the date of the enactment of the 
Airport and Airway Trust Fund Tax Reinstatement Act 
of 1997, and 

“(B) after September 30, 1997.”. 

(b) TICKET TAXES.— 

(1) PERSOoNS.—Subsection (g) of section 4261 is amended 
to read as follows: 

“(¢) APPLICATION OF TAXES.— 

“(1) IN GENERAL.—The taxes imposed by this section shall 
apply to— 

“(A) transportation beginning during the period— 

“(i) beginning on the 7th day after the date of 
the enactment of the Airport and Airway Trust Fund 

Tax Reinstatement Act of 1997, and 

“(ii) ending on September 30, 1997, and 

“(B) amounts paid during such period for transpor- 
tation beginning after such period. 

“(2) REFUNDS.—If, as of the date any transportation begins, 
the taxes imposed by this section would not have applied to 
such transportation if paid for on such date, any tax paid 
under paragraph (1B) with respect to such transportation 
shall be treated as an overpayment.” 

(2) PROPERTY.—Subsection (d) of section 4271 is amended 
to read as follows: 

“(d) APPLICATION OF TAX.— 

“(1) IN GENERAL.—The tax imposed by subsection (a) shall 
apply to— 

“(A) transportation beginning during the period— 

“(i) beginning on the 7th day after the date of 
the enactment of the Airport and Airway Trust Fund 

Tax Reinstatement Act of 1997, and 

“(ii) ending on September 30, 1997, and 

“(B) amounts paid during such period for transpor- 
tation beginning after such period. 

“(2) REFUNDS.—If, as of the date any transportation begins, 
the taxes imposed by this section would not have applied to 
such transportation if paid for on such date, any tax paid 
under paragraph (1)(B) with respect to such transportation 
shall be treated as an overpayment.”. 

(c) TRANSFERS TO AIRPORT AND AIRWAY TRUST FUND.— 

(1) IN GENERAL.—Subsection (b) of section 9502 is amended 
to read as follows: 

“(b) TRANSFERS TO AIRPORT AND AIRWAY TRUST FUND.—There 
are hereby appropriated to the Airport and Airway:.Trust Fund 
amounts equivalent to— 

“(1) the taxes received in the Treasury under— 

“(A) subsections (c) and (e) of section 4041 (relating 
to aviation fuels), 

“(B) sections 4261 and 4271 (relating to transportation 
by air), 

“(C) section 4081 (relating to gasoline) with respect 
to aviation gasoline (to the extent that the rate of the 
tax on such gasoline exceeds 4.3 cents per gallon), and 
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“(D) section 4091 (relating to aviation fuel) to the 
extent attributable to the Airport and Airway Trust Fund 
financing rate, and 
“(2) the amounts determined by the Secretary of the Treas- 

ury to be equivalent to the amounts of civil penalties collected 
under section 47107(n) of title 49, United States Code.” 

2) TERMINATION OF FINANCING RATE.—Paragraph (3) of 
section 9502(f) is amended to read as follows: 

“(3) TERMINATION.—Notwithstanding the preceding provi- 
sions of this subsection, the Airport and Airway Trust Fund 
financing rate shall be zero with respect to taxes imposed 
during any period that the rate of the tax imposed by section 
4091(b)(1) is 4.3 cents per gallon.”. 

(d) FLooR Stocks TAXES ON AVIATION GASOLINE AND AVIATION 


FUEI 


1) IMPOSITION OF TAX.—In the case of any aviation liquid 
on which tax was imposed under section 4081 or 4091 of the 
Internal Revenue Code of 1986 before the tax effective date 
and which is held on such date by any person, there is hereby 
imposed a floor stocks tax of- 

(A) 15 cents per gallon in the case of aviation gasoline, 
and 

(B) 17.5 cents per gallon in the case of aviation fuel 
(2) LIABILITY FOR TAX AND METHOD OF PAYMENT.— 

(A) LIABILITY FOR TAX.—A person holding, on the tax 
effective date, any aviation liquid to which the tax imposed 
by paragraph (1) applies shall be liable for such tax. 

(B) METHOD OF PAYMENT.—The tax imposed by para- 
graph (1) shall be paid in such manner as the Secretary 
shall prescribe 

(C) TIME FOR PAYMENT.—The tax imposed by para- 
graph (1) shall be paid on or before the first day of the 
5th month beginning after the tax effective date. 

(3) DEFINITIONS.—For purposes of this subsection— 

(A) TAX EFFECTIVE DATE.—The term “tax effective date” 
means the date which is 7 days after the date of the 
enactment of this Act. 

(B) AVIATION LIQUID.—The term “aviation liquid” 
means aviation gasoline and aviation fuel. 

(C) AVIATION GASOLINE.—The term “aviation gasoline” 
has the meaning given such term in section 4081 of such 
Code 

(D) AVIATION FUEL.—The term “aviation fuel” has the 
meaning given such term by section 4093 of such Code. 

(E) HELD BY A PERSON.—Aviation liquid shall be consid- 
ered as “held by a person” if title thereto has passed 
to such person (whether or not delivery to the person 
nas been made). 

(F) SECRETARY.—The term “Secretary” means the 
Secretary of the Treasury or the Secretary’s delegate. 

(4) EXCEPTION FOR EXEMPT USES.—The tax imposed by 
paragraph (1) shall not apply to— 

(A) aviation liquid held by any person on the tax effec- 
tive date exclusively for any use for which a credit or 
refund of the entire tax imposed by section 4081 or 4091 
of such Code (as the case may be) is allowable for such 
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liquid purchased on or after such tax effective date for 
such use, or 

(B) aviation fuel held by any person on the tax effective 
date exclusively for any use described in section 4092(b) 
of such Code. 

(5) EXCEPTION FOR CERTAIN AMOUNTS OF FUEL.— 

(A) IN GENERAL.—No tax shall be imposed by para- 
graph (1) on any aviation liquid held on the tax effective 
date by any person if the aggregate amount of such liquid 
(determined separately for aviation gasoline and aviation 
fuel) held by such person on such date does not exceed 
2,000 gallons. The preceding sentence shall apply only if Applicability 
such person submits to the Secretary (at the time and 
in the manner required by the Secretary) such information 
as the Secretary shall require for purposes of this para- 
graph. 

(B) EXEMPT FUEL.—Any liquid to which the tax 
imposed by paragraph (1) does not apply by reason of 
paragraph (4) shall not be taken into account under 
subparagraph (A). 

(C) CONTROLLED GROUPS.—For purposes of this para- 
graph— 

(i) CORPORATIONS.— 

(I) IN GENERAL.—AIl persons treated as a con- 
trolled group shall be treated as 1 person. 

(II) CONTROLLED GROUP.—The term “con- 
trolled group” has the meaning given such term 

by subsection (a) of section 1563 of such Code; 

except that for such purposes, the phrase “more 

than 50 percent” shall be substituted for the 
phrase “at least 80 percent” each place it appears 

in such subsection. 

(ii) NONINCORPORATED PERSONS UNDER COMMON Regulations 
CONTROL.—Under regulations prescribed by the Applicability 
Secretary, principles similar to the principles of clause 
(i) shall apply to a group of persons under common 
control where 1 or more of such persons is not a 
corporation. 

(6) OTHER LAWS APPLICABLE.—All provisions of law, includ- 
ing penalties, applicable with respect to the taxes imposed 
by section 4081 or 4091 of such Code shall, insofar as applicable 
and not inconsistent with the provisions of this subsection, 
apply with respect to the floor stocks taxes imposed by para- 
graph (1) to the same extent as if such taxes were imposed 
by such section 4081 or 4091, as the case may be. 
(e) EFFECTIVE DATES.— 
(1) FUEL TAXES.—The amendments made by subsection 26 USC 4041 
(a) shall apply to periods beginning on or after the 7th day note 
after the date of the enactment of this Act. 
(2) TICKET TAXES.— 26 USC 4261 

(A) IN GENERAL.—The amendments made by subsection note 
(b) shall apply to transportation beginning on or after 
such 7th day. 

(B) EXCEPTION FOR CERTAIN PAYMENTS.—Except as 
provided in subparagraph (C), the amendments made by 
subsection (b) aan not apply to any amount paid before 
such 7th day. 
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C PAYMENTS OF PROPERTY TRANSPORTATION TAX 
WITHIN CONTROLLED GROUP.—In the case of the tax imposed 
by section 4271 of the Internal Revenue Code of 1986, 
subparagraph (B) shall not apply to any amount paid by 
1 member of a controlled group for transportation furnished 
by another member of such group. For purposes of the 
preceding sentence, all persons treated as a single employer 
under subsection (a) or (b) of section 52 of the Internal 
Revenue Code of 1986 shall be treated as members of 
a controlled group 
f) APPLICATION OF LOOK-BACK SAFE HARBOR FOR DEPOSITS. 
Nothing in the look-back safe harbor prescribed in Treasury Regula- 
tion section 40.6302(c)l(c)\(2) shall be construed to permit such 
safe harbor to be used with respect to any tax unless such tax 
was imposed throughout the look-back period 


Approved February 28, 1997 
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Public Law 105-3 
105th Congress 
Joint Resolution 


Approving the Presidential finding that the limitation on obligations imposed by 
section 518A(a) of the Foreign Operations, Export Financing, and Related 
Programs Appropriations Act, 1997, is having a negative impact on the proper 


functioning of the population planning program 


Resolved by the Senate and House of Representatives of the 
United States of America in Congress assembled, That the House 
of Representatives and Senate approve the Presidential finding, 
submitted to the Congress on January 31, 1997, that the limitation 
on obligations imposed by section 518A(a) of the Foreign Operations, 
Export Financing, and Related Programs Appropriations Act, 1997, 
is having a negative impact on the proper functioning of the popu- 
lation planning program. 


Approved February 28, 1997. 
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the United States Postal 


ard in San Antonio, 


under construction 


Be it enacted by the Senate and House of Representatives of 
the United States of America in Congress assembled, 


SECTION 1. DESIGNATION. 


The facility of the United States Postal Service under construc- 
tion at 7411 Barlite Boulevard in San Antonio, Texas, shall be 
known and designated as the “Frank M. Tejeda Post Office Build- 


ing 
ilk, 


SEC. 2. REFERENCES. 


Any reference in a law, map, regulation, document, paper, 
or other record of the United States to the facility referred to 


in section 1 shall be deemed to 
M. Tejeda Post Office Building”. 


Approved March 3, 1997. 
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Public Law 105-5 
105th Congress 
Joint Resolution 


Waiving certain provisions of the Trade Act of 1974 relating to the appointment 
of the United States Trade Representative. 


Whereas paragraph (3) of section 141(b) of the Trade Act of 1974 
(19 U.S.C. 2171(bX3)) became effective on January 1, 1996, and 
provides certain limitations with respect to the appointment of 
the United States Trade Representative and Deputy United 
States Trade Representatives; 

Whereas paragraph (3) of section 141(b) of the Trade Act of 1974 
does not apply to any individual who was serving as the United 
States Trade Representative or Deputy United States Trade Rep- 
resentative on the effective date of such paragraph (3) and who 
continued to serve in that position; 

Whereas Charlene Barshefsky was appointed Deputy United States 
Trade Representative on May 28, 1993, with the advice and 
consent of the Senate, and was serving in that position on January 
1, 1996; 

Whereas paragraph (3) of section 141(b) of the Trade Act of 1974 
does not apply to Charlene Barshefsky in her capacity as Deputy 
United States Trade Representative; and 

Whereas in light of the foregoing, it is appropriate to continue 
to waive the provisions of paragraph (3) of section 141(b) of 
the Trade Act of 1974 with respect to the appointment of Charlene 
Barshefsky as the United States Trade Representative: Now, 
therefore, be it 

Resolved by the Senate and House of Representatives of the 

United States of America in Congress assembled, That notwithstand- 

ing the provisions of paragraph (3) of section 141(b) of the Trade 

Act of 1974 (19 U.S.C. 2171(bX3)) or any other provision of law, 

the President, acting by and with the advice and consent of the 

Senate, is authorized to appoint Charlene Barshefsky as the United 

States Trade Representative. 


Approved March 17, 1997. 
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PUBLIC LAW 105-6—MAR. 19, 1997 


Public Law 105-6 
105th Congress 
An Act 


To amend title 18, United States Code, to give further assurance to the right 
of victims of crime to attend and observe the trials of those accused of the crime. 


Be it enacted by the Senate and House of Representatives of 
the United States of America-in Congress assembled, 


SECTION 1. SHORT TITLE. 


This Act may be cited as the “Victim Rights Clarification Act 
of 1997”. 


SEC. 2. RIGHTS OF VICTIMS TO ATTEND AND OBSERVE TRIAL. 


(a) IN GENERAL.—Chapter 223 of title 18, United States Code, 
is amended by adding at the end the following: 


“§ 3510. Rights of victims to attend and observe trial. 


“(a) NON-CAPITAL CASES.—Notwithstanding any statute, rule, 
or other provision of law, a United States district court shall not 
order any victim of an offense excluded from the trial of a defendant 
accused of that offense because such victim may, during the sentenc- 
ing hearing, make a statement or present any information in rela- 
tion to the sentence. 

“(b) CAPITAL CASES.—Notwithstanding any statute, rule, or 
other provision of law, a United States district court shall not 
order any victim of an offense excluded from the trial of a defendant 
accused of that offense because such victim may, during the sentenc- 
ing hearing, testify as to the effect of the offense on the victim 
and the victim’s family or as to any other factor for which notice 
is required under section 3593(a). 

“(c) DEFINITION.—As used in this section, the term ‘victim’ 
includes all persons defined as victims in section 503(e\(2) of the 
Victims’ Rights and Restitution Act of 1990.”. 

(b) CLERICAL AMENDMENT.—The table of sections at the begin- 
ning of chapter 223 of title 18, United States Code, is amended 
by adding at the end the following new item: 


“3510. Rights of victims to attend and observe trial.”. 


(c) CLARIFICATION OF GROUNDS FOR EXCLUSION.—Section 
3593(c) of title 18, United States Code, is amended by inserting 
“For the purposes of the preceding sentence, the fact that a victim, 
as defined in section 3510, attended or observed the trial shall 
not be construed to pose a danger of creating unfair prejudice, 
confusing the issues, or misleading the jury.” after “misleading 
the jury.”. 
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(d) EFFECT ON PENDING CASES.—The amendments made by 18 USC 3510 
this section shall apply in cases pending on the date of the enact- note 
ment of this Act. 


Approved March 19, 1997. 
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Columbia 
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of 1997. 
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Public Law 105-7 
105th Congress 
An Act 


To permit the waiver of District of Columbia residency requirements for certain 
employees of the Office of the Inspector General of the District of Columbia. 


Be it enacted by the Senate and House of Representatives of 
the United States of America in Congress assembled, 


SECTION 1. SHORT TITLE. 


This Act may be cited as the “District of Columbia Inspector 
General Improvement Act of 1997”. 


SEC. 2. WAIVER OF RESIDENCY REQUIREMENT FOR CERTAIN EMPLOY- 
EES OF INSPECTOR GENERAL. 


Section 906 of the District of Columbia Government Com- 
prehensive Merit Personnel Act of 1978 (sec. 1-610.6, D.C. Code) 
is amended— 

(1) in subsection (a), by inserting “or subsection (d)” after 

“subsection (c)”; and 

(2) by adding at the end the following new subsection: 

“(d) At the request of the Inspector General (as described in 
section 208(a) of the District of Columbia Procurement Practices 
Act of 1985), the Director of Personnel may waive the application 
of subsections (a) and (b) to employees of the Office of the Inspector 
General.”. 


Approved March 25, 1997. 
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Public Law 105-8 
105th Congress 





An Act 
To extend the effective date of the Investment Advisers Supervision Coordination Mar. 31, 1997 
Act. {S. 410] 


Be it enacted by the Senate and House of Representatives of 
the United States of America in Congress assembled, 


SECTION 1. EXTENSION OF EFFECTIVE DATE. 
Section 308(a) of the Investment Advisers Supervision 


Coordination Act (110 Stat. 3440) is amended by striking “180” 
and inserting “270”. 


Approved March 31, 1997. 
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Tonasket Claim 
Settlement and 
Conveyance Act 
Washington 


PUBLIC LAW 105-9—APR. 14, 1997 


Public Law 105-9 
105th Congress 
An Act 


To approve a settlement agreement between the Bureau of Reclamation and the 
Oroville-Tonasket Irrigation District 


Be it enacted by the Senate and House of Representatives of 
the United States of America in Congress assembled, 


SECTION 1. SHORT TITLE. 


This Act may be cited as the “Oroville-Tonasket Claim Settle- 
ment and Conveyance Act”. 
SEC, 2. PURPOSES. 

The purposes of this Act are to authorize the Secretary of 
the Interior to implement the provisions of the negotiated Settle- 
ment Agreement including conveyance of the Project Irrigation 


Works, identified as not having national importance, to the District, 
and for other purposes. 


SEC. 3. DEFINITIONS. 


As used in this Act: 

(1) The term “Secretary” means the Secretary of the 
Interior. 

(2) The term “Reclamation” means the United States 
Bureau of Reclamation. 

(3) The term “District” or “Oroville-Tonasket Irrigation 
District” means the project beneficiary organized and operating 
under the laws of the State of Washington, which is the operat- 
ing and repayment entity for the Project. 

(4) The term “Project” means the Oroville-Tonasket unit 
extension, Okanogan-Similkameen division, Chief Joseph Dam 
Project, Washington, constructed and rehabilitated by the 
United States under the Act of September 28, 1976 (Public 
Law 94-423, 90 Stat. 1324), previously authorized and 
constructed under the Act of October 9, 1962 (Public Law 
87-762, 76 Stat. 761), under the Federal reclamation laws 
(including the Act of June 17, 1902 (ch. 1093, 32 Stat. 388), 
and Acts supplementary thereto or amendatory thereof). 

(5) The term “Project Irrigation Works” means— 

(A) those works actually in existence and described 
in subarticle 3(a) of the Repayment Contract, excluding 
Wildlife Mitigation Facilities, and depicted on the maps 
held by the District and Reclamation, consisting of the 
realty with improvements and real estate interests; 

(B) all equipment, parts, inventories, and tools 
associated with the Project Irrigation Works realty and 
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improvements and currently in the District’s possession; 

and 

(C) all third party agreements. 

(6XA) The term “Basic Contract” means Repayment 
Contract No. 14—06-100—4442, dated December 26, 1964, as 
amended and supplemented, between the United States and 
the District; 

(B) the term “Repayment Contract” means Repayment 
Contract No. 00—-7—10-W0242, dated November 28, 1979, as 
amended and supplemented, between the United States and 
the District; and 

(C) the term “third party agreements” means existing 
contractual duties, obligations, and responsibilities that exist 
because of all leases, licenses, and easements with third-parties 
related to the Project Irrigation Works, or the lands or rights- 
of-way for the Project Irrigation Works, but excepting power 
arrangements with the Bonneville Power Administration. 

(7) The term “Wildlife Mitigation Facilities” means— 

(A) land, improvements, or easements, or any combina- 
tion thereof, secured for access to such lands, acquired 
by the United States under the Fish and Wildlife Coordina- 
tion Act (16 U.S.C. 661-667e); and 

(B) all third party agreements associated with the land, 
improvements, or easements referred to in subparagraph 
(A). 

(8) The term “Indian Trust Lands” means approximately 
61 acres of lands identified on land classification maps on 
file with the District and Reclamation beneficially owned by 
the Confederated Tribes of the Colville Reservation (Colville 
Tribes) or by individual Indians, and held in trust by the 
United States for the benefit of the Colville Tribes in accordance 
with the Executive Order of April 9, 1872. 

(9) The term “Settlement Agreement” means the Agreement 
made and entered on April 15, 1996, between the United States 
of America acting through the Regional Director, Pacific North- 
west Region, Bureau of Reclamation, and the Oroville-Tonasket 
Irrigation District. 

(10) The term “operations and maintenance” means normal 
and reasonable care, control, operation, repair, replacement, 
and maintenance. 


SEC. 4. AGREEMENT AUTHORIZATION. 


The Settlement Agreement is approved and the Secretary of 
the Interior is authorized to conduct all necessary and appropriate 
investigations, studies, and required Federal actions to implement 
the Settlement Agreement. 


SEC. 5. CONSIDERATION AND SATISFACTION OF OUTSTANDING 
OBLIGATIONS. 


(a) CONSIDERATION TO UNITED STATES.—Consideration by the 
District to the United States in accordance with the Settlement 
Agreement approved by this Act shall be— 

(1) payment of $350,000 by the District to the United 
States; 

(2) assumption by the District of full liability and 
responsibility and release of the United States of ali further 
responsibility, obligations, and liability for removing irrigation 
facilities constructed and rehabilitated by the United States 
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under the Act of October 9, 1962 (Public Law 87-762, 76 

Stat. 761), or referenced in section 201 of the Act of September 

28, 1976 (Public Law 94-423, 90 Stat. 1324), and identified 

in Article 3(a)(8) of the Repayment Contract; 

(3) assumption by the District of sole and absolute 
responsibility for the operations and maintenance of the Project 
Irrigation Works; 

(4) release and discharge by the District as to the United 
States from all past and future claims, whether now known 
or unknown, arising from or in any way related to the Project, 
including any arising from the Project Irrigation Works con- 
structed pursuant to the 1964 Basic Contract or the 1979 
Repayment Contract; 

(5) assumption by the District of full responsibility to 
indemnify and defend the United States against any third 
party claims associated with any aspect of the Project, except 
for that claim known as the Grillo Claim, government contractor 
construction claims accruing at any time, and any other suits 
or claims filed as of the date of the Settlement Agreement; 
and 

(6) continued obligation by the District to deliver water 
to and provide for operations and maintenance of the Wildlife 
Mitigation Facilities at its own expense in accordance with 
the Settlement Agreement. 

(b) RESPONSIBILITIES OF UNITED STATES.—In return the United 
States shall— 

(1) release and discharge the District’s obligation, including 
any delinquent or accrued payments, or assessments of any 
nature under the 1979 Repayment Contract, including the 
unpaid obligation of the 1964 Basic Contract; 

(2) transfer title of the Project Irrigation Works to the 
District; 

(3) assign to the District all third party agreements associ- 
ated with the Project Irrigation Works; 

(4) continue power deliveries provided under section 6 of 
this Act; and 

5) assume full responsibility to indemnify and defend the 
District against any claim known as the Grillo Claim, govern- 
ment contractor construction claims accruing at any time, and 
any other suits or claims filed against the United States as 
of the date of the Settlement Agreement. 

(c) PROJECT CONSTRUCTION Costs.—The transfer of title 
authorized by this Act shall not affect the timing or amount of 
the obligation of the Bonneville Power Administration for the repay- 
ment of construction costs incurred by the Federal government 
under section 202 of the Act of September 28, 1976 (90 Stat. 
1324, 1326) that the Secretary of the Interior has determined to 
be beyond the ability of the irrigators to pay. The obligation shall 
remain charged to, and be returned to the Reclamation Fund as 
provided for in section 2 of the Act of June 14, 1966 (80 Stat. 
200) as amended by section 6 of the Act of September 7, 1966 
(80 Stat. 707, 714). 


SEC. 6. POWER. 

Nothing in this Act shall be construed as having any affect 
on power arrangements under Public Law 94-423 (90 Stat. 1324). 
The United States shall continue to provide to the District power 
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and energy for irrigation water pumping for the Project, including 
Dairy Point Pumping Plant. However, the amount and term of 
reserved power shall not exceed, respectively— 

(1) 27,100,000 kilowatt hours per year; and 

(2) 50 years commencing October 18, 1990. 
The rate that the District shall pay the Secretary for such reserved 
power shall continue to reflect full recovery of Bonneville Power 
Administration transmission costs. 


SEC. 7. CONVEYANCE. 


(a) CONVEYANCE OF INTERESTS OF UNITED STATES.—Subject 
to valid existing rights, the Secretary is authorized to convey all 
right, title, and interest, without warranties, of the United States 
in and to all Project Irrigation Works to the District. In the event 
a significant cultural resource or hazardous waste site is identified, 
the Secretary is authorized to defer or delay transfer of title to 
any parcel until required Federal action is completed. 

(b) RETENTION OF TITLE TO WILDLIFE MITIGATION FACILITIES.— 
The Secretary will retain title to the Wildlife Mitigation Facilities. 
The District shall remain obligated to deliver water to and provide 
for the operations and maintenance of the Wildlife Mitigation 
Facilities at its own expense in accordance with the Settlement 
Agreement. 

(c) RESERVATION.—The transfer of rights and interests pursuant 
to subsection (a) shall reserve to the United States all oil, gas, 
and other mineral deposits and a perpetual right to existing public 
access open to public fishing, hunting, and other outdoor recreation 
purposes, and such other existing public uses. 


SEC. 8. REPAYMENT CONTRACT. 


Upon conveyance of title to the Project Irrigation Works not- 
withstanding any parcels delayed in accordance with section 7(a), 
the 1964 Basic Contract, and the 1979 Repayment Contract between 
the District and Reclamation, shall be terminated and of no further 
force or effect. 


SEC. 9. INDIAN TRUST RESPONSIBILITIES. 


The District shall remain obligated to deliver water under 
appropriate water service contracts to Indian Trust Lands upon 
request from the owners or lessees of such land. 


SEC. 10. LIABILITY. 


Upon completion of the conveyance of Project Irrigation Works 
under this Act, the District shall— 

(1) be liable for all acts or omissions relating to the oper- 
ation and use of the Project Irrigation Works that occur before 
or after the conveyance except for the Grillo Claim, government 
contractor construction claims accruing at any time, and any 
other suits or claims filed as of the date of the Settlement 
Agreement; 

(2) absolve the United States and its officers and agents 
of responsibility and liability for the design and construction 
including latent defects associated with the Project; and 

(3) assume responsibility to indemnify and defend the 
United States against all claims whether now known or 
unknown and including those of third party claims associated 
with, arising from, or in any way related to, the Project except 
for the Grillo Claim, government contractor construction claims 
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accruing at any time, and any other suits or claims filed as 
of the date of the Settlement Agreement. 


SEC. 11. CERTAIN ACTS NOT APPLICABLE AND TERMINATION OF 
MANDATES. 


(a) RECLAMATION Laws.—All mandates imposed by the 
Reclamation Act of 1902, and all Acts supplementary thereto or 
amendatory thereof, including the Reclamation Reform Act of 1982, 
upon the Project Irrigation Works shall be terminated upon the 
completion of the transfers as provided by this Act and the Settle- 
ment Agreement. 

(b) RELATIONSHIP TO OTHER LAws.—The transfer of title 
authorized by this Act shall not— 

(1) be subject to the provisions of chapter 5 of title 5, 

United States Code (commonly known as the “Administrative 

Procedure Act”); or 

(2) be considered a disposal of surplus property under 

the Federal Property and Administrative Services Act of 1949 

(40 U.S.C. 471 et seq.) and the Surplus Property Act of 1944 

(50 U.S.C. App. 1601 et seq.). 

(c) DEAUTHORIZATION.—Effective upon transfer of title to the 
District under this Act, that portion of the Oroville-Tonasket Unit 
Extension, Okanogan-Similkameen Division, Chief Joseph Dam 
Project, Washington, referred to in section 7(a) as the Project 
Irrigation Works is hereby deauthorized. After transfer of title, 
the District shall not be entitled to receive any further Reclamation 
benefits pursuant to the Reclamation Act of June 17, 1902, and 
Act supplementary thereto or amendatory thereof. 


Approved April 14, 1997. 
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Public Law 105-10 
105th Congress 


An Act 


Senior, Natural Resource Conservation Center 


lo designate the J. Phil Campbell, 

Be it enacted by the Senate and House of Representatives of 
the United States of America in Congress assembled, 

SECTION 1. DESIGNATION OF J. PHIL CAMPBELL, SENIOR, NATURAL 
RESOURCE CONSERVATION CENTER. 

The Southern Piedmont Conservation Research Center located 
at 1420 Experimental Station Road in Watkinsville, Georgia, shall 
be known and designated as the “J. Phil Campbell, Senior, Natural 
Resource Conservation Center” 

SEC. 2. REFERENCES. 

Any reference in a law, map, regulation, document, paper, 
or other record of the United States to the building referred to 
in section 1 shall be deemed to be a reference to the “J. Phil 
Campbell, Senior, Natural Resource Conservation Center” 


Approved April 24, 1997. 
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Public Law 105-11 
105th Congress 


An Act 


Apr. 25, 1997 To make a technical correction to title 28, United States Code, relating t 


2 ig to jurisdiction 


for lawsuits against terrorist states 


Be it enacted by the Senate and House of Representatives of 
8 USC 1605 the United States of America in Congress assembled, That, effective 
with respect to any cause. of action arising, before, on, or after 
the date of the enactment of this Act, section 1605(a)(7)(B)(ii) of 
title 28, United States Code, is amended by striking “the claimant 
or victim was not” and inserting “neither the claimant nor the 
victim was” 


Approved April 25, 1997 
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Public Law 105-12 
105th Congress 
An Act 


To clarify Federal law with respect to restricting the use of Federal funds in 
support of assisted suicide. 


Be it enacted by the Senate and House of Representatives of 
the United States of America in Congress assembled, 


SECTION 1. SHORT TITLE; TABLE OF CONTENTS. 


(a) SHORT TITLE.—This Act may be cited as the “Assisted 
Suicide Funding Restriction Act of 1997”. 
(b) TABLE OF CONTENTS.—The table of contents of this Act 
is as follows: 
. Short title; table of contents. 
Findings and purpose. 
Restriction on use of Federa) funds under health care programs. 
Restriction on use of Federal funds under certain grant programs under the 
Developmental Disabilities Assistance and Bill of Rights Act. 
Restriction on use of Federal funds by advocacy programs. 
Restriction on use of other Federal funds. 
. Clarification with respect to advance directives. 
Application to District of Columbia. 
Canforming amendments. 
10. Relation to other laws. 
1l Effective date. 
12. Suicide prevention (including assisted suicide). 


SEC. 2. FINDINGS AND PURPOSE. 


(a) FINDINGS.—Congress finds the following: 

(1) The Federal Government provides financial support for 
the provision of and payment for health care services, as well 
as for advocacy activities to protect the rights of individuals. 

(2) Assisted suicide, euthanasia, and mercy killing have 
been criminal offenses throughout the United States and, under 
current law, it would be unlawful to-provide services in support 
of such illegal activities. 

(3) Because of recent legal developments, it may become 
lawful in areas of the United States to furnish services in 
support of such activities. 

(4) Congress is not providing Federal financial assistance 
in support of assisted suicide, euthanasia, and mercy killing 
and intends that Federal funds not be used to promote such 
activities. 

(b) PURPOSE.—It is the principal purpose of this Act to continue 
current Federal policy by providing explicitly that, Federal funds 
may not be used to pay for items a services (including assistance) 
the purpose of which is to cause (or assist in causing) the suicide, 
euthanasia, or mercy killing of any individual. 


SEC. 3. RESTRICTION ON USE OF FEDERAL FUNDS UNDER HEALTH 
CARE PROGRAMS. 


(a) RESTRICTION ON FEDERAL FUNDING OF HEALTH CARE 
SERVICES.—Subject to subsection (b), no funds appropriated by 
Congress for the purpose of paying (directly or indirectly) for the 
provision of health care services may be used— 

(1) to provide any health care item or service furnished 
for the purpose of causing, or for the purpose of — 
in causing, the death of any individual, such as by assist 
suicide, euthanasia, or mercy killing; 
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(2) to pay (directly, through payment of Federal financial 
participation or other matching payment, or otherwise) for such 
an item or service, including payment of expenses relating 
to such an item or service; or 

(3) to pay (in whole or in part) for health benefit coverage 
that includes any coverage of such an item or service or of 
any expenses relating to such an item or service 
(b) CONSTRUCTION AND TREATMENT OF CERTAIN SERVICES.— 

Nothing in subsection (a), or in any other provision of this Act 
(or in any amendment made by this Act), shall be construed to 
apply to or to affect any limitation relating to— 

(1) the withholding or withdrawing of medical treatment 
or medical care; 

(2) the withholding or withdrawing of nutrition or 
hydration; 

(3) abortion; or 

(4) the use of an item, good, benefit, or service furnished 
for the purpose of alleviating pain or discomfort, even if such 
use may increase the risk.of death, so long as such item, 
good, benefit, or service is not also furnished for the purpose 
of causing, or the purpose of assisting in causing, death, for 
any reason. 

(c) LIMITATION ON FEDERAL FACILITIES AND EMPLOYEES.— 
Subject to subsection (b), with respect to health care items and 
services furnished— 

(1) by or in a health care facility owned or operated by 
the Federal government, or 

(2) by any physician or other individual employed by the 
Federal government to provide health care services within the 
scope of the physician’s or individual's employment, 

no such item or service may be furnished for the purpose of causing, 
or for the purpose of assisting in causing, the death of any individ- 
ual, such as by assisted suicide, euthanasia, or mercy killing. 

(d) List OF PROGRAMS TO WHICH RESTRICTIONS APPLY.— 

(1) FEDERAL HEALTH CARE FUNDING PROGRAMS.—Subsection 
(a) applies to funds appropriated under or to carry out the 


following: 
(A) MEDICARE PROGRAM.—Title XVIII of the Social 
Security Act. 
(B) MEDICAID PROGRAM.—Title XIX of the Social 
Security Act. 


(C) TITLE XX SOCIAL SERVICES BLOCK GRANT.—Title 
XX of the Social Security Act. 

(D) MATERNAL AND CHILD HEALTH BLOCK GRANT 
PROGRAM.—Title V of the Social Security Act. 

(E) PUBLIC HEALTH SERVICE ACT.—The Public Health 
Service Act. 

(F) INDIAN HEALTH CARE IMPROVEMENT ACT.—The 
Indian Health Care Improvement Act. 

(G) FEDERAL EMPLOYEES HEALTH BENEFITS PROGRAM.— 
Chapter 89 of title 5, United States Code. 

(H) MILITARY HEALTH CARE SYSTEM (INCLUDING 
TRICARE AND CHAMPUS PROGRAMS).—Chapter 55 of title 10, 
United States Code. 

(I) VETERANS MEDICAL CARE.—Chapter 17 of title 38, 
United States Code. 

(J) HEALTH SERVICES FOR PEACE CORPS VOLUNTEERS.— 
Section 5(e) of the Peace Corps Act (22 U.S.C. 2504(e)). 

(K) MEDICAL SERVICES FOR FEDERAL PRISONERS.— 
Section 4005(a) of title 18, United States Code. 

(2) FEDERAL FACILITIES AND PERSONNEL.—The provisions 
of subsection (c) apply to facilities and personnel of the 
following: 

(A) MILITARY HEALTH CARE SYSTEM.—The Department 
of Defense operating under chapter 55 of title 10, United 
States Code. 
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(B) VETERANS MEDICAL CARE.—The Veterans Health 

Administration of the Department of Veterans Affairs. 

C) PUBLIC HEALTH SERVICE.—The Public Health 

Service. 

(3) NONEXCLUSIVE LIST.—Nothing in this subsection shall 
be construed as limiting the application of subsection (a) to 
the programs specified in paragraph (1) or the application of 
subsection (c) to the facilities and personnel nace in para- 
graph (2). 

SEC. 4. RESTRICTION ON USE OF FEDERAL FUNDS UNDER CERTAIN 
GRANT PROGRAMS UNDER THE DEVELOPMENTAL 
DISABILITIES ASSISTANCE AND BILL OF RIGHTS ACT. 


Subject to section 3(b) (relating to construction and treatment 
of certain services), no funds appropriated by Congress to carry 
out part B, D, or E of the Somiennental Disabilities Assistance 
and Bill of Rights Act may be used to support or fund any program 
or service which has a purpose of assisting in procuring any item, 
benefit, or service furnished for the purpose of causing, or the 
purpose of assisting in causing, the death of any individual, such 
as by assisted suicide, euthanasia, or mercy killing. 

SEC. 5. RESTRICTION ON USE OF FEDERAL FUNDS BY ADVOCACY 

PROGRAMS. 

(a) IN GENERAL.—Subject to section 3(b) (relating to construc- 
tion and treatment of certain services), no funds appropriated by 
Congress may be used to assist in, to support, or to fund any 
activity or service which has a purpose of assisting in, or to bring 
- or provide any other form of legal assistance for the purpose 
0 — 

(1) securing or funding any item, benefit, program, or 
service furnished for the purpose of causing, or the purpose 
of assisting in ee. the suicide, euthanasia, or mercy killing 
of any individual; 

(2) compelling any person, institution, governmental entity 

— or fund any item, benefit, program, or service for 
such purpose; or 

(3) asserting or advocating a legal right to cause, or to 
assist in causing, the suicide, euthanasia, or mercy killing 
of any individual. 

(b) List OF PROGRAMS TO WHICH RESTRICTIONS APPLY.— 

(1) IN GENERAL.—Subsection (a) applies to funds appro- 
priated under or to carry out the following: 

(A) PROTECTION AND ADVOCACY SYSTEMS UNDER THE 
DEVELOPMENTAL DISABILITIES ASSISTANCE AND BILL OF 
RIGHTS ACT.—Part C of the Developmental Disabilities 
Assistance and Bill of Rights Act 

(B) PROTECTION AND ADVOCACY SYSTEMS UNDER THE 
PROTECTION AND ADVOCACY FOR MENTALLY ILL INDIVIDUALS 
ACT.—The Protection and Advocacy for Mentally Ill Individ- 
uals Act of 1986. 

(C) PROTECTION AND ADVOCACY SYSTEMS UNDER THE 
REHABILITATION ACT OF 1973.—Section 509 of the Rehabilita- 
tion Act of 1973 (29 U.S.C. 794e). 

(D) OMBUDSMAN PROGRAMS UNDER THE OLDER 
AMERICANS ACT OF 1965.—Ombudsman programs under the 
Older Americans Act of 1965. 

(E) LEGAL ASSISTANCE.—Legal assistance programs 
under the Legal Services Corporation Act. 

(2) NONEXCLUSIVE LIST.—Nothing in this subsection shall 
be construed as limiting the application of subsection (a) to 
the programs specified in paragraph (1). 

SEC. 6. RESTRICTION ON USE OF OTHER FEDERAL FUNDS. 


(a) IN GENERAL.—Subject to section 3(b) (relating to construc- 
tion and treatment of certain services) and subsection (b) of this 
section, no funds appropriated by the Congress shall be used to 
provide, procure, furnish, or fund any item, good, benefit, activity, 
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or service, furnished or performed for the purpose of causing, or 
assisting in causing, the suicide, euthanasia, or mercy killing of 
any individual. 

(b) NONDUPLICATION.—Subsection (a) shall not apply to funds 
to which section 3, 4, or 5 applies, except that cibeniien (a), 
rather than secflon 3, shall apply to funds appropriated to carry 
out title 10, United States Code (other than chapter 55), title 
18, United States Code (other than section 4005(a)), and chapter 
37 of title 28, United States Code. 


SEC. 7. CLARIFICATION WITH RESPECT TO ADVANCE DIRECTIVES. 


Subject to section 3(b) (relating to construction and treatment 
of certain services), sections 1 f) and 1902(w) of the Social 
Security Act shall not be construed— 

(1) to require any provider or organization, or any employee 
of such a provider or organization, to inform or counsel any 
individual regarding any right to obtain an item or service 
furnished for the purpose of causing, or the purpose of ——s 
in causing, the death of the individual, such as by assis 
suicide, euthanasia, or mercy killing; or 

(2) to apply to or to affect any requirement with respect 
to a portion of an advance directive that directs the purposeful 
causing of, or the purposeful assisting in causing, the death 
of any individual, such as by assisted suicide, euthanasia, or 
mercy killing. 

SEC. 8. APPLICATION TO DISTRICT OF COLUMBIA. 


For purposes of this Act, the term “funds appropriated by 
Congress” includes funds appropriated to the District of Columbia 
pursuant to an authorization of appropriations under title V of 
the District of Columbia Self-Government and Governmental 
Reorganization Act and the term “Federal government” includes 
the government of the District of Columbia. 


SEC. 9. CONFORMING AMENDMENTS. 


(a) MEDICARE PROGRAM.— 

(1) FUNDING.—Section 1862(a) of the Social Security Act 

(42 U.S.C. 1395y(a)) is amended— 
(A) by striking “or” at the end of paragraph (14); 
(B) by striking the period at the end of paragraph 

(15) and inserting “; or”; and 

(C) by inserting after paragraph (15) the following 
new paragraph: 

“(16) in the case in which funds may not be used for 
such items and services under the Assisted Suicide Funding 
Restriction Act of 1997.”. 

(2) ADVANCE DIRECTIVES.—Section 1866(f) of such Act (42 

U.S.C. 1395ce(f)) is amended by adding at the end the following 
new e aragraph: 
“(4) For construction relating to this subsection, see section 
7 of the Assisted Suicide Funding Restriction Act of 1997 (relating 
—— respecting assisted suicide, euthanasia, and mercy 
killing).”. 

(b) MEDICAID PROGRAM.— 

) FUNDING.—Section 1903(i) of the Social Security Act 

(42 U.S.C. 1396b(i)) is amended— 

(A) by striking “or” at the end of paragraph (14); 
(B) by striking the period at the end of paragraph 
(15) and inserting “; or”; and 
(C) by inserting after paragraph (15) the following 
new paragraph: 
“(16) with respect to any amount expended for which funds 
may not be used under the Assisted Suicide Funding Restriction 

Act of 1997.”. 

(2) ADVANCE DIRECTIVES.—Section 1902(w) of such Act (42 

U.S.C. 1396a(w)) is amended by adding at the end the following 

new paragraph: 
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“(5) For construction relating to this subsection, see section 
7 of the Assisted Suicide Funding Restriction Act of 1997 (relating 
——— respecting assisted suicide, euthanasia, and mercy 

illing).”. 

(c) TITLE XX BLOCK GRART PROGRAM.—Section 2005(a) of the 
Social Security Act (42 U.S.C. 1397d(a)) is amended— 

(1) by striking “or” at the end of paragraph (8); 

(2) by striking the period at the end of paragraph (9) 
and inserting “; or”; and 

(3) by adding at the end the following: 

“(10) in a manner inconsistent with the Assisted Suicide 

Funding Restriction Act of 1997.”. 

(d) MATERNAL AND CHILD HEALTH BLOCK GRANT PROGRAM.— 
Section 501(a) of the Social Security Act (42 U.S.C. 701(a)) is 
amended by adding at the end the following: 

“Funds appropriated under this section may only be used in a 
manner consistent with the Assisted Suicide Funding Restriction 
Act of 1997.”. 

(e) PUBLIC HEALTH SERVICE AcT.—Title II of the Public Health 
Service Act (42 U.S.C. 201 et seq.) is amended by adding at the 
end thereof the following new section: 


“SEC. 246. RESTRICTION ON USE OF FUNDS FOR ASSISTED SUICIDE, 
EUTHANASIA, AND MERCY KILLING. 


“Appropriations for carrying out the purposes of this Act shali 
not be used in a manner inconsistent with the Assisted Suicide 
Funding Restriction Act of 1997.”. 

(f) INDIAN HEALTH CARE IMPROVEMENT ACT.—Title II of the 
Indian Health Care Improvement Act (25 U.S.C. 1621 et seq.) 
is amended by adding at the end the following new section: 


“LIMITATION ON USE OF FUNDS 


“SEC. 225. Amounts appropriated to carry out this title may 
not be used in a manner inconsistent with the Assisted Suicide 
Funding Restriction Act of 1997.”. 

(g) FEDERAL EMPLOYEES HEALTH BENEFIT PROGRAM.—Section 
8902 of title 5, United States Code, is amended by adding at 
the end the following: 

“(o) A contract may not be made or a plan approved which 
includes coverage for any benefit, item, or service for which funds 
may not be used under the Assisted Suicide Funding Restriction 
Act of 1997.”. 

(h) MILITARY HEALTH CARE PROGRAM.—Section 1073 of title 
10, United States Code, is amended by adding at the end the 
following: “This chapter shall be administe consistent with 
the Assisted Suicide Funding Restriction Act of 1997.”. 

(i) VETERANS’ MEDICAL CARE PROGRAM.— 

(1) IN GENERAL.—Subchapter I of chapter 17 of title 38, 

United States Code, is amended by adding at the end the 

following new section: 


“$1707. Restriction on use of funds for assisted suicide, 
euthanasia, or mercy killing 


“Funds appropriated to carry out this chapter may not be 
used for purposes that are inconsistent with the Assisted Suicide 
Funding Restriction Act of 1997.”. 

(2) CLERICAL AMENDMENT.—The table of sections at the 
beginning of such chapter is amended by inserting after the 
item relating to section 1706 the following new item: 


“1707. Restriction on use of funds for assisted suicide, euthanasia, or mercy killing.” 


(j) HEALTH CARE PROVIDED FOR PEACE CORPS VOLUNTEERS.— 
Section 5(e) of the Peace Corps Act (22 U.S.C. 2504(e)) is amended 
by adding at the end the following: “Health care may not be provided 
under this subsection in a manner inconsistent with the Assisted 
Suicide Funding Restriction Act of 1997.”. 
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(k) MEDICAL SERVICES FOR FEDERAL PRISONERS.—Section 
4005(a) of title 18, United States Code, is amended by inserting 
“and to the extent consistent with the Assisted Suicide Funding 
Restriction Act of 1997” after “Upon request of the Attorney 
General” 

(1) DEVELOPMENTAL DISABILITIES AND BILL OF RIGHTS ACT.— 

(1) STATE PLANS REGARDING DEVELOPMENTAL DISABILITIES 
COUNCILS.—Section 122(cX5\A) of the Developmental Disabil- 
ities Assistance and Bill of Rights Act (42 U.S.C. 6022(cX5)XA)) 
is amended— 

(A) in clause (vi), by striking “and” after the semicolon 
at the end; 

(B) in clause (vii), by striking the period at the end 
and tagestin ; an 

(C)b on at the end the following clause: 

“(viili) such funds will be used consistent with 

section 4 of the Assisted Suicide Funding Restriction 

Act of 1997.”. 

(2) LEGAL ACTIONS BY PROTECTION AND ADVOCACY 
SYSTEMS.—Section 142(h) of such Act (42 U.S.C. 6042(h)) is 
amended by adding at the end the following new paragraph: 

“(3) LIMITATION.—The systems may a use assistance 
provided under this chapter consistent with section 5 of the 
Assisted Suicide Funding Restriction Act of 1997.” 

(3) UNIVERSITY AFFILIATED PROGRAMS.—Section 152(bX5) 
of such Act (42 U.S.C. 6062(bX5)) is amended by adding at 
the end the following: “Such grants shall not be used in a 
manner inconsistent with section 4 of the Assisted Suicide 
Funding Restriction Act of 1997.”. 

(4) GRANTS OF NATIONAL SIGNIFICANCE.—Section 162(c) of 
such Act (42 U.S.C. 6082(c)) is amended— 

(A) by striking “and” at the end of paragraph (4); 

(B) by ae the period at the end of paragraph 
(5) and inserting “; ”: and 

(C) by adding at the end the following new paragraph: 

“(6) the applicant provides assurances that the grant will 
not be used in a manner inconsistent with section 4 of the 
Assisted Suicide Funding Restriction Act of 1997.”. 

(m) PROTECTION AND ADVOCACY FOR MENTALLY ILL INDIVIDUALS 
ACT OF 1986.—Section 105(a) of the Protection and Advocacy for 
Mentally Ill Individuals Act of 1986 (42 U.S.C. 10805(a)) is 
amended— 
(1) in paragraph (8), by striking “and” at the end; 
(2) in es (9), by striking the period and inserting 
“; and”; an 
(3) by adding at the end thereof the following new para- 
graph: 
“(10) not use allotments provided to a system in a manner 

inconsistent with section 5 of the Assisted Suicide Funding 

Restriction Act of 1997.”. 

(n) PROTECTION AND ADVOCACY SYSTEMS UNDER THE 
REHABILITATION ACT OF 1973.—Section 509(f) of the Rehabilitation 
Act of 1973 (29 U.S.C. 794e(f)) is amended— 

(1) in paragraph (6), by striking “and” after the semicolon 
at the end; 

(2) in paragraph (7), by striking the period at the end 
and inserting “; and”; and 

(3) by adding at the end the following paragraph: 

“(8) not use allotments provided under this section in a 
manner inconsistent with section 5 of the Assisted Suicide 
Funding Restriction Act of 1997.”. 

(0) LEGAL SERVICES PROGRAM.—Section 1007(b) of the Legal 
Services Corporation Act (42 U.S.C. 2996f(b)) is amended— 

(1) by striking “or” at the end of paragraph (9); 

(2) by striking the period at the end of paragraph (10) 
and inserting “; or”; and 

(3) by adding after paragraph (10) the following: 
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“(11) to provide legal assistance in a manner inconsistent 

with the Assisted Suicide Funding Restriction Act of 1997.”. 

(p) CONSTRUCTION ON CONFORMING AMENDMENTS.—The fact 

that a law is not amended under this section shall not be construed 

* indicating that the provisions of this Act do not apply to such 
a law. 


SEC. 10. RELATION TO OTHER LAWS. 


The provisions of this Act supersede other Federal laws (includ- 
ing laws enacted after the date of the enactment of this Act) 
except to the extent such laws specifically supersede the provisions 
of this Act. 


SEC. 11. EFFECTIVE DATE. 


(a) IN GENERAL.— The provisions of this Act (and the amend- 
ments made by this Act) take effect upon its enactment and apply, 
subject to subsection (b), to Federal payments made pursuant to 
obligations incurred after the date of the enactment of this Act 
for items and services provided on or after such date. 

(b) APPLICATION TO CONTRACTS.—Such provisions shall apply 
with respect to contracts entered into, renewed, or extended after 
the date of the enactment of this Act and shall also apply to 
a contract entered into before such date to the extent permitted 
under such contract. 


SEC. 12. SUICIDE PREVENTION (INCLUDING ASSISTED SUICIDE). 

(a) PURPOSE.—The purpose of this section is to reduce the 
rate of suicide (including assisted suicide) among persons with 
disabilities or terminal or chronic illness by furthering knowledge 
and practice of pain management, depression identification and 
treatment, and issues vlan to palliative care and suicide preven- 
tion. 

(b) RESEARCH AND DEMONSTRATION PROJECTS.—Section 781 of 
the Public Health Service Act (42 U.S.C. 295) is amended— 

(1) by redesignating subsection (e) as subsection (f); and 

(2) by inserting after subsection (d) the following new 
subsection: 

“(e) RESEARCH AND DEMONSTRATION PROJECTS ON SUICIDE 
PREVENTION (INCLUDING ASSISTED SUICIDE).— 

“(1) RESEARCH.—The Secretary may make grants to and 
enter into contracts with public oul entetin entities for conduct- 
ing research intended to reduce the rate of suicide (includin 
assisted suicide) among persons with disabilities or termina 
or chronic illness. The Secretary shall give preference to 
research that aims— 

“(A) to assess the quality of care received by patients 
with disabilities or terminal or chronic illness by measuring 
and Reporting specific outcomes; 

“(B) to compare coordinated health care (which may 
include coordinated rehabilitation services, symptom con- 
trol, psychological support, and community-based support 
services) to traditional health care delivery systems; or 

“(C) to advance biomedical knowledge of pain 
management. 

“(2) TRAINING.—The Secretary may make grants and enter 
into contracts to assist public and private entities, schools, 
academic health science centers, and hospitals in meeting the 
costs of projects intended to reduce the rate of suicide (includin 
assisted suicide) among persons with disabilities or termina 
or chronic illness. The Secretary shall give preference to 
qualified projects that will— 

“(A) train health care practitioners in pain manage- 
ment, depression identification and treatment, and issues 
related to palliative care and suicide prevention; 

“(B) train the faculty of health professions schools in 
pain management, depression identification and treatment, 
and issues related to palliative care and _ suicide 
prevention; or 
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“(C) develop and implement curricula regarding disabil- 
ity issues, including living with disabilities, living with 
chronic or terminal illness, attendant and personal care, 
assistive technology, and social support services. 

“(3) DEMONSTRATION PROJECTS.—The Secretary may make 
grants to and enter into contracts with public and nonprofit 
private entities for the purpose of conducting demonstration 
projects that will— 

“(A) reduce restrictions on access to hospice 
programs; or 

“(B) fund home health care services, community living 
arrangements, and attendant care services. 

“(4) PALLIATIVE MEDICINE.—The Secretary shall emphasize 
palliative medicine among its funding and research priorities.”. 

42 USC 295 note (c) REPORT BY GENERAL ACCOUNTING OFFICE.—Not later than 
1 year after the date of enactment of this Act, the Comptroller 
General of the United States shall submit to the Congress a report 
providing an assessment of programs under subsection (e) of section 
781 of the Public Health Service Act (as added by subsection (b) 
of this section) to conduct research, provide training, and develop 
curricula and of the curricula offered and used by schools of medi- 
cine and osteopathic medicine in pain management, depression 
identification and treatment, and issues related to palliative care 
and suicide prevention. The purpose of the assessment shall be 
to determine the extent to which such programs have furthered 
knowledge and practice of pain management, depression identifica- 


tion and treatment, and issues related to palliative care and suicide 
prevention. 


Approved April 30, 1997. 
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Public Law 105-13 
105th Congress 
An Act 


To extend the term of appointment of certain members o: the Prospective Payment 


Be it enacted by the Senate and House of Representatives of 


the United States of America in Congress assembled, 


SECTION 1. EXTENSION OF TERM OF APPOINTMENT OF CERTAIN 
MEMBERS OF THE PROSPECTIVE PAYMENT ASSESSMENT 
COMMISSION AND THE PHYSICIAN PAYMENT REVIEW 
COMMISSION. 


In the case of an individual who is appointed as a member 
of the Prospective Payment Assessment Commission or of the 
Physician Payment Review Commission and whose term of appoint- 
ment would otherwise expire during 1997, such term of appointment 
is hereby extended to expire as of May 1, 1998. 


Approved May 14, 1997. 
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Public Law 105-14 
105th Congress 
An Act 


To authorize the President to award a gold medal on behalf of the Congress 
to Francis Albert “Frank” Sinatra in recognition of his outstanding and enduring 
contributions through his entertainment career and humanitarian activities, and 
for other purposes 


Be it enacted by the Senate and House of Representatives of 
the United States of America in Congress assembled, 


SECTION 1. FINDINGS. 


The Congress finds that— 

(1) Francis Albert “Frank” Sinatra has touched the lives 
of millions around the world and across generations through 
his outstanding career in entertainment, which has spanned 
more than 5 decades; 

(2) Frank Sinatra has significantly contributed to the enter- 
tainment industry through his endeavors as a producer, direc- 
tor, actor, and gifted vocalist; 

(3) the humanitarian contributions of Frank Sinatra have 
been recognized in the forms of a Lifetime Achievement Award 
from the NAACP, the Jean Hersholt Humanitarian Award from 
the Academy of Motion Picture Arts and Sciences, the Presi- 
dential Medal of Freedom Award, and the George Foster Pea- 
body Award; and 

(4) the entertainment accomplishments of Frank Sinatra, 
including the release of more than 50 albums and appearances 
in more than 60 films, have been recognized in the forms 
of the Screen Actors Guild Award, the Kennedy Center Honors, 
8 Grammy Awards from the National Academy of Recording 
Arts and Science, 2 Academy Awards from the Academy of 
Motion Picture Arts and Sciences, and an Emmy Award. 


SEC. 2. CONGRESSIONAL GOLD MEDAL. 


a) PRESENTATION AUTHORIZED.—The President is authorized 
to present, on behalf of the Congress, a gold medal of appropriate 
design to Francis Albert “Frank” Sinatra in recognition of his 
outstanding and enduring contributions through his entertainment 
career and numerous humanitarian activities. 

(b) DESIGN AND STRIKING.—For the purpose of the presentation 
referred to in subsection (a), the Secretary of the Treasury (hereafter 
in this Act referred to as the “Secretary”) shall strike a gold medal 
with suitable emblems, devices, and inscriptions, to be determined 
by the Secretary. 
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SEC. 3. DUPLICATE MEDALS. 


The Secretary may strike and sell duplicates in bronze of the 
gold medal struck pursuant to section 2 under such regulations 
as the Secretary may prescribe, and at a price sufficient to cover 
the costs thereof, including labor, materials, dies, use of machinery, 
overhead expenses, and the cost of the gold medal. 


SEC. 4. NATIONAL MEDALS. 


The medals struck pursuant to this Act are national medals 
for purposes of chapter 51 of title 31, United States Code. 


SEC. 5. AUTHORIZATION OF APPROPRIATIONS; PROCEEDS OF SALE. 


(a) AUTHORIZATION OF APPROPRIATIONS.—There is hereby 
authorized to be charged against the Numismatic Public Enterprise 
Fund an amount not to exceed $30,000 to pay for the cost of 
the medal authorized by this Act. 

(b) PROCEEDS OF SALE.—Amounts received from the sales of 
duplicate bronze medals under section 3 shall be deposited in the 
Numismatic Public Enterprise Fund. 


Approved May 14, 1997. 
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Public Law 105-15 
105th Congress 
An Act 


May 15. 1997 To amend title XVIII and XIX of the Social Security Act to permit a waiver 
ee ee ees of the prohibition of offering nurse aide training and competency evaluation 
(H.R. 968) programs in certain nursing facilities 

Be it enacted by the Senate and House of Representatives of 
the United States of America in Congress assembled, 


SECTION 1. PERMITTING WAIVER OF PROHIBITION OF OFFERING 
NURSE AIDE TRAINING AND COMPETENCY EVALUATION 
PROGRAMS IN CERTAIN FACILITIES. 


Section 1819(f2) of the Social Security Act (42 U.S.C. 1395i- 
3(f(2)) and section 1919(f(2) of such Act (42 U.S.C. 1396r(f2)) 
are each amended— 

(1) in subparagraph (B\iii), by inserting “subject to 
subparagraph (C),” after “(iii)”; and 
(2) by adding at the end the following new subparagraph: 
“(C) WAIVER AUTHORIZED.—Clause (iii)(I) of subpara- 
graph (B) shall not apply to a program offered in (but 
not by) a nursing facility (or skilled nursing facility for 
purposes of title XVIII) in a State if the State— 
“(i) determines that there is no other such program 
offered within a reasonable distance of the facility, 
“(ii) assures, through an oversight effort, that an 
adequate environment exists for operating the program 
in the facility, and 
“(iili) provides notice of such determination and 
assurances to the State long-term care ombudsman.”. 


Approved May 15, 1997. 
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Public Law 105-16 
105th Congress 
An Act 


To authorize the President to award a gold medal on behalf of the Congress 
to Mother Teresa of Calcutta in recognition of her outstanding and enduring 
contributions through humanitarian and charitable activities, and for other pur- 
poses. 


Be it enacted by the Senate and House of Representatives of 
the United States of America in Congress assembled, 


SECTION 1. FINDINGS. 


The Congress finds that— 

(1) Mother Teresa of Calcutta has greatly impacted the 
lives of people in all walks of life in every corner of the world 
through love and her selfless dedication to humanity and chari- 
table works for nearly 70 years; 

(2) Mother Teresa has expanded her personal dedication 
by founding the Missionaries of Charity, which include well 
over 3,000 members in 25 countries, who devote their entire 
lives to serving the poor without accepting any material reward 
in return; 

(3) Mother Teresa has been recognized as a humanitarian 
around the world and has been recognized in the form of— 
(A) the first Pope John XXIII Peace Prize (1971); 

(B) the Jawaharal Nehru Award for International 

Understanding (1972); 

(C) the Nobel Peace Prize (1979); and 
(D) the Presidential Medal of Freedom (1985); 

(4) Mother Teresa is a tool of God; 

(5) God’s love flowing through Mother Teresa has forever 
impacted the culture and history of the world; and 

(6) Mother Teresa truly leads by example and shows the 
people of the world the way to live by love for mankind. 


SEC. 2. CONGRESSIONAL GOLD MEDAL. 


(a) PRESENTATION AUTHORIZED.—The President is authorized 
to present, on behalf of the Congress, a gold medal of appropriate 
design to Mother Teresa of Calcutta in recognition of her outstand- 
ing and enduring contributions to humanitarian and charitable 
activities. 

(b) DESIGN AND STRIKING.—For the purpose of the presentation 
referred to in subsection (a), the Secretary of the Treasury (hereafter 
in this Act referred to as the “Secretary”) shall strike a gold medal 
with suitable emblems, devices, and inscriptions, to be determined 
by the Secretary. 
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SEC. 3. DUPLICATE MEDALS. 


The Secretary may strike and sell*duplicates in bronze of the 
gold medal struck pursuant to section 2 under such regulations 
as the Secretary may prescribe, and at a price sufficient to cover 
the costs thereof, including labor, materials, dies, use of machinery, 
overhead expenses, and the cost of the gold medal. 


SEC. 4. NATIONAL MEDALS. 


The medals struck pursuant to this Act are national medals 
for purposes of chapter 51 of title 31, United States Code. 


SEC. 5. AUTHORIZATION OF APPROPRIATIONS; PROCEEDS OF SALE. 


(a) AUTHORIZATION OF APPROPRIATIONS.—There is hereby 
authorized to be charged against the Numismatic Public Enterprise 
Fund an amount not to exceed $30,000 to pay for the cost of 
the medal authorized by this Act. 

(b) PROCEEDS OF SALE.—Amounts received from the sales of 
duplicate bronze medals under section 3 shall be deposited in the 
Numismatic Public Enterprise Fund 


Approved June 2, 1997. 
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Public Law 105-17 
105th Congress 
An Act 


To amend the Individuals with Disabilities Education Act, to reauthorize and make 
improvements to that Act, and for other purposes 


Be it enacted by the Senate and House of Representatives of 
the United States of America in Congress assembled, 
SECTION 1. SHORT TITLE. 


This Act may be cited as the “Individuals with Disabilities 
Education Act Amendments of 1997”. 


TITLE I—AMENDMENTS TO THE 


INDIVIDUALS WITH DISABILITIES 
EDUCATION ACT 


AMENDMENTS TO THE INDIVIDUALS WITH DISABILITIES 
EDUCATION ACT. 


Parts A through D of the Individuals with Disabilities 
Education Act (20 U.S.C. 1400 et seq.) are amended to read as 
follows: 


SEC. 101. 


“PART A—GENERAL PROVISIONS 


“SEC. 601. SHORT TITLE; TABLE OF CONTENTS; FINDINGS; PURPOSES. 


“(a) SHORT TITLE.—This Act may be cited as the ‘Individuals 
with Disabilities Education Act’. 

“(b) TABLE OF CONTENTS.—The table of contents for this Act 
is as follows: 


“ParT A—GENERAL PROVISIONS 


“Sec. 601. 
“Sec. 602. 
“Sec. 603. 
“Sec. 604. 
“Sec. 605. 
“Sec. 606. 
“Sec. 607. 


Short title; table of contents; findings; purposes. 

Definitions. 

Office of Special Education Programs. 

Abrogation of State sovereign immunity. 

Acquisition of equipment; construction or alteration of facilities 
Employment of individuals with disabilities. 

Requirements for prescribing regulations. 

“PART B—ASSISTANCE FOR EDUCATION OF ALL CHILDREN WITH DISABILITIES 
“Sec. 611. 
“Sec. 612. 
“Sec. 613. 
“Sec. 614. 


Authorization; allotment; use of funds; authorization of appropriations 
State eligibility. 

Local educational agency eligibility. 
Evaluations, eligibility determinations, 
programs, and educational placements 
Procedural safeguards. 

Withholding and judicial review. 
Administration. 


individualized education 
“Sec. 615. 
“Sec. 616. 
“Sec. 617. 
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Disabilities 
Education Act 
Amendments of 
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20 USC 1400 





111 STAT 


38 


Sec 


ec 


“Dec 


Sec 


oec 


“Sec 
“Sec 
“Sec 
“Sec 
“Sex 

“Sec 

“Sec 


Sec 


“Dec 


mec 





PUBLIC LAW 105-17—JUNE 4, 1997 


) TODDLERS WITH DISABILITIES 


631 


632 





633 
634. Eligibility 

635. Requirements for statewide system 
636. Individualized family service I 
637. State application and assurances 
638. Uses of funds 








639. Procedural safeguards 
640. Payor of last resort 
641. State Interagency Coordinating Council 


642. Federal administration 

643. Allocation of funds 

644. Federal Interagency Coordinating Council 
645 horization of appropriations 





PART D—NATIONAL ACTIVITIES TO IMPROVE EDUCATION OF CHILDREN WITH 
DISABILITIES 


SUBPART 1—STATE PROGRAM IMPROVEMENT GRANTS FOR CHILDREN WITH DISABILITIES 


“Sec 
“Sec 
“Sec 
“Sec 
“Sec 
“Sec 


“Sec 


651. Findings and purpose 

652. Eligibility and collaborative process 
653. Applications 

654. Use of funds 

655. Minimum State grant amounts 
656. Authorization of appropriations 


“SUBPART 2—COORDINATED RESEARCH, PERSONNEL PREPARATION, TECHNICAL 


ASSISTANCE, SUPPORT, AND DISSEMINATION OF INFORMATION 


661. Administrative provisions 


“CHAPTER 1—IMPROVING EARLY INTERVENTION, EDUCATIONAL, AND TRANSITIONAL 


SERVICES AND RESULTS FOR CHILDREN WITH DISABILITIES THROUGH COORDINATED 


“Sec 
“Sec 


“ec 


“Sec 


RESEARCH AND PERSONNEL PREPARATION 


671. Findings and purpose 

672. Research and innovation to improve services and results for children 
with disabilities 

673. Personnel preparation to improve services and results for children with 
disabilities 

674. Studies and evaluations 


“CHAPTER 2—IMPROVING EARLY INTERVENTION, EDUCATIONAL, AND TRANSITIONAL 


SERVICES AND RESULTS FOR CHILDREN WITH DISABILITIES THROUGH COORDINATED 
TECHNICAL ASSISTANCE, SUPPORT, AND DISSEMINATION OF INFORMATION 


“Sec 
“Sec 
“Sec 
“Sec 
“pec 
“Sec 
“Sec 


681. Findings and purposes 

682. Parent training and information centers 

683. Community parent resource centers 

684. Technical assistance for parent training and information centers 

685. Coordinated technical assistance and dissemination 

686. Authorization of appropriations 

687. Technology development, demonstration, and utilization, and media 
services 


‘(c) FINDINGS.—The Congress finds the following: 

“(1) Disability is a natural part of the human experience 
and in no way diminishes the right of individuals to participate 
in or contribute to society. Improving educational results for 
children with disabilities is an essential element of our national 
policy of ensuring equality of opportunity, full participation, 
independent living, and economic self-sufficiéncy for individuals 
with disabilities. 

“(2) Before the date of the enactment of the Education 
for All Handicapped Children Act of 1975 (Public Law 94— 


142)— 
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“(A) the special educational needs of children with 
disabilities were not being fully met; 

“(B) more than one-half of the children with disabilities 
in the United States did not receive appropriate educational 
services that would enable such children to have full equal- 
ity of opportunity; 

“(C) 1,000,000 of the children with disabilities in the 
United States were excluded entirely from the public school 
system and did not go through the educational process 
with their peers; 

“(D) there were many children with disabilities 
throughout the United States participating in regular 
school programs whose disabilities prevented such children 
from having a successful educational experience because 
their disabilities were undetected; and 

“(E) because of the lack of adequate services within 
the public school system, families were often forced to 
find services outside the public school system, often at 
great distance from their residence and at their own 
expense. 

“(3) Since the enactment and implementation of the Edu- 
cation for All Handicapped Children Act of 1975, this Act 
has been successful in ensuring children with disabilities and 
the families of such children access to a free appropriate public 
educetion and in improving educational results for children 
with disabilities. 

“(4) However, the implementation of this Act has been 
impeded by low expectations, and an insufficient focus on apply- 
ing replicable research on proven methods of teaching and 
learning for children with disabilities. 

“(5) Over 20 years of research and experience has dem- 
onstrated that the education of children with disabilities can 
be made more effective by— 

“(A) having high expectations for such children and 
ensuring their access in the general curriculum to the 
maximum extent possible; 

“(B) strengthening the role of parents and ensuring 
that families of such children have meaningful opportuni- 
ties to participate in the education of their children at 
school and at home; 

“(C) coordinating this Act with other local, educational 
service agency, State, and Federal school improvement 
efforts in order to ensure that such children benefit from 
such efforts and that special education can become a service 
for such children rather than a place where they are sent; 

“(D) providing appropriate special education and 
related services and aids and supports in the regular class- 
room to such children, whenever appropriate; 

‘(E) supporting high-quality, intensive professional 
development for all personnel who work with such children 
in order to ensure that they have the skills and knowledge 
necessary to enable them— 

‘(i) to meet developmental goals and, to the maxi- 
mum extent possible, those challenging expectations 
that have been established for all children; and 

“(ii) to be prepared to lead productive, independent, 
adult lives, to the maximum extent possible; 
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“(F) providing incentives for whole-school approaches 
and pre-referral intervention to reduce the need to label 
children as disabled in order to address their learning 
needs; and 

“(G) focusing resources on teaching and learning while 
reducing paperwork and requirements that do not assist 
in improving educational results. 

“(6) While States, local educational agencies, and edu- 
cational service agencies are responsible for providing an 
education for all children with disabilities, it is in the national 
interest that the Federal Government have a role in assisting 
State and local efforts to educate children with disabilities 
in order to improve results for such children and to ensure 
equal protection of the law. 

“(7(A) The Federal Government must be responsive to 
the growing needs of an increasingly more diverse society. 
A more equitable allocation of resources is essential for the 
Federal Government to meet its responsibility to provide an 
equal educational opportunity for all individuals. 

“(B) America’s racial profile is rapidly changing. Between 
1980 and 1990, the rate of increase in the population for white 
Americans was 6 percent, while the rate of increase for racial 
and ethnic minorities was much higher: 53 percent for His- 
panics, 13.2 percent for African-Americans, and 107.8 percent 
for Asians. 

“(C) By the year 2000, this Nation will have 275,000,000 
people, nearly one of every three of whom will be either African- 
American, Hispanic, Asian-American, or American Indian. 

“(D) Taken together as a group, minority children are 
comprising an ever larger percentage of public school students. 
Large-city school populations are overwhelmingly minority, for 
example: for fall 1993, the figure for Miami was 84 percent; 
Chicago, 89 percent; Philadelphia, 78 percent; Baltimore, 84 
percent; Houston, 88 percent; and Los Angeles, 88 percent. 

“(E) Recruitment efforts within special education must 
focus on bringing larger numbers of minorities into the profes- 
sion in order to provide appropriate practitioner knowledge, 
role models, and sufficient manpower to address the clearly 
changing demography of special education. 

“(F) The limited English proficient population is the fastest 
growing in our Nation, and the growth is occurring in many 
parts of our Nation. In the Nation’s 2 largest school districts, 
limited English proficient students make up almost half of 
all students initially entering school at the kindergarten level. 
Studies have documented apparent discrepancies in the levels 
of referral and placement of limited English proficient children 
in special education. The Department of Education has found 
that services provided to limited English proficient students 
often do not respond primarily to the pupil’s academic needs. 
These trends pose special challenges for special education in 
the referral, assessment, and services for our Nation’s students 
from non-English language backgrounds. 

“(8\(A) Greater efforts are needed to prevent the intensifica- 
tion of problems connected with mislabeling and high dropout 
rates among minority children with disabilities. 
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“(B) More minority children continue to be served in special 
education than would be expected from the percentage of minor- 
ity students in the general school population. 

“(C) Poor African-American children are 2.3 times more 
likely to be identified by their teacher as having mental retarda- 
tion than their white counterpart. 

“(D) Although African-Americans represent 16 percent of 
elementary and secondary enrollments, they constitute 21 per- 
cent of total enrollments in special education. 

“(E) The drop-out rate is 68 percent higher for minorities 
than for whites. 

“(F) More than 50 percent of minority students in large 
cities drop out of school. 

“(9Q(A) The opportunity for full participation in awards 
for grants and contracts; boards of organizations receiving funds 
under this Act; and peer review panels; and training of profes- 
sionals in the area of special education by minority individuals, 
organizations, and historically black colleges and universities 
is essential if we are to obtain greater success in the education 
of minority children with disabilities. 

“(B) In 1993, of the 915,000 college and university profes- 
sors, 4.9 percent were African-American and 2.4 percent were 
Hispanic. Of the 2,940,000 teachers, prekindergarten through 
high school, 6.8 percent were African-American and 4.1 percent 
were Hispanic. 

“(C) Students from minority groups comprise more than 
50 percent of K-12 public school enrollment in seven States 
yet minority enrollment in teacher training programs is less 
than 15 percent in all but six States. 

“(D) As the number of African-American and Hispanic stu- 
dents in special education increases, the number of minority 
teachers and related service personnel produced in our colleges 
and universities continues to decrease. 

“(E) Ten years ago, 12 percent of the United States teaching 
force in public elementary and secondary schools were members 
of a minority group. Minorities comprised 21 percent of the 
national population at that time and were clearly underrep- 
resented then among employed teachers. Today, the elementary 
and secondary teaching force is 13 percent minority, while 
one-third of the students in public schools are minority children. 

“(F) As recently as 1991, historically black colleges and 
universities enrolled 44 percent of the African-American teacher 
trainees in the Nation. However, in 1993, historically black 
colleges and universities received only 4 percent of the discre- 
tionary funds for special education and related services person- 
nel training under this Act. 

“(G) While African-American students constitute 28 percent 
of total enrollment in special education, only 11.2 percent of 
individuals enrolled in preservice training programs for special 
education are African-American. 

“(H) In 1986-87, of the degrees conferred in education 
at the B.A., M.A., and Ph.D. levels, only 6, 8, and 8 percent, 
respectively, were awarded to African-American or Hispanic 
students. 

“(10) Minorities and underserved persons are socially dis- 
advantaged because of the lack of opportunities in training 
and educational programs, undergirded by the practices in the 
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private sector that impede their full participation in the main- 
stream of society. 
“(d) PURPOSES.—The purposes of this title are— 

“(1XA) to ensure that all children with disabilities have 
available to them a free appropriate public education that 
emphasizes special education and related services designed to 
meet their unique needs and prepare them for employment 
and independent living; 

“(B) to ensure that the rights of children with disabilities 
and parents of such children are protected; and 

“(C) to assist States, localities, educational service agencies, 
and Federal agencies to provide for the education of all children 
with disabilities; 

“(2) to assist States in the implementation of a statewide, 
comprehensive, coordinated, multidisciplinary, interagency sys- 
tem of early intervention services for infants and toddlers with 
disabilities and their families; 

“(3) to ensure that educators and parents have the nec- 
essary tools to improve educational results for children with 
disabilities by supporting systemic-change activities; coordi- 
nated research and personnel preparation; coordinated 
technical assistance, dissemination, and support; and tech- 
nology development and media services; and 

“(4) to assess, and ensure the effectiveness of, efforts to 
educate children with disabilities. 


“SEC. 602. DEFINITIONS. 


“Except as otherwise provided, as used in this Act: 

“(1) ASSISTIVE TECHNOLOGY DEVICE.—The term ‘assistive 
technology device’ means any item, piece of equipment, or prod- 
uct system, whether acquired commercially off the shelf, 
modified, or customized, that is used to increase, maintain, 
or improve functional capabilities of a child with a disability. 

“(2) ASSISTIVE TECHNOLOGY SERVICE.—The term ‘assistive 
technology service’ means any service that directly assists a 
child with a disability in the selection, acquisition, or use of 
an assistive technology device. Such term includes— 

“(A) the evaluation of the needs of such child, including 
a functional evaluation of the child in the child’s customary 
environment; 

“(B) purchasing, leasing, or otherwise providing for 
the acquisition of assistive technology devices by such child; 

“(C) selecting, designing, fitting, customizing, adapting, 
applying, maintaining, repairing, or replacing of assistive 
technology devices; 

“(D) coordinating and using other therapies, interven- 
tions, or services with assistive technology devices, such 
as those associated with existing education and rehabilita- 
tion plans and programs; 

“(E) training or technical assistance for such child, 
or, where appropriate, the family of such child; and 

“(F) training or technical assistance for professionals 
(including individuals providing education and rehabilita- 
tion services), employers, or other individuals who provide 
services to, employ, or are otherwise substantially involved 
in the major life functions of such child. 

“(3) CHILD WITH A DISABILITY.— 
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“(A) IN GENERAL.—The term ‘child with a disability’ 
means a child— 

“(i) with mental retardation, hearing impairments 
(including deafness), speech or language impairments, 
visual impairments (including blindness), serious emo- 
tional disturbance (hereinafter referred to as ‘emotional 
disturbance’), orthopedic impairments, autism, trau- 
matic brain injury, other health impairments, or 
specific learning disabilities; and 

“(ii) who, by reason thereof, needs special edu- 
cation and related services. 

“(B) CHILD AGED 3 THROUGH 9.—The term ‘child with 
a disability’ for a child aged 3 through 9 may, at the 
discretion of the State and the local educational agency, 
include a child— 

“(i) experiencing developmental delays, as defined 
by the State and as measured by appropriate diagnostic 
instruments and procedures, in one or more of the 
following areas: physical development, cognitive 
development, communication development, social or 
emotional development, or adaptive development; and 

“(ii) who, by reason thereof, needs special edu- 
cation and related services. 

“(4) EDUCATIONAL SERVICE AGENCY.—The term ‘educational 
service agency — 

“(A) means a regional public multiservice agency— 

“(i) authorized by State law to develop, manage, 
and provide services or programs to local educational 
agencies; and 

“(ii) recognized as an administrative agency for 
purposes of the provision of special education and 
related services provided within public elementary and 
secondary schools of the State; and 
“(B) includes any other public institution or agency 

having administrative control and direction over a public 

elementary or secondary school. 

“(5) ELEMENTARY SCHOOL.—The term ‘elementary school’ 
means a nonprofit institutional day or residential school that 
provides elementary education, as determined under State law. 

“(6) EQUIPMENT.—The term ‘equipment’ includes— 

“(A) machinery, utilities, and built-in equipment and 
any necessary enclosures or structures to house such 
machinery, utilities, or equipment; and 

“(B) all other items necessary for the functioning of 
a particular facility as a facility for the provision of edu- 
cational services, including items such as instructional 
equipment and necessary furniture; printed, published, and 
audio-visual instructional materials; telecommunications, 
sensory, and other technological aids and devices; and 
books, periodicals, documents, and other related materials. 
“(7) ExCEsSS costs.—The term ‘excess costs’ means those 

costs that are in excess of the average annual per-student 
expenditure in a local educational agency during the preceding 
school year for an elementary or secondary school student, 
as may be appropriate, and which shall be computed after 
deducting— 

“(A) amounts received— 
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“(i) under part B of this title; 

“(ii) under part A of title I of the Elementary 
and Secondary Education Act of 1965; or 

“(iii) under part A of title VII of that Act; and 

“(B) any State or local funds expended for programs 
that would qualify for assistance under any of those parts. 
“(8) FREE APPROPRIATE PUBLIC EDUCATION.—The term ‘free 

appropriate public education’ means special education and 
related services that— 

“(A) have been provided at public expense, under public 
supervision and direction, and without charge; 

“(B) meet the standards of the State educational 
agency; 

“(C) include an appropriate preschool, elementary, or 
secondary school education in the State involved; and 

“(D) are provided in conformity with the individualized 
education program required under section 614(d). 

“(9) INDIAN.—The term ‘Indian’ means an individual who 
is a member of an Indian tribe. 

“(10) INDIAN TRIBE.—The term ‘Indian tribe’ means any 
Federal or State Indian tribe, band, rancheria, pueblo, colony, 
or community, including any Alaska Native village or regional 
village corporation (as defined in or established under the 
Alaska Native Claims Settlement Act). 

“(11) INDIVIDUALIZED EDUCATION PROGRAM.—The term 
‘individualized education program’ or ‘IEP’ means a written 
statement for each child with a disability that is developed, 
reviewed, and revised in accordance with section 614(d). 

“(12) INDIVIDUALIZED FAMILY SERVICE PLAN.—The term 
‘individualized family service plan’ has the meaning given such 
term in section 636. 

“(13) INFANT OR TODDLER WITH A DISABILITY.—The term 
‘infant or toddler with a disability’ has the meaning given 
such term in section 632. 

“(14) INSTITUTION OF HIGHER EDUCATION.—The term 
‘institution of higher education’— 

“(A) has the meaning given that term in section 1201(a) 
of the Higher Education Act of 1965; and 

“(B) also includes any community college receiving 
funding from the Secretary of the Interior under the Trib- 
ally Controlled Community College Assistance Act of 1978. 
“(15) LOCAL EDUCATIONAL AGENCY.— 

“(A) The term ‘local educational agency’ means a public 
board of education or other public authority legally con- 
stituted within a State for either administrative control 
or direction of, or to perform a service function for, public 
elementary or secondary schools in a city, county, township, 
school district, or other political subdivision of a State, 
or for such combination of school districts or counties as 
are recognized in a State as an administrative agency 
for its public elementary or secondary schools. 

“(B) The term includes— 

“(i) an educational service agency, as defined in 
paragraph (4); and 

“(ii) any other public institution or agency having 
administrative control and direction of a_ public 
elementary or secondary school. 
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“(C) The term includes an elementary or secondary 
school funded by the Bureau of Indian Affairs, but only 
to the extent that such inclusion makes the school eligible 
for programs for which specific eligibility is not provided 
to the school in another provision of law and the school 
does not have a student population that is smaller than 
the student population of the local educational agency 
receiving assistance under this Act with the smallest stu- 
dent population, except that the school shall not be subject 
to the jurisdiction of any State educational agency other 
than the Bureau of Indian Affairs. 

“(16) NATIVE LANGUAGE.—The term ‘native language’, when 
used with reference to an individual of limited English pro- 
ficiency, means the language normally used by the individual, 
or in the case of a child, the language normally used by the 
parents of the child. 

“(17) NONPROFIT.—The term ‘nonprofit’, as applied to a 
school, agency, organization, or institution, means a school, 
agency, organization, or institution owned and operated by 
one or more nonprofit corporations or associations no part of 
the net earnings of which inures, or may lawfully inure, to 
the benefit of any private shareholder or individual. 

“(18) OUTLYING AREA.—The term ‘outlying area’ means the 
United States Virgin Islands, Guam, American Samoa, and 
the Commonwealth of the Northern Mariana Islands. 

“(19) PARENT.—The term ‘parent’— 

“(A) includes a legal guardian; and 

“(B) except as used in sections 615(b)\(2) and 639(a)(5), 
includes an individual assigned under either of those sec- 
tions to be a surrogate parent. 

“(20) PARENT ORGANIZATION.—The term ‘parent organiza- 
tion’ has the meaning given that term in section 682(g). 

“(21) PARENT TRAINING AND INFORMATION CENTER.—The 
term ‘parent training and information center’ means a center 
assisted under section 682 or 683. 

“(22) RELATED SERVICES.—The term ‘related services’ 
means transportation, and such developmental, corrective, and 
other supportive services (including speech-language pathology 
and audiology services, psychological services, physical and 
occupational therapy, recreation, including therapeutic recre- 
ation, social work services, counseling services, including 
rehabilitation counseling, orientation and mobility services, and 
medical services, except that such medical services shall be 
for diagnostic and evaluation purposes only) as may be required 
to assist a child with a disability to benefit from special edu- 
cation, and includes the early identification and assessment 
of disabling conditions in children. 

“(23) SECONDARY SCHOOL.—The term ‘secondary school’ 
means a nonprofit institutional day or residential school that 
provides secondary education, as determined under State law, 
except that it does not include any education beyond grade 
12. 

“(24) SECRETARY.—The term ‘Secretary’ means the Sec- 
retary of Education. 

“(25) SPECIAL EDUCATION.—The term ‘special education’ 
means specially designed instruction, at no cost to parents, 
to meet the unique needs of a child with a disability, including— 
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“(A) instruction conducted in the classroom, in the 
home, in hospitals and institutions, and in other settings; 
and 

“(B) instruction in physical education. 

“(26) SPECIFIC LEARNING DISABILITY.— 

“(A) IN GENERAL.—The term ‘specific learning disabil- 
ity’ means a disorder in one or more of the basic 
psychological processes involved in understanding or in 
using language, spoken or written, which disorder may 
manifest itself in imperfect ability to listen, think, speak, 
read, write, spell, or do mathematical calculations. 

“(B) DISORDERS INCLUDED.—Such term includes such 
conditions as perceptual disabilities, brain injury, minimal 
brain dysfunction, dyslexia, and developmental aphasia. 

“(C) DISORDERS NOT INCLUDED.—Such term does not 
include a learning problem that is primarily the 
result of visual, hearing, or motor disabilities, of mental 
retardation, of emotional disturbance, or of environmental, 
cultural, or economic disadvantage. 

“(27) STATE.—The term ‘State’ means each of the 50 States, 
the District of Columbia, the Commonwealth of Puerto Rico, 
and each of the outlying areas. 

“(28) STATE EDUCATIONAL AGENCY.—The term ‘State edu- 
cational agency’ means the State board of education or other 
agency or officer primarily responsible for the State supervision 
of public elementary and secondary schools, or, if there is 
no such officer or agency, an officer or agency designated by 
the Governor or by State law. 

“(29) SUPPLEMENTARY AIDS AND SERVICES.—The term 
‘supplementary aids and services’ means, aids, services, and 
other supports that are provided in regular education classes 
or other education-related settings to enable children with 
disabilities to be educated with nondisabled children to the 
maximum extent appropriate in accordance with section 
612(a\(5). 

“(30) TRANSITION SERVICES.—The term ‘transition services’ 
means a coordinated set of activities for a student with a 
disability that— 

“(A) is designed within an outcome-oriented process, 
which promotes movement from school to post-school 
activities, including post-secondary education, vocational 
training, integrated employment (including supported 
employment), continuing and adult education, adult serv- 
ices, independent living, or community participation; 

“(B) is based upon the individual student’s needs, tak- 
ing, into account the student’s preferences and interests; 
an 

“(C) includes instruction, related services, community 
experiences, the development of employment and other 
post-school adult living objectives, and, when appropriate, 
acquisition of daily living skills and functional vocational 
evaluation. 


“SEC. 603. OFFICE OF SPECIAL EDUCATION PROGRAMS. 


“(a) ESTABLISHMENT.—There shall be, within the Office of Spe- 


cial Education and Rehabilitative Services in the Department of 
Education, an Office of Special Education Programs, which shall 
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be the principal agency in such Department for administering and 
carrying out this Act and other programs and activities concerning 
the education of children with disabilities. 

“(b) DirEcTOR.—The Office established under subsection (a) 
shall be headed by a Director who shall be selected by the Secretary 
and shall report directly to the Assistant Secretary for Special 
Education and Rehabilitative Services. 

“(c) VOLUNTARY AND UNCOMPENSATED SERVICES.—Notwith- 
standing section 1342 of title 31, United States Code, the Secretary 
is authorized to accept voluntary and uncompensated services in 
furtherance of the purposes of this Act. 

“SEC. 604. ABROGATION OF STATE SOVEREIGN IMMUNITY. 


“(a) IN GENERAL.—A State shall not be immune under the 
eleventh amendment to the Constitution of the United States from 
suit in Federal court for a violation of this Act. 

“(b) REMEDIES.—In a suit against a State for a violation of 
this Act, remedies (including remedies both at law and in equity) 
are available for such a violation to the same extent as those 
remedies are available for such a violation in the suit against 
any public entity other than a State. 

“(c) EFFECTIVE DATE.—Subsections (a) and (b) apply with 
respect to violations that occur in whole or part after the date 
of the enactment of the Education of the Handicapped Act Amend- 
ments of 1990. 


“SEC. 605. ACQUISITION OF EQUIPMENT; CONSTRUCTION OR ALTER- 
ATION OF FACILITIES. 





“(a) IN GENERAL.—If the Secretary determines that a program 
authorized under this Act would be improved by permitting program 
funds to be used to acquire appropriate equipment, or to construct 
new facilities or alter existing facilities, the Secretary is authorized 
to allow the use of those funds for those purposes. 

“(b) COMPLIANCE WITH CERTAIN REGULATIONS.—Any construc- 
tion of new facilities or alteration of existing facilities under 
subsection (a) shall comply with the requirements of— 

“(1) appendix A of part 36 of title 28, Code of Federal 
Regulations (commonly known as the ‘Americans with Disabil- 
ities Accessibility Guidelines for Buildings and Facilities’); or 

“(2) appendix A of part 101-19.6 of title 41, Code of Federal 
Regulations (commonly known as the ‘Uniform Federal Acces- 
sibility Standards’). 

“SEC. 606. EMPLOYMENT OF INDIVIDUALS WITH DISABILITIES. 


“The Secretary shall ensure that each recipient of assistance 
under this Act makes positive efforts to employ and advance in 
employment qualified individuals with disabilities in programs 
assisted under this Act. 

“SEC. 607. REQUIREMENTS FOR PRESCRIBING REGULATIONS. 


“(a) PUBLIC COMMENT PERIOD.—The Secretary shall provide 
a public comment period of at least 90 days on any regulation 
proposed under part B or part C of this Act on which an opportunity 
for public comment is otherwise required by law. 

“(b) PROTECTIONS PROVIDED TO CHILDREN.—The Secretary may 
not implement, or publish in final form, any regulation prescribed 
pursuant to this Act that would procedurally or substantively lessen 
the protections provided to children with disabilities under this 
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Act, as embodied in regulations in effect on July 20, 1983 (particu- 
larly as such protections relate to parental consent to initial 
evaluation or initial placement in special education, least restrictive 
environment, related services, timelines, attendance of evaluation 
personnel at individualized education program meetings, or quali- 
fications of personnel), except to the extent that such regulation 
reflects the clear and unequivocal intent of the Congress in legisla- 
tion. 

“(c) PoLicy LETTERS AND STATEMENTS.—The Secretary may 
not, through policy letters or other statements, establish a rule 
that is required for compliance with, and eligibility under, this 
part without following the requirements of section 553 of title 
5, United States Code. 

“(d) CORRESPONDENCE FROM DEPARTMENT OF EDUCATION 
DESCRIBING INTERPRETATIONS OF THIS PART.— 

“(1) IN GENERAL.—The Secretary shall, on a quarterly basis, 
publish in the Federal Register, and widely disseminate to 
interested entities through various additional forms of commu- 
nication, a list of correspondence from the Department of 
Education received by individuals during the previous quarter 
that describes the interpretations of the Department of Edu- 
cation of this Act or the regulations implemented pursuant 
to this Act. 

“(2) ADDITIONAL INFORMATION.—For each item of 
correspondence published in a list under paragraph (1), the 
Secretary shall identify the topic addressed by the correspond- 
ence and shall include such other summary information as 
the Secretary determines to be appropriate. 

“(e) ISSUES OF NATIONAL SIGNIFICANCE.—If the Secretary 
receives a written request regarding a policy, question, or 
interpretation under part B of this Act, and determines that it 
raises an issue of general interest or applicability of national signifi- 
cance to the implementation of part B, the Secretary shall— 

“(1) include a statement to that effect in any written 
response; 

“(2) widely disseminate that response to State educational 
agencies, local educational agencies, parent and advocacy 
organizations, and other interested organizations, subject to 
applicable laws relating to confidentiality of information; and 

“(3) not later than one year after the date on which the 
Secretary responds to the written request, issue written gnid- 
ance on such policy, question, or interpretation through such 
means as the Secretary determines to be appropriate and 
consistent with law, such as a policy memorandum, notice 
of interpretation, or notice of proposed rulemaking. 

“(f) EXPLANATION.—Any written response by the Secretary 
under subsection (e) regarding a policy, question, or interpretation 
under part B of this Act shall include an explanation that the 
written response— 

“(1) is provided as informal guidance and is not legally 
binding; and 

“(2) represents the interpretation by the Department of 
Education of the applicable statutory or regulatory require- 
ments in the context of the specific facts presented. 
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“PART B—ASSISTANCE FOR EDUCATION OF 
ALL CHILDREN WITH DISABILITIES 


“SEC. 611. AUTHORIZATION; ALLOTMENT; USE OF FUNDS; AUTHORIZA- 
TION OF APPROPRIATIONS. 


“(a) GRANTS TO STATES.— 

“(1) PURPOSE OF GRANTS.—The Secretary shall make grants 
to States and the outlying areas, and provide funds to the 
Secretary of the Interior, to assist them to provide special 
education and related services to children with disabilities in 
accordance with this part. 

“(2) MAXIMUM AMOUNTS.—The maximum amount of the 
grant a State may receive under this section for any fiscal 
year is— 

“(A) the number of children with disabilities in the 
State who are receiving special education and related serv- 
ices— 

“(i) aged 3 through 5 if the State is eligible for 

a grant under section 619; and 

“(ii) aged 6 through 21; multiplied by 

“(B) 40 percent of the average per-pupil expenditure 
in public elementary and secondary schools in the United 
States. 

“(b) OUTLYING AREAS AND FREELY ASSOCIATED STATES.— 

“(1) FUNDS RESERVED.—From the amount appropriated for 
any fiscal year under subsection (j), the Secretary shall reserve 
not more than one percent, which shall be used— 

“(A) to provide assistance to the outlying areas in 
accordance with their respective populations of individuals 
aged 3 through 21; and 

“(B) for fiscal years 1998 through 2001, to carry out 
the competition described in paragraph (2), except that 
the amount reserved to carry out that competition shall 
not exceed the amount reserved for fiscal year 1996 for 
the competition under part B of this Act described under 
the heading “SPECIAL EDUCATION?” in Public Law 104— 
134. 

“(2) LIMITATION FOR FREELY ASSOCIATED STATES.— 

“(A) COMPETITIVE GRANTS.—The Secretary shall use 
funds described in paragraph (1B) to award grants, on 
a competitive basis, to Guam, American Samoa, the 
Commonwealth of the Northern Mariana Islands, and the 
freely associated States to carry out the purposes of this 
part. 

“(B) AWARD BASIS.—The Secretary shall award grants 
under subparagraph (A) on a competitive basis, pursuant 
to the recommendations of the Pacific Region Educational 
Laboratory in Honolulu, Hawaii. Those recommendations 
shall be made by experts in the field of special education 
and related services. 

“(C) ASSISTANCE REQUIREMENTS.—Any freely associ- 
ated State that wishes to receive funds under this part 
shall include, in its application for assistance— 

“(i) information demonstrating that it will meet 
all conditions that apply to States under this part; 


111 STAT. 49 


20 USC 1411 








111 STAT. 50 


PUBLIC LAW 105-17—JUNE 4, 1997 


“(ii) an assurance that, notwithstanding any other 
provision of this part, it will use those funds only 
for the direct provision of special education and related 
services to children with disabilities and to enhance 
its capacity to make a free appropriate public education 
available to all children with disabilities; 

“(iii) the identity of the source and amount of 
funds, in addition to funds under this part, that it 
will make available to ensure that a free appropriate 
public education is available to all children with 
disabilities within its jurisdiction; and 

“(iv) such other information and assurances as the 
Secretary may require. 

“(D) TERMINATION OF ELIGIBILITY.—Notwithstanding 
any other provision of law, the freely associated States 
shall not receive any funds under this part for any program 
year that begins after September 30, 2001. 

“(E) ADMINISTRATIVE COSTS.—The Secretary may pro- 
vide not more than five percent of the amount reserved 
for grants under this paragraph to pay the administrative 
costs of the Pacific Region Educational Laboratory under 
subparagraph (B). 

“(3) LIMITATION.—An outlying area is not eligible for a 
competitive award under paragraph (2) unless it receives assist- 
ance under paragraph (1)(A). 

“(4) SPECIAL RULE.—The provisions of Public Law 95-134, 
permitting the consolidation of grants by the outlying areas, 
shall not apply to funds provided to those areas or to the 
freely associated States under this section. 

“(5) ELIGIBILITY FOR DISCRETIONARY PROGRAMS.—The freely 
associated States shall be eligible to receive assistance under 
subpart 2 of part D of this Act until September 30, 2001. 

“(6) DEFINITION.—As used in this subsection, the term 
‘freely associated States’ means the Republic of the Marshall 
Islands, the Federated States of Micronesia, and the Republic 
of Palau. 

“(c) SECRETARY OF THE INTERIOR.—From the amount appro- 


priated for any fiscal year under subsection (j), the Secretary shall 
reserve 1.226 percent to provide assistance to the Secretary of 
the Interior in accordance with subsection (i). 


“(d) ALLOCATIONS TO STATES.— 

“(1) IN GENERAL.—After reserving funds for studies and 
evaluations under section 674(e), and for payments to the outly- 
ing areas and the Secretary of the Interior under subsections 
(b) and (c), the Secretary shall allocate the remaining amount 
among the States in accordance with paragraph (2) or sub- 
section (e), as the case may be. 

“(2) INTERIM FORMULA.—Except as provided in subsection 
(e), the Secretary shall allocate the amount described in para- 
graph (1) among the States in accordance with section 611(a)(3), 
(4), and (5) and (b)(1), (2), and (3) of this Act, as in effect 
prior to the enactment of the Individuals with Disabilities 
Education Act Amendments of 1997, except that the determina- 
tion of the number of children with disabilities receiving special 
education and related services under such section 611(a)3) 
may, at the State’s discretion, be calculated as of the last 
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Friday in October or as of December 1 of the fiscal year for 
which the funds are appropriated. 
“(e) PERMANENT FORMULA.— 

“(1) ESTABLISHMENT OF BASE YEAR.—The Secretary shall 
allocate the amount described in subsection (d\(1) among the 
States in accordance with this subsection for each fiscal year 
beginning with the first fiscal year for which the amount appro- 
priated under subsection (j) is more than $4,924,672,200. 

“(2) USE OF BASE YEAR.— 

“(A) DEFINITION.—As used in this subsection, the term 

‘base year’ means the fiscal year preceding the first fiscal 

year in which this subsection applies. 

“(B) SPECIAL RULE FOR USE OF BASE YEAR AMOUNT.— 

If a State received any funds under this section for the 

base year on the basis of children aged 3 through 5, but 

does not make a free appropriate public education available 
to all children with disabilities aged 3 through 5 in the 

State in any subsequent fiscal year, the Secretary shall 

compute the State’s base year amount, solely for the pur- 

pose of calculating the State’s allocation in that subsequent 
year under paragraph (3) or (4), by subtracting the amount 


allocated to the State for the base year on the basis of 


those children. 

“(3) INCREASE IN FUNDS.—If the amount available for alloca- 
tions to States under paragraph (1) is equal to or greater 
than the amount allocated to the States under this paragraph 
for the preceding fiscal year, those allocations shall be cal- 
culated as follows: 

“(A)(i) Except as provided in subparagraph (B), the 
Secretary shall— 

“(I1) allocate to each State the amount it received 
for the base year; 

“(II) allocate 85 percent of any remaining funds 
to States on the basis of their relative populations 
of children aged 3 through 21 who are of the same 
age as children with disabilities for whom the State 
ensures the availability of a free appropriate public 
education under this part; and 

“(III) allocate 15 percent of those remaining funds 
to States on the basis of their relative populations 
of children described in subclause (II) who are living 
in poverty. 

“(ii) For the purpose of making grants under this para- 
graph, the Secretary shall use the most recent population 
data, including data on children living in poverty, that 
are available and satisfactory to the Secretary 

“(B) Notwithstanding subparagraph (A), allocations 
under this paragraph shall be subject to the following: 

“(i) No State’s allocation shall be less than its 
allocation for the preceding fiscal year. 

“(ii) No State’s allocation shall be less than the 
greatest of— 

“(1) the sum of— 

“(aa) the amount it received for the base 
year; and 

“(bb) one third of one percent of the 
amount by which the amount appropriated 
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under subsection (j) exceeds the amount appro- 
priated under this section for the base year; 
‘(II]) the sum of— 
“(aa) the amount it received for the 
preceding fiscal year; and 
“(bb) that amount multiplied by the 
percentage by which the increase in the funds 
appropriated from the preceding fiscal year 
exceeds 1.5 percent; or 
‘(IIT) the sum of— 
‘(aa) the amount it received for the 
preceding fiscal year; and 
“(bb) that amount multiplied by 90 percent 
of the percentage increase in the amount 
appropriated from the preceding fiscal year. 
‘(iii) Notwithstanding clause (ii), no State’s alloca- 
tion under this paragraph shall exceed the sum of— 
‘(I) the amount it received for the preceding 
fiscal year; and 
“(II]) that amount multiplied by the sum of 
1.5 percent and the percentage increase in the 
amount appropriated. 

C) If the amount available for allocations under this 
paragraph is insufficient to pay those allocations in full, 
those allocations shall be ratably reduced, subject to 
subparagraph (B)\i). 

“(4) DECREASE IN FUNDS.—If the amount available for 
allocations to States under paragraph (1) is less than the 
amount allocated to the States under this section for the preced- 
ing fiscal year, those allocations shall be calculated as follows: 

“(A) If the amount available for allocations’is greater 
than the amount allocated to the States for the base year, 
each State shall be allocated the sum of— 

“(i) the amount it received for the base year; and 

“(ii) an amount that bears the same relation to 
any remaining funds as the increase the State received 
for the preceding fiscal year over the base year bears 
to the total of all such increases for all States. 

‘(B\(i) If the amount available for allocations is equal 
to or less than the amount allocated to the States for 
the base year, each State shall be allocated the amount 
it received for the base year. 

“(Gii) If the amount available is insufficient to make 
the allocations described in clause (i), those allocations 
shall be ratably reduced. 

STATE-LEVEL ACTIVITIES.— 
“(1) GENERAL.— 

“(A) Each State may retain not more than the amount 
described in subparagraph (B) for administration and other 
State-level activities in accordance with paragraphs (2) and 
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‘(B) For each fiscal year, the Secretary shall determine 
and report to the State educational agency an amount 
that is 25 percent of the amount the State received under 
this section for fiscal year 1997, cumulatively adjusted 
by the Secretary for each succeeding fiscal year by the 
lesser of— 
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“(i) the percentage increase, if any, from the 
preceding fiscal year in the State’s allocation under 
this section; or 

“(ii) the rate of inflation, as measured by the 
percentage increase, if any, from the preceding fiscal 
year in the Consumer Price Index For All Urban 
Consumers, published by the Bureau of Labor Statis- 
tics of the Department of Labor. 

“(C) A State may use funds it retains under subpara- 
graph (A) without regard to— 

“(i) the prohibition on commingling of funds in 
section 612(a\18\B); and 

“(ii) the prohibition on supplanting other funds 
in section 612(a\(18)(C). 

“(2) STATE ADMINISTRATION.— 

“(A) For the purpose of administering this part, includ- 
ing section 619 (including the coordination of activities 
under this part with, and providing technical assistance 
to, other programs that provide services to children with 
disabilities }— 

“(i) each State may use not more than twenty 
percent of the maximum amount it may retain under 
paragraph (1)A) for any fiscal year or $500,000 
(adjusted by the cumulative rate of inflation since fiscal 
year 1998, as measured by the percentage increase, 
if any, in the Consumer Price Index For All Urban 
Consumers, published by the Bureau of Labor Statis- 
tics of the Department of Labor), whichever is greater; 
and 

“(ii) each outlying area may use up to five percent 
of the amount it receives under this section for any 
fiscal year or $35,000, whichever is greater. 

“(B) Funds described in subparagraph (A) may also 
be used for the administration of part C of this Act, if 
the State educational agency is the lead agency for the 
State under that part. 

“(3) OTHER STATE-LEVEL ACTIVITIES.—Each State shall use 
any funds it retains under paragraph (1) and does not use 
for administration under paragraph (2) for any of the following: 

“(A) Support and direct services, including technical 
assistance and personnel development and training. 

“(B) Administrative costs of monitoring and complaint 
investigation, but only to the extent that those costs exceed 
the costs incurred for those activities during fiscal year 
1985 

“(C) To establish and implement the mediation process 
required by section 615(e), including providing for the costs 
of mediators and support personnel. 

“(D) To assist local educational agencies in meeting 
personnel shortages. 

“(E) To develop a State Improvement Plan under sub- 
part 1 of part D. 

“(F) Activities at the State and local levels to meet 
the performance goals established by the State under 
section 612(a\16) and to support implementation of the 
State Improvement Plan under subpart 1 of part D if 
the State receives funds under that subpart. 
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“(G) To supplement other amounts used to develop 
and implement a Statewide coordinated services system 
designed to improve results for children and families, 
including children with disabilities and their families, but 
not to exceed one percent of the amount received by the 
State under this section. This system shall be coordinated 
with and, to the extent appropriate, build on the system 
of coordinated services developed by the State under part 
C of this Act. 

“(H) For subgrants to local educational agencies for 
the purposes described in paragraph (4)(A). 

“(4(A) SUBGRANTS TO LOCAL EDUCATIONAL AGENCIES FOR 
CAPACITY-BUILDING AND IMPROVEMENT.—In any fiscal year in 
which the percentage increase in the State’s allocation under 
this section exceeds the rate of inflation (as measured by the 
percentage increase, if any, from the preceding fiscal year in 
the Consumer Price Index For All Urban Consumers, published 
by the Bureau of Labor Statistics of the Department of Labor), 
each State shall reserve, from its allocation under this section, 
the amount described in subparagraph (B) to make subgrants 
to local educational agencies, unless that amount is less than 
$100,000, to assist them in providing direct services and in 
making systemic change to improve results for children with 
disabilities through one or more of the following: 

“(i) Direct services, including alternative programming 
for children who have been expelled from school, and serv- 
ices for children in correctional facilities, children enrolled 
in State-operated or State-supported schools, and children 
in charter schools. 

“(ii) Addressing needs or carrying out improvement 
strategies identified in the State’s Improvement Plan under 
subpart 1 of part D. 

“(iii) Adopting promising practices, materials, and tech- 
nology, based on knowledge derived from education 
research and other sources. 

“(iv) Establishing, expanding, or implementing inter- 
agency agreements and arrangements between local 
educational agencies and other agencies or organizations 
concerning the provision of services to children with disabil- 
ities and their families. 

“(v) Increasing cooperative problem-solving between 
parents and school personnel and promoting the use of 
alternative dispute resolution. 

“(B) MAXIMUM SUBGRANT.—For each fiscal year, the amount 
referred to in subparagraph (A) is— 

“(i) the maximum amount the State was allowed to 
retain under paragraph (1)A) for the prior fiscal year, 
or for fiscal year 1998, 25 percent of the State’s allocation 
for fiscal year 1997 under this section; multiplied by 

“(ii) the difference between the percentage increase 
in the State’s allocation under this section and the rate 
of inflation, as measured by the percentage increase, if 
any, from the preceding fiscal year in the Consumer Price 
Index For All Urban Consumers, published by the Bureau 
of Labor Statistics of the Department of Labor. 
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“(5) REPORT ON USE OF FUNDS.—As part of the information 
required to be submitted to the Secretary under section 612, 
each State shall annually describe— 

“(A) how amounts retained under paragraph (1) will 
be used to meet the requirements of this part; 

“(B) how those amounts will be allocated among the 
activities described in paragraphs (2) and (3) to meet State 
priorities based on input from local educational agencies; 
and 

“(C) the percentage of those amounts, if any, that will 
be distributed to local educational agencies by formula. 

“(g) SUBGRANTS TO LOCAL EDUCATIONAL AGENCIES.— 

“(1) SUBGRANTS REQUIRED.—Each State that receives a 
grant under this section for any fiscal year shall distribute 
any funds it does not retain under subsection (f) (at least 
75 percent of the grant funds) to local educational agencies 
in the State that have established their eligibility under section 
613, and to State agencies that received funds under section 
614A(a) of this Act for fiscal year 1997, as then in effect, 
and have established their eligibility under section 613, for 
use in accordance with this part. 

“(2) ALLOCATIONS TO LOCAL EDUCATIONAL AGENCIES.— 

“(A) INTERIM PROCEDURE.—For each fiscal year for 
which funds are allocated to States under subsection (d)(2), 
each State shall allocate funds under paragraph (1) in 
accordance with section 611(d) of this Act, as in effect 
prior to the enactment of the Individuals with Disabilities 
Education Act Amendments of 1997. 

“(B) PERMANENT PROCEDURE.—For each fiscal year for 
which funds are allocated to States under subsection (e), 
each State shall allocate funds under paragraph (1) as 
follows: 

“(i) BASE PAYMENTS.—The State shall first award 
each agency described in paragraph (1) the amount 
that agency would have received under this section 
for the base year, as defined in subsection (e)(2)(A), 
if the State had distributed 75 percent of its grant 
for that year under section 611(d), as then in effect. 

“(ii) ALLOCATION OF REMAINING FUNDS.—After 
making allocations under clause (i), the State shall— 

“(I) allocate 85 percent of any remaining funds 
to those agencies on the basis of the relative num- 
bers of children enrolled in public and private 
elementary and secondary schools within the agen- 
cy’s jurisdiction; and 

“(II) allocate 15 percent of those remaining 
funds to those agencies in accordance with their 
relative numbers of children living in poverty, as 
determined by the State educational agency. 

FORMER CHAPTER 1 STATE AGENCIES.— 
“(A) To the extent necessary, the State— 

“(i) shall use funds that are available under sub- 
section (f)(1)(A) to ensure that each State agency that 
received fiscal year 1994 funds under subpart 2 of 
part D of chapter 1 of title I of the Elementary and 
Secondary Education Act of 1965 receives, from the 
combination of funds under subsection (f)(1A) and 
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funds provided under paragraph (1) of this subsection, 
an amount equal to— 

‘(I) the number of children with disabilities, 
aged 6 through 21, to whom the agency was provid- 
ing special education and related services on 
December 1 of the fiscal year for which the funds 
were appropriated, subject to the limitation in 
sub paragré iph (B); multiplied by 

(II) the per-child amount provided under such 
subpart for fiscal year 1994; and 
“(ii) may use those funds to ensure that each local 

educational agency that received fiscal year 1994 funds 

under that subpart for children who had transferred 
from a State-operated or State-supported school or pro- 
gram assisted under that subpart receives, from the 
combination of funds available under subsection 

f\(1(A) and funds provided under paragraph (1) of 

this subsection, an amount for each such child, aged 

3 through 21 to whom the agency was providing special 

education and related services on December 1 of the 

fiscal year for which the funds were Te aeataee 
equal to the per-child amount the agency received 

under that subpart for fiscal year 1994. 

(B) The number of children counted under subpara- 
graph (A)(iXI) shall not exceed the number of children 
aged 3 through 21 for whom the agency received fiscal 
year 1994 funds under subpart 2 of part D of chapter 

1 of title I of the Elementary and Secondary Education 
Act of 1965 
“(4) REALLOCATION OF FUNDS.—If a State educational 

agency determines that a local educational agency is adequately 
providing a free appropriate public education to all children 
with disabilities residing in the area served by that agency 
with State and local funds, the State educational agency may 
reallocate any portion of the funds under this part that are 
not needed by that local agency to provide a free appropriate 
public education to other local educational agencies in the State 
that are not adequately providing special education and related 
services to all children with disabilities residing in the areas 
they serve. 

‘(h) DEFINITIONS.—For the purpose of this section— 

1) the term ‘average per-pupil expenditure in public 
elementary and secondary schools in the United States’ 
means— 

“(A) without regard to the source of funds— 

“(i) the aggregate current expenditures, during the 
second fiscal year preceding the fiscal year for which 
the determination is made (or, if satisfactory data for 
that year are not available, during the most recent 
preceding fiscal year for which satisfactory data are 
available) of all local educational agencies in the 50 
States and the District of Columbia); plus 

“(ii) any direct expenditures by the State for the 
operation of those agencies; divided by 
‘(B) the aggregate number of children in average daily 

attendance to whom those agencies provided free public 
education during that preceding year; and 
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“(2) the term ‘State’ means each of the 50 States, the 
District of Columbia, and the Commonwealth of Puerto Rico. 
“(i) USE OF AMOUNTS BY SECRETARY OF THE INTERIOR.— 

“(1) PROVISION OF AMOUNTS FOR ASSISTANCE.— 

“(A) IN GENERAL.—The Secretary of Education shall 
provide amounts to the Secretary of the Interior to meet 
the need for assistance for the education of children with 
disabilities on reservations aged 5 to 21, inclusive, enrolled 
in elementary and secondary schools for Indian children 
operated or funded by the Secretary of the Interior. The 
amount of such payment for any fiscal year shall be equal 
to 80 percent of the amount allotted under subsection (c) 
for that fiscal year. 

“(B) CALCULATION OF NUMBER OF CHILDREN.—In the 
case of Indian students aged 3 to 5, inclusive, who are 
enrolled in programs affiliated with the Bureau of Indian 
Affairs (hereafter in this subsection referred to as ‘BIA’) 
schools and that are required by the States in which such 
schools are located to attain or maintain State accredita- 
tion, and which schools have such accreditation prior to 
the date of enactment of the Individuals with Disabilities 
Education Act Amendments of 1991, the school shall be 
allowed to count those children for the purpose of distribu- 
tion of the funds provided under this paragraph to the 
Secretary of the Interior. The Secretary of the Interior 
shall be responsible for meeting all of the requirements 
of this part for these children, in accordance with para- 
graph (2). 

“(C) ADDITIONAL REQUIREMENT.—With respect to all 
other children aged 3 to 21, inclusive, on reservations, 
the State educational agency shall be responsible for 
ensuring that all of the requirements of this part are imple- 
mented. 

“(2) SUBMISSION OF INFORMATION.—The Secretary of Edu- 
cation may provide the Secretary of the Interior amounts under 
paragraph (1) for a fiscal year only if the Secretary of the 
Interior submits to the Secretary of Education information 
that— 

“(A) demonstrates that the Department of the Interior 
meets the appropriate requirements, as determined by the 
Secretary of Education, of sections 612 (including monitor- 
ing and evaluation activities) and 613; 

“(B) includes a description of how the Secretary of 
the Interior will coordinate the provision of services 
under this part with local educational agencies, tribes and 
tribal organizations, and other private and Federal service 
providers; 

“(C) includes an assurance that there are public hear- 
ings, adequate notice of such hearings, and an opportunity 
for comment afforded to members of tribes, tribal governing 
bodies, and affected local school boards before the adoption 
of the policies, programs, and procedures described in 
subparagraph (A); 

“(D) includes an assurance that the Secretary of the 
Interior will provide such information as the Secretary 
of Education may require to comply with section 618; 
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“(E) includes an assurance that the Secretary of the 
Interior and the Secretary of Health and Human Services 
have entered into a memorandum of agreement, to be 
provided to the Secretary of Education, for the coordination 
of services, resources, and personnel between their respec- 
tive Federal, State, and local offices and with State and 
local educational agencies and other entities to facilitate 
the provision of services to Indian children with disabilities 
residing on or near reservations (such agreement shall 
provide for the apportionment of responsibilities and costs 
including, but not limited to, child find, evaluation, diag- 
nosis, remediation or therapeutic measures, and (where 
appropriate) equipment and medical or personal supplies 
as needed for a child to remain in school or a program); 
and 
“(F) includes an assurance that the Department of 
the Interior will cooperate with the Department of Edu- 
cation in its exercise of monitoring and oversight of this 
application, and any agreements entered into between the 
Secretary of the Interior and other entities under this 
part, and will fulfill its duties under this part. 
Section 616(a) shall apply to the information described in this 
paragraph. 

“(3) PAYMENTS FOR EDUCATION AND SERVICES FOR INDIAN 
CHILDREN WITH DISABILITIES AGED 3 THROUGH 5.— 

“(A) IN GENERAL.—With funds appropriated under sub- 
section (j), the Secretary of Education shall make payments 
to the Secretary of the Interior to be distributed to tribes 
or tribal organizations (as defined under section 4 of the 
Indian Self-Determination and Education Assistance Act) 
or consortia of the above to provide for the coordination 
of assistance for special education and related services 
for children with disabilities aged 3 through 5 on reserva- 
tions served by elementary and secondary schools for 
Indian children operated or funded by the Department 
of the Interior. The amount of such payments under 
subparagraph (B) for any fiscal year shall be equal to 
20 percent of the amount allotted under subsection (c). 

“(B) DISTRIBUTION OF FUNDS.—The Secretary of the 
Interior shall distribute the total amount of the payment 
under subparagraph (A) by allocating to each tribe or tribal 
organization an amount based on the number of children 
with disabilities ages 3 through 5 residing on reservations 
as reported annually, divided by the total of those children 
served by all tribes or tribal organizations. 

“(C) SUBMISSION OF INFORMATION.—To receive a pay- 
ment under this paragraph, the tribe or tribal organization 
shall submit such figures to the Secretary of the Interior 
as required to determine the amounts to be allocated under 
subparagraph (B). This information shall be compiled and 
submitted to the Secretary of Education. 

“(D) USE OF FUNDS.—The funds received by a tribe 
or tribal organization shall be used to assist in child find, 
screening, and other procedures for the early identification 
of children aged 3 through 5, parent training, and the 
provision of direct services. These activities may be carried 
out directly or through contracts or cooperative agreements 
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with the BIA, local educational agencies, and other public 

or private nonprofit organizations. The tribe or tribal 

organization is encouraged to involve Indian parents in 
the development and implementation of these activities. 

The above entities shall, as appropriate, make referrals 

to local, State, or Federal entities for the provision of 

services or further diagnosis. 

“(E) BIENNIAL REPORT.—To be eligible to receive a 
grant pursuant to subparagraph (A), the tribe or tribal 
organization shall provide to the Secretary of the Interior 
a biennial report of activities undertaken under this para- 
graph, including the number of contracts and cooperative 
agreements entered into, the number of children contacted 
and receiving services for each year, and the estimated 
number of children needing services during the 2 years 
following the one in which the report is made. The 
Secretary of the Interior shall include a summary of this 
information on a biennial basis in the report to the Sec- 
retary of Education required under this subsection. The 
Secretary of Education may require any additional informa- 
tion from the Secretary of the Interior. 

“(F) PROHIBITIONS.—None of the funds allocated under 
this paragraph may be used by the Secretary of the Interior 
for administrative purposes, including child count and the 
provision of technical assistance. 

“(4) PLAN FOR COORDINATION OF SERVICES.—The Secretary 
of the Interior shall develop and implement a plan for the 
coordination of services for all Indian children with disabilities 
residing on reservations covered under this Act. Such plan 
shall provide for the coordination of services benefiting these 
children from whatever source, including tribes, the Indian 
Health Service, other BIA divisions, and other Federal agencies. 
In developing the plan, the Secretary of the Interior shall 
consult with all interested and involved parties. It shall be 
based on the needs of the children and the system best suited 
for meeting those needs, and may involve the establishment 
of cooperative agreements between the BIA, other Federal agen- 
cies, and other entities. The plan shall also be distributed 
upon request to States, State and local educational agencies, 
and other agencies providing services to infants, toddlers, and 
children with disabilities, to tribes, and to other interested 
parties. 

“(5) ESTABLISHMENT OF ADVISORY BOARD.—To meet the 
requirements of section 612(a)(21), the Secretary of the Interior 
shall establish, not later than 6 months after the date of the 
enactment of the Individuals with Disabilities Education Act 
Amendments of 1997, under the BIA, an advisory board com- 
posed of individuals involved in or concerned with the education 
and provision of services to Indian infants, toddlers, children, 
and youth with disabilities, including Indians with disabilities, 
Indian parents or guardians of such children, teachers, service 
providers, State and local educational officials, representatives 
of tribes or tribal organizations, representatives from State 
Interagency Coordinating Councils under section 641 in States 
having reservations, and other members representing the var- 
ious divisions and entities of the BIA. The chairperson shall 
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be selected by the Secretary of the Interior. The advisory board 
shall— 


“(A) assist in the coordination of services within the 
BIA and with other local, State, and Federal agencies in 
the provision of education for infants, toddlers, and children 
with disabilities; 

“(B) advise and assist the Secretary of the Interior 
in the performance of the Secretary’s responsibilities 
described in this subsection; 

“(C) develop and recommend policies concerning effec- 
tive inter- and intra-agency collaboration, including 
modifications to regulations, and the elimination of barriers 
to inter- and intra-agency programs and activities; 

“(D) provide assistance and disseminate information 
on best practices, effective program coordination strategies, 
and recommendations for improved educational program- 
ming for Indian infants, toddlers, and children with 
disabilities; and 

“(E) provide assistance in the preparation of informa- 
tion required under paragraph (2)(D). 

“(6) ANNUAL REPORTS.— 

“(A) IN GENERAL.—The advisory board established 
under paragraph (5) shall prepare and submit to the Sec- 
retary of the Interior and to the Congress an annual report 
containing a description of the activities of the advisory 
board for the preceding year. 

“(B) AVAILARILITY.—The Secretary of the Interior shall 
make available to the Secretary of Education the report 
described in subparagraph (A). 

AUTHORIZATION OF APPROPRIATIONS.—For the purpose of 


carrying out this part, other than section 619, there are authorized 
to be appropriated such sums as may be necessary. 


“SEC. 612. STATE ELIGIBILITY. 


“(a) IN GENERAL.—A State is eligible for assistance under this 
part for a fiscal year if the State demonstrates to the satisfaction 
of the Secretary that the State has in effect policies and procedures 
to ensure that it meets each of the following conditions: 


“(1) FREE APPROPRIATE PUBLIC EDUCATION. — 

“(A) IN GENERAL.—A free appropriate public education 
is available to all children with disabilities residing in 
the State between the ages of 3 and 21, inclusive, including 
children with disabilities who have been suspended or 
expelled from school. 

“(B) LIMITATION.—The obligation to make a free appro- 
priate public education available to all children with 
disabilities does not apply with respect to children: 

“i) aged 3 through 5 and 18 through 21 in a 

State to the extent that its application to those children 

would be inconsistent with State law or practice, or 

the order of any court, respecting the provision of 
public education to children in those age ranges; and 

“(ii) aged 18 through 21 to the extent that State 
law does not require that special education and related 
services under this part be provided to children with 
disabilities who, in the educational placement prior 
to their incarceration in an adult correctional facility: 
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“(I) were not actually identified as being a 
child with a disability under section 602(3) of this 

Act; or 

“(II) did not have an individualized education 
program under this part. 

“(2) FULL EDUCATIONAL OPPORTUNITY GOAL.—The State has 
established a goal of providing full educational opportunity 
to all children with disabilities and a detailed timetable for 
accomplishing that goal. 

“(3) CHILD FIND.— 

“(A) IN GENERAL.—All children with disabilities resid- 
ing in the State, including children with disabilities 
attending private schools, regardless of the severity of their 
disabilities, and who are in need of special education and 
related services, are identified, located, and evaluated and 
a practical method is developed and implemented to deter- 
mine which children with disabilities are currently receiv- 
ing needed special education and related services. 

“(B) CONSTRUCTION.—Nothing in this Act requires that 
children be classified by their disability so long as each 
child who has a disability listed in section 602 and who, 
by reason of that disability, needs special education and 
related services is regarded as a child with a disability 
under this part. 

“(4) INDIVIDUALIZED EDUCATION PROGRAM.—An individual- 
ized education program, or an individualized family service 
plan that meets the requirements of section 636(d), is developed, 
reviewed, and revised for each child with a disability in accord- 
ance with section 614(d). 

“(5) LEAST RESTRICTIVE ENVIRONMENT.— 

“(A) IN GENERAL.—To the maximum extent appro- 
priate, children with disabilities, including children in 
public or private institutions or other care facilities, are 
educated with children who are not disabled, and special 
classes, separate schooling, or other removal of children 
with disabilities from the regular educational environment 
occurs only when the nature or severity of the disability 
of a child is such that education in regular classes with 
the use of supplementary aids and services cannot be 
achieved satisfactorily. 

“(B) ADDITIONAL REQUIREMENT.— 

“(i) IN GENERAL.—If the State uses a funding 
mechanism by which the State distributes State funds 
on the basis of the type of setting in which a child 
is served, the funding mechanism does not result in 
placements that violate the requirements of subpara- 
graph (A). 

“(ii) ASSURANCE.—If the State does not have poli- 
cies and procedures to ensure compliance with clause 
(i), the State shall provide the Secretary an assurance 
that it will revise the funding mechanism as soon 
as feasible to ensure that such mechanism does not 
result in such placements. 

“(6) PROCEDURAL SAFEGUARDS.— 

“(A) IN GENERAL.—Children with disabilities and their 
parents are afforded the procedural safeguards required 
by section 615. 
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“(B) ADDITIONAL PROCEDURAL SAFEGUARDS.—Proce- 
dures to ensure that testing and evaluation materials and 
procedures utilized for the purposes of evaluation and 
placement of children with disabilities will be selected and 
administered so as not to be racially or culturally discrimi- 
natory. Such materials or procedures shall be provided 
and administered in the child’s native language or mode 
of communication, unless it clearly is not feasible to do 
so, and no single procedure shall be the sole criterion 
for determining an appropriate educational program for 
a child. 

“(7) EVALUATION.—Children with disabilities are evaluated 
in accordance with subsections (a) through (c) of section 614. 

“(8) CONFIDENTIALITY.—Agencies in the State comply with 
section 617(c) (relating to the confidentiality of records and 
information). 

“(9) TRANSITION FROM PART C TO PRESCHOOL PROGRAMS.— 
Children participating in early-intervention programs assisted 
under part C, and who will participate in preschool programs 
assisted under this part, experience a smooth and effective 
transition to those preschool programs in a manner consistent 
with section 637(a\(8). By the third birthday of such a child, 
an individualized education program or, if consistent with sec- 
tions 614(d)(2B) and 636(d), an individualized family service 
plan, has been developed and is being implemented for the 
child. The local educational agency will participate in transition 
planning conferences arranged by the designated lead agency 
under section 637(a)(8). 

“(10) CHILDREN IN PRIVATE SCHOOLS.— 

“(A) CHILDREN ENROLLED IN PRIVATE SCHOOLS BY THEIR 
PARENTS.— 

“(i) IN GENERAL.—To the extent consistent with 
the number and location of children with disabilities 
in the State who are enrolled by their parents in pri- 
vate elementary and secondary schools, provision is 
made for the participation of those children in the 
program assisted or carried out under this part by 
providing for such children special education and 
related services in accordance with the following 
requirements, unless the Secretary has arranged for 
services to those children under subsection (f): 

“(I) Amounts expended for the provision of 
those services by a local educational agency shall 
be equal to a proportionate amount of Federal 
funds made available under this part. 

“(II) Such services may be provided to children 
with disabilities on the premises of private, includ- 
ing parochial, schools, to the extent consistent with 
law. 

“(ii) CHILD-FIND REQUIREMENT.—The requirements 
of paragraph (3) of this subsection (relating to child 
find) shall apply with respect to children with disabil- 
ities in the State who are enrolled in private, including 
parochial, elementary and secondary schools. 

“(B) CHILDREN PLACED IN, OR REFERRED TO, PRIVATE 
SCHOOLS BY PUBLIC AGENCIES.— 
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“(i) IN GENERAL.—Children with disabilities in 
private schools and facilities are provided special edu- 
cation and related services, in accordance with an 
individualized education program, at no cost to their 
parents, if such children are placed in, or referred 
to, such schools or facilities by the State or appropriate 
local educational agency as the means of carrying out 
the requirements of this part or any other applicable 
law requiring the provision of special education and 
related services to all children with disabilities within 
such State. 

“(ii) STANDARDS.—In all cases described in clause 
(i), the State educational agency shall determine 
whether such schools and facilities meet standards 
that apply to State and local educational agencies and 
that children so served have all the rights they would 
have if served by such agencies. 

“(C) PAYMENT FOR EDUCATION OF CHILDREN ENROLLED 
IN PRIVATE SCHOOLS WITHOUT CONSENT OF OR REFERRAL 
BY THE PUBLIC AGENCY.— 

“(i) IN GENERAL.—Subject to subparagraph (A), this 
part does not require a local educational agency to 
pay for the cost of education, including special edu- 
cation and related services, of a child with a disability 
at a private school or facility if that agency made 
a free appropriate public education available to the 
child and the parents elected to place the child in 
such private school or facility. 

“(ii) REIMBURSEMENT FOR PRIVATE SCHOOL PLACE- 
MENT.—If the parents of a child with a disability, who 
previously received special education and related serv- 
ices under the authority of a public agency, enroll 
the child in a private elementary or secondary school 
without the consent of or referral by the public agency, 
a court or a hearing officer may require the agency 
to reimburse the parents for the cost of that enrollment 
if the court or hearing officer finds that the agency 
had not made a free appropriate public education avail- 
able to the child in a timely manner prior to that 
enrollment. 

“(iii) LIMITATION ON REIMBURSEMENT.—The cost of 
reimbursement described in clause (ii) may be reduced 
or denied— 

“(1) if— 

“(aa) at the most recent IEP meeting that 
the parents attended prior to removal of the 
child from the public school, the parents did 
not inform the IEP Team that they were reject- 
ing the placement proposed by the public 
agency to provide a free appropriate public 
education to their child, including stating their 
concerns and their intent to enroll their child 
in a private school at public expense; or 

“(bb) 10 business days (including any holi- 
days that occur on a business day) prior to 
the removal of the child from the public school, 
the parents did not give written notice to the 
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public agency of the information described in 

division (aa); 

“(II) if, prior to the parents’ removal of the 
child from the public school, the public agency 
informed the parents, through the notice require- 
ments described in section 615(b\7), of its intent 
to evaluate the child (including a statement of 
the purpose of the evaluation that was appropriate 
and reasonable), but the parents did not make 
the child available for such evaluation; or 

“IID upon a judicial finding of 
unreasonableness with respect to actions taken by 
the parents. 

“(iv) EXCEPTION.—Notwithstanding the notice 
requirement in clause (iiiXI), the cost of reimbursement 
may not be reduced or denied for failure to provide 
such notice if— 

‘(I) the parent is illiterate and cannot write 
in English; 

“(II) compliance with clause (iii)(I) would likely 
result in physical or serious emotional harm to 
the child; 

“(III) the school prevented the parent from 
providing such notice; or 

“(IV) the parents had not received notice, 
pursuant to section 615, of the notice requirement 
in clause (iii)(I). 

(11) STATE EDUCATIONAL AGENCY RESPONSIBLE FOR 
GENERAL SUPERVISION.— 

“(A) IN GENERAL.—The State educational agency is 
responsible for ensuring that— 

“(i) the requirements of this part are met; and 

“(ii) all educational programs for children with 
disabilities in the State, including all such programs 
administered by any other State or local agency— 

“(I) are under the general supervision of 
individuals in the State who are responsible for 
educational programs for children with disabilities; 
and 

“(II) meet the educational standards of the 
State educational agency. 

“(B) LIMITATION.—Subparagraph (A) shall not limit the 
responsibility of agencies in the State other than the State 
educational agency to provide, or pay for some or all of 
the costs of, a free appropriate public education for any 
child with a disability in the State. 

“(C) EXCEPTION.—Notwithstanding subparagraphs (A) 
and (B), the Governor (or another individual pursuant to 
State law), consistent with State law, may assign to any 
public agency in the State the responsibility of ensuring 
that the requirements of this part are met with respect 
to children with disabilities who are convicted as adults 
under State law and incarcerated in adult prisons. 

“(12) OBLIGATIONS RELATED TO AND METHODS OF ENSURING 
SERVICES.— 

“(A) ESTABLISHING RESPONSIBILITY FOR SERVICES.—The 

Chief Executive Officer or designee of the officer shall 
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ensure that an interagency agreement or other mechanism 
for interagency coordination is in effect between each public 
agency described in subparagraph (B) and the State edu- 
cational agency, in order to ensure that all services 
described in subparagraph (B\i) that are needed to ensure 
a free appropriate public education are provided, including 
the provision of such services during the pendency of any 
dispute under clause (iii). Such agreement or mechanism 
shall include the following: 

“(i) AGENCY FINANCIAL RESPONSIBILITY.—An identi- 
fication of, or a method for defining, the financial 
responsibility of each agency for providing services 
described in subparagraph (B)(i) to ensure a free appro- 
priate public education to children with disabilities, 
provided that the financial responsibility of each public 
agency described in subparagraph (B), including the 


State Medicaid agency and other public insurers of 


children with disabilities, shall precede the financial 
responsibility of the local educational agency (or the 
State agency responsible for developing the child’s 
IEP). 

“(ii) CONDITIONS AND TERMS OF REIMBURSEMENT.— 
The conditions, terms, and procedures under which 
a local educational agency shall be reimbursed by other 
agencies. 

“(iii) INTERAGENCY DISPUTES.—Procedures for 
resolving interagency disputes (including procedures 
under which local educational agencies may initiate 
proceedings) under the agreement or other mechanism 
to secure reimbursement from other agencies or other- 
wise implement the provisions of the agreement or 
mechanism. 

“(iv) COORDINATION OF SERVICES PROCEDURES.— 
Policies and procedures for agencies to determine and 
identify the interagency coordination responsibilities 
of each agency to promote the coordination and timely 
and appropriate delivery of services described in 
subparagraph (B)(i). 

“(B) OBLIGATION OF PUBLIC AGENCY.— 

“(i) IN GENERAL.—If any public agency other than 
an educational agency is otherwise obligated under 
Federal or State law, or assigned responsibility under 
State policy or pursuant to subparagraph (A), to pro- 
vide or pay for any services that are also considered 
special education or related services (such as, but not 
limited to, services described in sections 602(1) relating 
to assistive technology devices, 602(2). relating to 
assistive technology services, 602(22) relating to 
related services, 602(29) relating to supplementary aids 
and services, and 602(30) relating to transition serv- 
ices) that are necessary for ensuring a free appropriate 
public education to children with disabilities within 
the State, such public agency shall fulfill that obliga- 
tion or responsibility, either directly or through 
contract or other arrangement. 

“(ii) REIMBURSEMENT FOR SERVICES BY PUBLIC 
AGENCY.—If a public agency other than an educational 
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agency fails to provide or pay for the special education 
and related services described in clause (i), the local 
educational agency (or State agency responsible for 
developing the child’s IEP) shall provide or pay for 
such services to the child. Such local educational 
agency or State agency may then claim reimbursement 
for the services from the public agency that failed 
to provide or pay for such services and such public 
agency shall reimburse the local educational agency 
or State agency pursuant to the terms of the inter- 
agency agreement or other mechanism described in 
subparagraph (A)(i) according to the procedures estab- 
lished in such agreement pursuant to subparagraph 

(AXii). 

“(C) SPECIAL RULE.—The requirements of subpara- 
graph (A) may be met through— 

“(i) state statute or regulation; 

“(ii) signed agreements between respective agency 
officials that clearly identify the responsibilities re ave 4 
agency relating to the provision of services; or 

“(iii) other appropriate written methods as deter- 
mined by the Chief Executive Officer of the State or 
designee of the officer. 

“(13) PROCEDURAL REQUIREMENTS RELATING TO LOCAL 
EDUCATIONAL AGENCY ELIGIBILITY.—The State educational 
agency will not make a final determination that a local edu- 
cational agency is not eligible for assistance under this part 
without first affording that agency reasonable notice and an 
opportunity for a hearing. 

“(14) COMPREHENSIVE SYSTEM OF PERSONNEL DEVELOP- 
MENT.—The State has in effect, consistent with the purposes 
of this Act and with section 635(a)(8), a comprehensive system 
of personnel development that is designed to ensure an ade- 
quate supply of qualified special education, regular education, 
and related services personnel that meets the requirements 
for a State improvement plan relating to personnel development 
in subsections (b\(2)(B) and (cX3)(D) of section 653. 

“(15) PERSONNEL STANDARDS.— 

“(A) IN GENERAL.—The State educational agency has 
established and maintains standards to ensure that person- 
nel necessary to carry out this part are appropriately and 
adequately prepared and trained. 

“(B) STANDARDS DESCRIBED.—Such standards shall— 

“(i) be consistent with any State-approved or State- 
recognized certification, licensing, registration, or other 
comparable requirements that apply to the professional 
discipline in which those personnel are providing spe- 
cial education or related services; 

“(ii) to the extent the standards described in 
subparagraph (A) are not based on the highest require- 
ments in the State applicable to a specific profession 
or discipline, the State is taking steps to require 
retraining or hiring of personnel that meet appropriate 
professional requirements in the State; and 

“(iii) allow paraprofessionals and assistants whe 
are appropriately trained and supervised, in accord- 
ance with State law, regulations, or written policy, 
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in meeting the requirements of this part to be used 

to assist in the provision of special education and 

related services to children with disabilities under this 
part. 

“(C) PoLicy.—In implementing this paragraph, a State 
may adopt a policy that includes a requirement that local 
educational agencies in the State make an ongoing good- 
faith effort to recruit and hire appropriately and adequately 
trained personnel to provide special education and related 
services to children with disabilities, including, in a 
geographic area of the State where there is a shortage 
of such personnel, the most qualified individuals available 
who are making satisfactory progress toward completing 
applicable course work necessary to meet the standards 
described in subparagraph (B)i), consistent with State law, 
and the steps described in subparagraph (B)(ii) within three 
years. 

“(16) PERFORMANCE GOALS AND INDICATORS.—The State— 

“(A) has established goals for the performance of 
children with disabilities in the State that— 

“(i) will promote the purposes of this Act, as stated 
in section 601(d); and 

“(ii) are consistent, to the maximum extent appro- 
priate, with other goals and standards for children 
established by the State; 

“(B) has established performance indicators the State 
will use to assess progress toward achieving those goals 
that, at a minimum, address the performance of children 
with disabilities on assessments, drop-out rates, and 
graduation rates; 

“(C) will, every two years, report to the Secretary and Reports. 
the public on the progress of the State, and of children 
with disabilities in the State, toward meeting the goals 
established under subparagraph (A); and 

“(D) based on its assessment of that progress, will 
revise its State improvement plan under subpart 1 of part 
D as may be needed to improve its performance, if the 
State receives assistance under that subpart. 

“(17) PARTICIPATION IN ASSESSMENTS.— 

“(A) IN GENERAL.—Children with disabilities are 
included in general State and district-wide assessment pro- 
grams, with appropriate accommodations, where necessary. 
As appropriate, ‘ies State or local educational agency— 

“(i) develops guidelines for the participation of 
children with disabilities in alternate assessments for 
those children who cannot participate in State and 
district-wide assessment programs; and : 

“(ii) develops and, beginning not later than July 

1, 2000, conducts those alternate assessments. 

“(B) REPORTS.—The State educational agency makes 
available to the public, and reports to the public with 
the same frequency and in the same detail as it reports 
on the assessment of nondisabled children, the following: 

“(i) The number of children with disabilities 
participating in regular assessments. 

“(ii) The number of those children participating 
in alternate assessments. 








111 STAT. 68 


PUBLIC LAW 105-17—JUNE 4, 1997 


“(iiiXI) The performance of those children on regu- 
lar assessments (beginning not later than July 1, 1998) 
and on alternate assessments (not later than July 1, 
2000), if doing so would be statistically sound and 
would not result in the disclosure of performance 
results identifiable to individual children. 
“(II) Data relating to the performance of children 
described under subclause (I) shall be disaggregated— 
“(aa) for assessments conducted after July 1, 
1998; and 
“(bb) for assessments conducted before July 
1, 1998, if the State is required to disaggregate 
such data prior to July 1, 1998. 
“(18) SUPPLEMENTATION OF STATE, LOCAL, AND OTHER 


FEDERAL FUNDS.— 


“(A) EXPENDITURES.—Funds paid to a State under this 
part will be expended in accordance with all the provisions 
of this part. 

“(B) PROHIBITION AGAINST COMMINGLING.—Funds paid 
to a State under this part will not be commingled with 
State funds. 

“(C) PROHIBITION AGAINST SUPPLANTATION AND CONDI- 
TIONS FOR WAIVER BY SECRETARY.—Except as provided in 
section 613, funds paid to a State under this part will 
be used to supplement the level of Federal, State, and 
local funds (including funds that are not under the direct 
control of State or local educational agencies) expended 
for special education and related services provided to chil- 
dren with disabilities under this part and in no case to 
supplant such Federal, State, and local funds, except that, 
where the State provides clear and convincing evidence 
that all children with disabilities have available to them 
a free appropriate public education, the Secretary may 
waive, in whole or in part, the requirements of this 
subparagraph if the Secretary concurs with the evidence 
provided by the State. 

“(19) MAINTENANCE OF STATE FINANCIAL SUPPORT.— 

“(A) IN GENERAL.—The State does not reduce the 
amount of State financial support for special education 
and related services for children with disabilities, or other- 
wise made available because of the excess costs of educating 
those children, below the amount of that support for the 
preceding fiscal year. 

“(B) REDUCTION OF FUNDS FOR FAILURE TO MAINTAIN 
SUPPORT.—The Secretary shall reduce the allocation of 
funds under section 611 for any fiscal year following the 
fiscal year in which the State fails to comply with the 
requirement of subparagraph (A) by the same amount by 
which the State fails to meet the requirement. 

“(C) WAIVERS FOR EXCEPTIONAL OR UNCONTROLLABLE 
CIRCUMSTANCES.—The Secretary may waive the require- 
ment of subparagraph (A) for a State, for one fiscal year 
at a time, if the Secretary determines that— 

“(i) granting a waiver would be equitable due to 
exceptional or uncontrollable circumstances such as 

a natural disaster or a precipitous and unforeseen 

decline in the financial resources of the State; or 
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“(ii) the State meets the standard in paragraph 
(18\(C) of this section for a waiver of the requirement 
to supplement, and not to supplant, funds received 
under this part. 

“(D) SUBSEQUENT YEARS.—If, for any year, a State 
fails to meet the requirement of subparagraph (A), includ- 
ing any year for which the State is granted a waiver 
under subparagraph (C), the financial support required 
of the State in future years under subparagraph (A) shall 
be the amount that would have been required in the 
absence of that failure and not the reduced level of the 
State’s support. 

“(E) REGULATIONS.— 

“(i) The Secretary shall, by regulation, establish 
procedures (including objective criteria and consider- 
ation of the results of compliance reviews of the State 
conducted by the Secretary) for determining whether 
to grant a waiver under subparagraph (C)ii). 

“(ii) The Secretary shall publish proposed regula- 
tions under clause (i) not later than 6 months after 
the date of the enactment of the Individuals with 
Disabilities Education Act Amendments of 1997, and 
shall issue final regulations under clause (i) not later 
than 1 year after such date of enactment. 

“(20) PUBLIC PARTICIPATION.—Prior to the adoption of any 
policies and procedures needed to comply with this section 
(including any amendments to such policies and procedures), 
the State ensures that there are public hearings, adequate 
notice of the hearings, and an opportunity for comment avail- 
able to the general public, including individuals with disabilities 
and parents of children with disabilities. 

“(21) STATE ADVISORY PANEL.— 

“(A) IN GENERAL.—The State has established and main- 
tains an advisory panel for the purpose of providing policy 
guidance with respect to special education and related serv- 
ices for children with disabilities in the State. 

“(B) MEMBERSHIP.—Such advisory panel shall consist 
of members appointed by the Governor, or any other official 
authorized under State law to make such appointments, 
that is representative of the State population and that 
is composed of individuals involved in, or concerned with, 
the education of children with disabilities, including— 

“(i) parents of children with disabilities; 

“(ii) individuals with disabilities; 

“(ili) teachers; 

“(iv) representatives of institutions .of higher 
education that prepare special education and related 
services personnel; 

“(v) State and local education officials; 

“(vi) administrators of programs for children with 
disabilities; 

“(vii) representatives of other State agencies 
involved in the financing or delivery of related services 
to children with disabilities; 

“(vili) representatives of private schools and public 
charter schools; 
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“(ix) at least one representative of a vocational, 
community, or business organization concerned with 
the provision of transition services to children with 
disabilities; and 

“(x) representatives from the State juvenile and 
adult corrections agencies. 

“(C) SPECIAL RULE.—A majority of the members of 
the panel shall be individuals with disabilities or parents 
of children with disabilities. 

‘(D) DuTIES.—The advisory panel shall— 

“(i) advise the State educational agency of unmet 
needs within the State in the education of children 
with disabilities; 

“(ii) comment publicly on any rules or regulations 
proposed by the State regarding the education of chil- 
dren with disabilities; 

“iii) advise the State educational agency in 
developing evaluations and reporting on data to the 
Secretary under section 618; 

“(iv) advise the State educational agency in 
developing corrective action plans to address findings 
identified in Federal monitoring reports under this 
part; and 

“(v) advise the State educational agency in 
developing and implementing policies relating to the 
coordination of services for children with disabilities. 

“(22) SUSPENSION AND EXPULSION RATES.— 

“(A) IN GENERAL.—The State educational agency 
examines data to determine if significant discrepancies are 
occurring in the rate of long-term suspensions and expul- 
sions of children with disabilities— 

“i) among local educational agencies in the 
State; or 

“(ii) compared to such rates for nondisabled chil- 
dren within such agencies. 

“(B) REVIEW AND REVISION OF POLICIES.—If such 
discrepancies are occurring, the State educational agency 
reviews and, if appropriate, revises (or requires the affected 
State or local educational agency to revise) its policies, 
procedures, and practices relating to the development and 
implementation of IEPs, the use of behavioral interven- 
tions, and procedural safeguards, to ensure that such 
policies, procedures, and practices comply with this Act. 

“(b) STATE EDUCATIONAL AGENCY AS PROVIDER OF FREE 
APPROPRIATE PUBLIC EDUCATION OR DIRECT SERVICES.—If the State 
educational agency provides free appropriate public education to 
children with disabilities, or provides direct services to such chil- 
dren, such agency— 

“(1) shall comply with any additional requirements of 
section 613(a), as if such agency were a local educational 
agency; and 

“(2) may use amounts that are otherwise available to such 
agency under this part to serve those children without regard 
to section 613(a)(2)(A\(i) (relating to excess costs). 

“(c) EXCEPTION FOR PRIOR STATE PLANS.— 

“(1) IN GENERAL.—If a State has on file with the Secretary 

policies and procedures that demonstrate that such State meets 
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any requirement of subsection (a), including any policies and 
procedures filed under this part as in effect before the effective 
date of the Individuals with Disabilities Education Act Amend- 
ments of 1997, the Secretary shall consider such State to have 
met such requirement for purposes of receiving a grant under 
this part. 

“(2) MODIFICATIONS MADE BY STATE.—Subject to paragraph Applicability. 
(3), an application submitted by a State in accordance with 
this section shall remain in effect until the State submits 
to the Secretary such modifications as the State deems 
necessary. This section shall apply to a modification to an 
application to the same extent and in the same manner as 
this section applies to the original plan. 

“(3) MODIFICATIONS REQUIRED BY THE SECRETARY.—TIf, after 
the effective date of the Individuals with Disabilities Education 
Act Amendments of 1997, the provisions of this Act are 
amended (or the regulations developed to carry out this Act 
are amended), or there is a new interpretation of this Act 
by a Federal court or a State’s highest court, or there is an 
official finding of noncompliance with Federal law or 
regulations, the Secretary may require a State to modify its 
application only to the extent necessary to ensure the State’s 
compliance with this part. 

“(d) APPROVAL BY THE SECRETARY.— 

“(1) IN GENERAL.—If the Secretary determines that a State 
is eligible to receive a grant under this part, the Secretary 
shall notify the State of that determination. 

“(2) NOTICE AND HEARING.—The Secretary shall not make 
a final determination that a State is not eligible to receive 
a grant under this part until after providing the State— 

“(A) with reasonable notice; and 

“(B) with an opportunity for a hearing. 

“(e) ASSISTANCE UNDER OTHER FEDERAL PROGRAMS.—Nothing 
in this title permits a State to reduce medical and other assistance 
available, or to alter eligibility, under titles V and XIX of the 
Social Security Act with respect to the provision of a free appro- 
priate public education for children with disabilities in the State. 

“(f) By-PASS FOR CHILDREN IN PRIVATE SCHOOLS.— 

“(1) IN GENERAL.—If, on the date of enactment of the Edu- 
cation of the Handicapped Act Amendments of 1983, a State 
educational agency is prohibited by law from providing for 
the participation in special programs of children with disabil- 
ities enrolled in private elementary and secondary schools as 
required by subsection (a)(10A), the Secretary shall, notwith- 
standing such provision of law, arrange for the provision of 
services to such children through arrangements which shall 
be subject to the requirements of such subsection. 

“(2) PAYMENTS.— 

“(A) DETERMINATION OF AMOUNTS.—If the Secretary 
arranges for services pursuant to this subsection, the Sec- 
retary, after consultation with the appropriate public and 
private school officials, shall pay to the provider of such 
services for a fiscal year an amount per child that does 
not exceed the amount determined by dividing— 

“(i) the total amount received by the State under 
this part for such fiscal year; by 
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“(ii) the number of children with disabilities served 
in the prior year, as reported to the Secretary by 
the State under section 618. 

“(B) WITHHOLDING OF CERTAIN AMOUNTS.—Pending 
final resolution of any investigation or complaint that could 
result in a determination under this subsection, the Sec- 
retary may withhold from the allocation of the affected 
State educational agency the amount the Secretary esti- 
mates would be necessary to pay the cost of services 
described in subparagraph (A). 

“(C) PERIOD OF PAYMENTS.—The period under which 
payments are made under subparagraph (A) shall continue 
until the Secretary determines that there will no longer 
be any failure or inability on the part of the State edu- 
cational agency to meet the requirements of subsection 
(aX 10) A). 

“(3) NOTICE AND HEARING.— 

“(A) IN GENERAL.—The Secretary shall not take any 
final action under this subsection until the State 
educational agency affected by such action has had an 
opportunity, for at least 45 days after receiving written 
notice thereof, to submit written objections and to appear 
before the Secretary or the Secretary’s designee to show 
cause why such action should not be taken. 

“(B) REVIEW OF ACTION.—If a State educational agency 
is dissatisfied with the Secretary's final action after a 
proceeding under subparagraph (A), such agency may, not 
later than 60 days after notice of such action, file with 
the United States court of appeals for the circuit in which 
such State is located a petition for review of that action. 
A copy of the petition shall be forthwith transmitted by 
the clerk of the court to the Secretary. The Secretary there- 
upon shall file in the court the record of the proceedings 
on which the Secretary based the Secretary’s action, as 
provided in section 2112 of title 28, United States Code. 

“(C) REVIEW OF FINDINGS OF FACT.—The findings of 
fact by the Secretary, if supported by substantial evidence, 
shall be conclusive, but the court, for good cause shown, 
may remand the case to the Secretary to take further 
evidence, and the Secretary may thereupon make new or 
modified findings of fact and may modify the Secretary’s 
previous action, and shall file in the court the record of 
the further proceedings. Such new or modified findings 
of fact shall likewise be conclusive if supported by substan- 
tial evidence. 

“(D) JURISDICTION OF COURT OF APPEALS; REVIEW BY 
UNITED STATES SUPREME COURT.—Upon the filing of a peti- 
tion under subparagraph (B), the United States court of 
appeals shall have jurisdiction to affirm the action of the 
Secretary or to set it aside, in whole or in part. The judg- 
ment of the court shall be subject to review by the Supreme 
Court of the United States upon certiorari or certification 
as provided in section 1254 of title 28, United States Code. 
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“SEC. 613. LOCAL EDUCATIONAL AGENCY ELIGIBILITY. 20 USC 1413 


“(a) IN GENERAL.—A local educational agency is eligible for 
assistance under this part for a fiscal year if such agency dem- 
onstrates to the satisfaction of the State educational agency that 
it meets each of the following conditions: 

“(1) CONSISTENCY WITH STATE POLICIES.—The local 
educational agency, in providing for the education of children 
with disabilities within its jurisdiction, has in effect policies, 
procedures, and programs that are consistent with the State 
policies and procedures established under section 612. 

“(2) USE OF AMOUNTS.— 

“(A) IN GENERAL.—Amounts provided to the local 
educational agency under this part shall be expended in 
accordance with the applicable provisions of this part and— 

“(i) shall be used only to pay the excess costs 
of providing special education and related services to 
children with disabilities; 

“(ii) shall be used to supplement State, local, and 
other Federal funds and not to supplant such funds; 
and 

“(iii) shall not be used, except as provided in sub- 
paragraphs (B) and (C), to reduce the level of expendi- 
tures for the education of children with disabilities 
made by the local educational agency from local funds 
below the level of those expenditures for the preceding 
fiscal year. 

“(B) EXCEPTION.—Notwithstanding the restriction in 
subparagraph (A)iii), a local educational agency may 
reduce the level of expenditures where such reduction is 
attributable to— 

“(i) the voluntary departure, by retirement or 
otherwise, or departure for just cause, of special edu- 
cation personnel; 

“(i1) a decrease in the enrollment of children with 
disabilities; 

“(iii) the termination of the obligation of the 
agency, consistent with this part, to provide a program 
of special education to a particular child with a disabil- 
ity that is an exceptionally costly program, as 
determined by the State educational agency, because 
the child— 

“(I) has left the jurisdiction of the agency; 

“(II) has reached the age at which the obliga- 
tion of the agency to provide a free appropriate 
public education to the child has terminated; or 

“(III) no longer needs such program of special 
education; or 

“(iv) the termination of costly expenditures for 
long-term purchases, such as the acquisition of equip- 
ment or the construction of school facilities. 

“(C) TREATMENT OF FEDERAL FUNDS IN CERTAIN FISCAL 
YEARS.— 

“(i) Notwithstanding clauses (ii) and (iii) of 
subparagraph (A), for any fiscal year for which 
amounts appropriated to carry out section 611 exceeds 
$4,100,000,000, a local educational agency may treat 
as local funds, for the purpose of such clauses, up 
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to 20 percent of the amount of funds it receives under 

this part that exceeds the amount it received under 

this part for the previous fiscal year. 

‘(ii) Notwithstanding clause (i), if a State edu- 
cational agency determines that a local educational 
agency is not meeting the requirements of this part, 
the State educational agency may prohibit the local 
educational agency from treating funds received under 
this part as local funds under clause (i) for any fiscal 
year, only if it is authorized to do so by the State 
constitution or a State statute. 

“(D) SCHOOLWIDE PROGRAMS UNDER TITLE I OF THE 
ESEA.—Notwithstanding subparagraph (A) or any other 
provision of this part, a local educational agency may use 
funds received under this part for any fiscal year to carry 
out a schoolwide program under section 1114 of the 
Elementary and Secondary Education Act of 1965, except 
that the amount so used in any such program shall not 
exceed— 

“(i) the number of children with disabilities partici- 
pating in the schoolwide program; multiplied by 

“(ii)(1) the amount received by the local educational 
agency under this part for that fiscal year; 
divided by 

“(II) the number of children with disabilities in 
the jurisdiction of that agency. 

“(3) PERSONNEL DEVELOPMENT.—The local educational 


agency— 


“(A) shall ensure that all personnel necessary to carry 
out this part are appropriately and adequately prepared, 
consistent with the requirements of section 653(c)3)D); 
and 

“(B) to the extent such agency determines appropriate, 
shall contribute to and use the comprehensive system of 
personnel development of the State established under sec- 
tion 612(a\(14). 

“(4) PERMISSIVE USE OF FUNDS.—Notwithstanding para- 


graph (2A) or section 612(a)(18\B) (relating to commingled 
funds), funds provided to the local educational agency under 
this part may be used for the following activities: 


“(A) SERVICES AND AIDS THAT ALSO BENEFIT NON- 
DISABLED CHILDREN.—For the costs of special education 
and related services and supplementary aids and services 
provided in a regular class or other education-related set- 
ting to a child with a disability in accordance with the 
individualized education program of the child, even if one 
or more nondisabled children benefit from such services. 

“(B) INTEGRATED AND COORDINATED SERVICES SYS- 
TEM.—To develop and implement a fully integrated and 
coordinated services system in accordance with subsection 
(f). 

“(5) TREATMENT OF CHARTER SCHOOLS AND THEIR STU- 


DENTS.—In carrying out this part with respect to charter schools 
that are public schools of the local educational agency, the 
local educational agency— 
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“(A) serves children with disabilities attending those 
schools in the same manner as it serves children with 
disabilities in its other schools; and 

“(B) provides funds under this part to those schools 
in the same manner as it provides those funds to its other 
schools. 

“(6) INFORMATION FOR STATE EDUCATIONAL AGENCY.—The 
local educational agency shall provide the State educational 
agency with information necessary to enable the State 
educational agency to carry out its duties under this part, 
including, with respect to paragraphs (16) and (17) of section 
612(a), information relating to the performance of children with 
disabilities participating in programs carried out under this 
part. 

“(7) PUBLIC INFORMATION.—The local educational agency 
shall make available to parents of children with disabilities 
and to the general public all documents relating to the eligibility 
of such agency under this part. 

“(b) EXCEPTION FOR PRIOR LOCAL PLANS.— 

“(1) IN GENERAL.—If a local educational agency or State 
agency has on file with the State educational agency policies 
and procedures that demonstrate that such local educational 
agency, or such State agency, as the case may be, meets any 
requirement of subsection (a), including any policies and proce- 
dures filed under this part as in effect before the effective 
date of the Individuals with Disabilities Education Act Amend- 
ments of 1997, the State educational agency shall consider 
such local educational agency or State agency, as the case 
may be, to have met such requirement for purposes of receiving 
assistance under this part. 

“(2) MODIFICATION MADE BY LOCAL EDUCATIONAL AGENCY.— 
Subject to paragraph (3), an application submitted by a local 
educational agency in accordance with this section shall remain 
in effect until it submits to the State educational agency such 
modifications as the local educational agency deems necessary. 

“(3) MODIFICATIONS REQUIRED BY STATE EDUCATIONAL 
AGENCY.—If, after the effective date of the Individuals with 
Disabilities Education Act Amendments of 1997, the provisions 
of this Act are amended (or the regulations developed to carry 
out this Act are amended), or there is a new interpretation 
of this Act by Federal or State courts, or there is an official 
finding of noncompliance with Federal or State law or regula- 
tions, the State educational agency may require a local 
educational agency to modify its application only to the extent 
necessary to ensure the local educational agency’s ee 
with this part or State law. 

“(c) NOTIFICATION OF LOCAL EDUCATIONAL AGENCY OR STATE 
AGENCY IN CASE OF INELIGIBILITY.—If the State educational agency 
determines that a local educational agency or State agency is not 
eligible under this section, the State educational agency shall notify 
the local educational agency or State agency, as the case may 
be, of that determination and shall provide such local educational 
agency or State agency with reasonable notice and an opportunity 
for a hearing. 

“(d) LOCAL EDUCATIONAL AGENCY COMPLIANCE.— 

“(1) IN GENERAL.—If the State educational agency, after 
reasonable notice and an opportunity for a hearing, finds that 
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a local educational agency or State agency that has been deter- 
mined to be eligible under this section is failing to comply 
with any requirement described in subsection (a), the State 
educational agency shall reduce or shall not provide any further 
payments to the local educational agency or State agency until 
the State educational agency is satisfied that the local 
educational agency or State agency, as the case may be, is 
complying with that requirement. 

(2) ADDITIONAL REQUIREMENT.—Any State agency or local 
educational agency in receipt of a notice described in paragraph 
(1) shall, by means of public notice, take such measures as 
may be necessary to bring the pendency of an action pursuant 
to this subsection to the attention of the public within the 


jurisdiction of such agency. 


“(3) CONSIDERATION.—In carrying out its responsibilities 
under paragraph (1), the State educational agency shall con- 
sider any decision made in a hearing held under section 615 
that is adverse to the local educational agency or State agency 
involved in that decision. 

“(e) JOINT ESTABLISHMENT OF ELIGIBILITY.— 

“(1) JOINT ESTABLISHMENT.— 

“(A) IN GENERAL.—A State educational agency may 
require a local educational agency to establish its eligibility 
jointly with another local educational agency if the State 
educational agency determines that the local educational 
agency would be ineligible under this section because the 
local educational agency would not be able to establish 
and maintain programs of sufficient size and scope to effec- 
tively meet the needs of children with disabilities. 

“(B) CHARTER SCHOOL EXCEPTION.—A State educational 
agency may not require a charter school that is a local 
educational agency to jointly establish its eligibility under 
subparagraph (A) unless it is explicitly permitted to do 
so under the State’s charter school statute. 

‘(2) AMOUNT OF PAYMENTS.—If a State educational agency 
requires the joint establishment of eligibility under paragraph 
(1), the total amount of funds made available to the affected 
local educational agencies shall be equal to the sum of the 
payments that each such local educational agency would have 
received under section 611l(g) if such agencies were eligible 
for such payments. 

“(3) REQUIREMENTS.—Local educational agencies that 
establish joint eligibility under this subsection shall— 

‘(A) adopt policies and procedures that are consistent 
with the State’s policies and procedures under section 
612(a); and 

‘(B) be jointly responsible for implementing programs 
that receive assistance under this part. 

“(4) REQUIREMENTS FOR EDUCATIONAL SERVICE AGENCIES.— 

“(A) IN GENERAL.—If an educational service agency 
is required by State law to carry out programs under 
this part, the joint responsibilities given to local educational 
agencies: under this subsection shall— 

(i) not apply to the administration and disburse- 
ment of any payments received by that educational 
service agency; and 
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“(ii) be carried out only by that educational service 
agency. 

“(B) ADDITIONAL REQUIREMENT.—Notwithstanding any 
other provision of this subsection, an educational service 
agency shall provide for the education of children with 
disabilities in the least restrictive environment, as required 
by section 612(a)(5). 

“(f) COORDINATED SERVICES SYSTEM.— 

“(1) IN GENERAL.—A local educational agency may not use 
more than 5 percent of the amount such agency receives under 
this part for any fiscal year, in combination with other amounts 
(which shall include amounts other than education funds), to 
develop and implement a coordinated services system designed 
to improve results for children and families, including children 
with disabilities and their families. 

“(2) ACTIVITIES.—In implementing a coordinated services 
system under this subsection, a local educational agency may 
carry out activities that include— 

“(A) improving the effectiveness and efficiency of serv- 
ice delivery, including developing strategies that promote 
accountability for results; 

“(B) service coordination and case management that 
facilitates the linkage of individualized education programs 
under this part and individualized family service plans 
under part C with individualized service plans under mul- 
tiple Federal and State programs, such as title I of the 
Rehabilitation Act of 1973 (vocational rehabilitation), title 
XIX of the Social Security Act (Medicaid), and title XVI 
of the Social Security Act (supplemental security income); 

“(C) developing and implementing interagency financ- 
ing strategies for the provision of education, health, mental 
health, and social services, including transition services 
and related services under this Act; and 

“(D) interagency personnel development for individuals 
working on coordinated services. 

“(3) COORDINATION WITH CERTAIN PROJECTS UNDER 
ELEMENTARY AND SECONDARY EDUCATION ACT OF 1965.—If a 
local educational agency is carrying out a coordinated services 
project under title XI of the Elementary and Secondary Edu- 
cation Act of 1965 and a coordinated services project under 
this part in the same schools, such agency shall use amounts 
under this subsection in accordance with the requirements 
of that title. 

“(g) SCHOOL-BASED IMPROVEMENT PLAN.— 

“(1) IN GENERAL.—Each local educational agency may, in 
accordance with paragraph (2), use funds made available under 
this part to permit a public school within the jurisdiction of 
the local educational agency to design, implement, and evaluate 
a school-based improvement plan that is consistent with the 
purposes described in section 651(b) and that is designed to 
improve educational and transitional results for all children 
with disabilities and, as appropriate, for other children consist- 
ent with subparagraphs (A) and (B) of subsection (a)(4) in 
that public school. 

“(2) AUTHORITY. 

“(A) IN GENERAL.—A State educational agency may 
grant authority to a local educational agency to permit 
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a public school described in paragraph (1) (through a school- 
based standing panel established under paragraph (4)(B 
to design, implement, and evaluate a school-based improve- 
ment plan described in paragraph (1) for a period not 
to exceed 3 years 

“(B) RESPONSIBILITY OF LOCAL EDUCATIONAL AGENCY 
If a State educational agency grants the authority described 
in subparagraph (A), a local educational agency that is 
granted such authority shall have the sole responsibility 
of oversight of all activities relating to the design, 
implementation, and evaluation of any _ school-based 
improvement plan that a public school is permitted to 
design under this subsection 
(3) PLAN REQUIREMENTS.—A school-based improvement 

plan described in paragraph (1) shall— 

“(A) be designed to be consistent with the purposes 
described in section 651(b) and to improve educational and 
transitional results for all children with disabilities and, 
as appropriate, for other children consistent with subpara- 
graphs (A) and (B) of subsection (a)(4), who attend the 
school for which the plan is designed and implemented; 

“(B) be designed, evaluated, and, as appropriate, imple- 
mented by a school-based standing panel established in 
accordance with paragraph (4)(B); 

‘(C) include goals and measurable indicators to assess 
the progress of the public school in meeting such goals; 
and 

“(D) ensure that all children with disabilities receive 
the services described in the individualized education pro- 
grams of such children 
“(4 RESPONSIBILITIES OF THE LOCAL EDUCATIONAL 

AGENCY.—A local educational agency that is granted authority 
under paragraph (2) to permit a public school to design, 
implement, and evaluate a school-based improvement plan 
shall— 

‘(A) select each school under the jurisdiction of such 
agency that is eligible to design, implement, and evaluate 
such a plan; 

“(B) require each school selected under subparagraph 
A), in accordance with criteria established by such local 
educational agency under subparagraph (C), to establish 
a school-based standing panel to carry out the duties 
described in paragraph (3)(B); 

‘(C) establish— 

‘(i) criteria that shall be used by such local edu- 
cational agency in the selection of an eligible school 
under subparagraph (A); 

‘(ii) criteria that shall be used by a public school 
selected under subparagraph (A) in the establishment 
of a school-based standing panel to carry out the duties 
described in paragraph (3)(B) and that shall ensure 
that the membership of such panel reflects the diver- 
sity of the community in which the public school is 
located and includes, at a minimum— 

“(I) parents of children with disabilities who 
attend such public school, including parents of 
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children with disabilities from unserved and 
underserved populations, as appropriate; 

“(II) special education and general education 
teachers of such public school. 

“(III) special education and general education 
administrators, or the designee of such administra- 
tors, of such public school; and 

“(IV) related services providers who are 
responsible for providing services to the children 
with disabilities who attend such public school; 
and 
“(iii) criteria that shall be used by such local edu- 

cational agency with respect to the distribution of funds 

under this part to carry out this subsection; 

‘“(D) disseminate the criteria established under 
subparagraph (C) to local school district personnel and 
local parent organizations within the jurisdiction of such 
local educational agency; 

‘(E) require a public school that desires to design, 
implement, and evaluate a school-based improvement plan 
to submit an application at such time, in such manner 
and accompanied by such information as such local edu- 
cational agency shall reasonably require; and 

“(F) establish procedures for approval by such local 
educational agency of a school-based improvement plan 
designed under this subsection. 

“(5) LIMITATION.—A _ school-based improvement plan 
described in paragraph (1) may be submitted to a local edu- 
cational agency for approval only if a consensus with respect 
to any matter relating to the design, implementation, or evalua- 
tion of the goals of such plan is reached by the school-based 
standing panel that designed such pian. 

“(6) ADDITIONAL REQUIREMENTS.— 

“(A) PARENTAL INVOLVEMENT.—In carrying out the 
requirements of this subsection, a local educational agency 
shall ensure that the parents of children with disabilities 
are involved in the design, evaluation, and, where appro- 
priate, implementation of school-based improvement plans 
in accordance with this subsection. 

“(B) PLAN APPROVAL.—A local educational agency may 
approve a school-based improvement plan of a public school 
within the jurisdiction of such agency for a period of 3 
years, if 





“sy 


i) the approval is consistent with the policies, 
procedures, and practices established by such local edu- 
cational agency and in accordance with this subsection; 
and 

“(ii) a majority of parents of children who are 
members of the school-based standing panel, and a 
majority of other members of the school-based standing 
panel, that designed such plan agree in writing to 
such plan. 

“(7) EXTENSION OF PLAN.—If a public school within the 
jurisdiction of a local educational agency meets the applicable 
requirements and criteria described in paragraphs (3) and (4) 
at the expiration of the 3-year approval period described in 
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paragraph (6)B), such agency may approve a_ school-based 

improvement plan of such school for an additional 3-year period. 

‘(h) DirEcT SERVICES BY THE STATE EDUCATIONAL AGENCY.— 

1) IN GENERAL.—A State educational agency shall use 

the payments that would otherwise have been available to 
a local educational agency or to a State agency to provide 
special education and related services directly to children with 
disabilities residing in the area served by that local agency, 
or for whom that State agency is responsible, if the State 
educational agency determines that the local education agency 
or State agency, as the case may be— 

‘(A) has not provided the information needed to estab- 
lish the eligibility of such agency under this section; 

“(B) is unable to establish and maintain programs of 
free appropriate public education that meet the require- 
ments of subsection (a); 

“(C) is unable’ or unwilling to be consolidated with 
one or more local educational agencies in order to establish 
and maintain such programs; or 

“(D) has one or more children with disabilities who 
can best be served by a regional or State program or 
service-delivery system designed to meet the needs of such 
children 
‘(2) MANNER AND LOCATION OF EDUCATION AND SERVICES.— 

The State educational agency may provide special education 

and related services under paragraph (1) in such manner and 

at such locations (including regional or State centers) as the 

State agency considers appropriate. Such education and services 

shall be provided in accordance with this part. 

“(i) STATE AGENCY ELIGIBILITY.—Any State agency that desires 
to receive a subgrant for any fiscal year under section 611(g) shall 
demonstrate to the satisfaction of the State educational agency 
that— 

“(1) all children with disabilities who are participating 

in programs and projects funded under this part receive a 

free appropriate public education, and that those children and 

their parents are provided all the rights and procedural safe- 
guards described in this part; and 

“(2) the agency meets such other conditions of this section 
as the Secretary determines to be appropriate. 

“(j) DISCIPLINARY INFORMATION.—The State may require that 
a locai educational agency include in the records of a child with 
a disability a statement of any current or previous disciplinary 
action that has been taken against the child and transmit such 
statement to the same extent that such disciplinary information 
is included in, and transmitted with, the student records of non- 
disabled children. The statement may include a description of any 
behavior engaged in by the child that required disciplinary action, 
a description of the disciplinary action taken, and any other 
information that is relevant to the safety of the child and other 
individuals involved with the child. If the State adopts such a 
policy, and the child transfers from one school to another, the 
transmission of any of the child’s records must include both the 
child’s current individualized education program and any such state- 
ment of current or previous disciplinary action that has been taken 
against the child. 
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“SEC. 614. EVALUATIONS, ELIGIBILITY DETERMINATIONS, INDIVIDUAL- 20 USC 1414 
IZED EDUCATION PROGRAMS, AND EDUCATIONAL 
PLACEMENTS. 


“(a) EVALUATIONS AND REEVALUATIONS.— 

“(1) INITIAL EVALUATIONS.— 

“(A) IN GENERAL.—A State educational agency, other 
State agency, or local educational agency shall conduct 
a full and individual initial evaluation, in accordance with 
this paragraph and subsection (b), before the initial provi- 
sion of special education and related services to a child 
with a disability under this part. 

“(B) PROCEDURES.—Such initial evaluation shall con- 
sist of procedures— 

“(i) to determine whether a child is a child with 
a disability (as defined in section 602(3)); and 

“(ii) to determine the educational needs of such 
child. 

“(C) PARENTAL CONSENT.— 

“(i) IN GENERAL.—The agency proposing to conduct 
an initial evaluation to determine if the child qualifies 
as a child with a disability as defined in section 
602(3\A) or 602(3)(B) shall obtain an informed consent 
from the parent of such child before the evaluation 
is conducted. Parental consent for evaluation shall not 
be construed as consent for placement for receipt of 
special education and related services. 

“(ii) REFUSAL.—If the parents of such child refuse 
consent for the evaluation, the agency may continue 
to pursue an evaluation by utilizing the mediation 
and due process procedures under section 615, except 
to the extent inconsistent with State law relating to 
parental consent. 

“(2) REEVALUATIONS.—A local educational agency shall 
ensure that a reevaluation of each child with a disability is 
conducted— 

“(A) if conditions warrant a reevaluation or if the 
child’s parent or teacher requests a reevaluation, but at 
least once every 3 years; and 

“(B) in accordance with subsections (b) and (c). 

“(b) EVALUATION PROCEDURES.— 

“(1) NoTticE.—The local educational agency shall provide 
notice to the parents of a child with a disability, in accordance 
with subsections (b)(3), (b)(4), and (c) of section 615, that 
describes any evaluation procedures such agency proposes to 
conduct. 

“(2) CONDUCT OF EVALUATION.—In conducting the evalua- 
tion, the local educational agency shall— 

“(A) use a variety of assessment tools and strategies 
to gather relevant functional and developmental informa- 
tion, including information provided by the parent, that 
may assist in determining whether the child is a child 
with a disability and the content of the child’s individual- 
ized education program, including information related to 
enabling the child to be involved in and progress in the 
general curriculum or, for preschool children, to participate 
in appropriate activities; 
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“(B) not use any single procedure as the sole criterion 
for determining whether a child is a child with a disability 
or determining an appropriate educational program for the 
child; and 

“(C) use technically sound instruments that may assess 
the relative contribution of cognitive and behavioral factors, 
in addition to physical or developmental factors. 

3) ADDITIONAL REQUIREMENTS.—Each local educational 
agency shall ensure that— 

“(A) tests and other evaluation materials used to assess 
a child under this section— 

“(i) are selected and administered so as not to 
be discriminatory on a racial or cultural basis; and 

“(ii) are provided and administered in the child’s 
native language or other mode of communication, 
unless it is clearly not feasible to do so; and 

“(B) any standardized tests that are given to the child— 

“(i) have-been validated for the specific purpose 
for which they are used; 

“(ii) are administered by trained and knowledge- 
able personnel; and 

“(iili) are administered in accordance with any 
instructions provided by the producer of such tests; 

“(C) the child is assessed in all areas of suspected 
disability; and 

“(D) assessment tools and strategies that provide 
relevant information that directly assists persons in deter- 
mining the educational needs of the child are provided. 
“(4) DETERMINATION OF ELIGIBILITY.—Upon completion of 

administration of tests and other evaluation materials— 

“(A) the determination of whether the child is a child 
with a disability as defined in section 602(3) shall be made 
by a team of qualified professionals and the parent of 
the child in accordance with paragraph (5); and 

“(B) a copy of the evaluation report and the documenta- 
tion of determination of eligibility will be given to the 
parent. 

“(5) SPECIAL RULE FOR ELIGIBILITY DETERMINATION.—In 
making a determination of eligibility under paragraph (4)(A), 
a child shall not be determined to be a child with a disability 
if the determinant factor for such determination is lack of 
instruction in reading or math or limited English proficiency. 
“(c) ADDITIONAL REQUIREMENTS FoR EVALUATION AND 

REEVALUATIONS.— 

“(1) REVIEW OF EXISTING EVALUATION DATA.—As part of 
an initial evaluation (if appropriate) and as part of any 
reevaluation under this section, the IEP Team described in 
subsection (d\1B) and other qualified professionals, as appro- 
priate, shall— 

“(A) review existing evaluation data on the child, 
including evaluations and information provided by the par- 
ents of the child, current classroom-based assessments and 
observations, and teacher and related services providers 
observation; and 

“(B) on the basis of that review, and input from the 
child’s parents, identify what additional data, if any, are 
needed to determine— 
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“(i) whether the child has a particular category 
of disability, as described in section 602(3), or, in case 
of a reevaluation of a child, whether the child continues 
to have such a disability; 

“(ii) the present levels of performance and edu- 
cational needs of the child; 

“(iii) whether the child needs special education 
and related services, or in the case of a reevaluation 
of a child, whether the child continues to need special 
education and related services; and 

“(iv) whether any additions or modifications to the 
special education and related services are needed to 
enable the child to meet the measurable annual goals 
set out in the individualized education program of the 
child and to participate, as appropriate, in the general 
curriculum. 

“(2) SOURCE OF DATA.—The local educational agency shall 
administer such tests and other evaluation materials as may 
be needed to produce the data identified by the IEP Team 
under paragraph (1)(B). 

“(3) PARENTAL CONSENT.—Each local educational agency 
shall obtain informed parental consent, in accordance with 
subsection (a)(1)(C), prior to conducting any reevaluation of 
a child with a disability, except that such informed parent 
consent need not be obtained if the local educational agency 
can demonstrate that it had taken reasonable measures to 
obtain such consent and the child’s parent has failed to respond. 

“(4) REQUIREMENTS IF ADDITIONAL DATA ARE NOT NEEDED.— 
If the IEP Team and other qualified professionals, as 
appropriate, determine that no additional data are needed to 
determine whether the child continues to be a child with a 
disability, the local educational agency— 

“(A) shall notify the child’s parents of— 

“(i) that determination and the reasons for it; and 

“(ii) the right of such parents to request an assess- 
ment to determine whether the child continues to be 
a child with a disability; and 
“(B) shall not be required to conduct such an assess- 

ment unless requested to by the child’s parents. 

“(5) EVALUATIONS BEFORE CHANGE IN ELIGIBILITY.—A local 
educational agency shall evaluate a child with a disability 
in accordance with this section before determining that the 
child is no longer a child with a disability. 

“(d) INDIVIDUALIZED EDUCATION PROGRAMS.— 
“(1) DEFINITIONS.—As used in this title: é 
“(A) INDIVIDUALIZED EDUCATION PROGRAM.—The term 

‘individualized education program’ or ‘IEP’ means a written 

statement for each child with a disability that is developed, 

reviewed, and revised in accordance with this section and 
that includes— 

“(i) a statement of the child’s present levels of 
educational performance, including— 

“(I) how the child’s disability affects the child’s 
involvement and progress in the general curricu- 
lum; or 
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“(II) for preschool children, as appropriate, 
how the disability affects the child’s participation 
in appropriate activities; 

“(ii) a statement of measurable annual goals, 
including benchmarks or short-term objectives, related 
to— 

“(I) meeting the child’s needs that result from 
the child’s disability to enable the child to be 
involved in and progress in the general curriculum; 
and 

“(II) meeting each of the child’s other 
educational needs that result from the child’s 
disability; 

“(ili) a statement of the special education and 
related services and supplementary aids and services 
to be provided to the child, or on behalf of the child, 
and a statement of the program modifications or sup- 
ports for school personnel that will be provided for 
the child— 

“(I) to advance appropriately toward attaining 
the annual goals; 

“(II) to be involved and progress in the general 
curriculum in accordance with clause (i) and to 
participate in extracurricular and other nonaca- 
demic activities; and 

“(III) to be educated and participate with other 
children with disabilities and nondisabled children 
in the activities described in this paragraph; 

“(iv) an explanation of the extent, if any, to which 
the child will not participate with nondisabled children 
in the regular class and in the activities described 
in clause (iii); 

“(v\1) a statement of any individual modifications 
in the administration of State or districtwide assess- 
ments of student achievement that are needed in order 
for the child to participate in such assessment; and 

“(II) if the IEP Team determines that the child 
will not participate in a particular State or districtwide 
assessment of student achievement (or part of such 
an assessment), a statement of— 

“(aa) why that assessment is not appropriate 
for the child; and 

“(bb) how the child will be assessed; 

“(vi) the projected date for the beginning of the 
services and modifications described in clause (iii), and 
the anticipated frequency, location, and duration of 
those services and modifications; 

“(vii I) beginning at age 14, and updated annually, 
a statement of the transition service needs of the child 
under the applicable components of the child’s IEP 
that focuses on the child’s courses of study (such as 
participation in advanced-placement courses or a voca- 
tional education program); 

“(II) beginning at age 16 (or younger, if determined 
appropriate by the IEP Team), a statement of needed 
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transition services for the child, including, when appro- 

priate, a statement of the interagency responsibilities 

or any needed linkages; and 

“(III) beginning at least one year before the child 
reaches the age of majority under State law, a state- 
ment that the child has been informed of his or her 
rights under this title, if any, that will transfer to 
the child on reaching the age of majority under section 
615(m); and 

“(viii) a statement of— 

“(I1) how the child’s progress toward the annual 
goals described in clause (ii) will be measured; 
and 

“(II) how the child’s parents will be regularly 
informed (by such means as periodic report cards), 
at least as often as parents are informed of their 
nondisabled children’s progress, of— 

“(aa) their child’s progress toward the 
annual goals described in clause (ii); and 

“(bb) the extent to which that progress 
is sufficient to enable the child to achieve the 
goals by the end of the year. 

“(B) INDIVIDUALIZED EDUCATION PROGRAM TEAM.—The 
term ‘individualized education program team’ or ‘IEP Team’ 
means a group of individuals composed of— 

“(i) the parents of a child with a disability; 

“(ii) at least one regular education teacher of such 
child (if the child is, or may be, participating in the 
regular education environment); 

“(iii) at least one special education teacher, or 
where appropriate, at least one special education pro- 
vider of such child; 

“(iv) a representative of the local educational 
agency who— 

“(I) is qualified to provide, or supervise the 
provision of, specially designed instruction to meet 
the unique needs of children with disabilities; 

“(II) is knowledgeable about the general 
curriculum; and 

“(III) is knowledgeable about the availability 
of resources of the local educational agency; 

“(yv) an individual who can interpret the instruc- 
tional implications of evaluation results, who may be 
a member of the team described in clauses (ii) through 
(vi); 

“(vi) at the discretion of the parent ot the agency, 
other individuals who have knowledge or special exper- 
tise regarding the child, including related services 
personnel as appropriate; and 

“(vii) whenever appropriate, the child with a 
disability. 

“(2) REQUIREMENT THAT PROGRAM BE IN EFFECT.— 

“(A) IN GENERAL.—At the beginning of each school 
year, each local educational agency, State educational 
agency, or other State agency, as the case may be, shall 
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have in effect, for each child with a disability in its jurisdic- 
tion, an individualized education program, as defined in 
paragraph (1)(A). 

“(B) PROGRAM FOR CHILD AGED 3 THROUGH 5.—In the 
case of a child with a disability aged 3 through 5 (or, 
at the discretion of the State educational agency, a 2 year- 
old child with a disability who will turn age 3 during 
the school year), an individualized family service plan that 
contains the material described in section 636, and that 
is developed in accordance with this section, may serve 
as the IEP of the child if using that plan as the IEP 
is-—— 

“(i) consistent with State policy; and 

“(ii) agreed to by the agency and the child’s 
parents. 

“(3) DEVELOPMENT OF IEP.— 

“(A) IN GENERAL.—In developing each child’s IEP, the 
IEP Team, subject to subparagraph (C), shall consider— 

“(i) the strengths of the child and the concerns 
of the parents for enhancing the education of their 
child; and 

“(ii) the results of the initial evaluation or most 
recent evaluation of the child. 

“(B) CONSIDERATION OF SPECIAL FACTORS.—The IEP 
Team shall— 

“(i) in the case of a child whose behavior impedes 
his or her learning or that of others, consider, when 
appropriate, strategies, including positive behavioral 
interventions, strategies, and supports to address that 
behavior; 

“(ii) in the case of a child with limited English 
proficiency, consider the language needs of the child 
as such needs relate to the child’s IEP; 

“(iii) in the case of a child who is blind or visually 
impaired, provide for instruction in Braille and the 
use of Braille unless the IEP Team determines, after 
an evaluation of the child’s reading and writing skills, 
needs, and appropriate reading and writing media 
(including an evaluation of the child’s future needs 
for instruction in Braille or the use of Braille), that 
instruction in Braille or the use of Braille is not appro- 
priate for the child; 

“(iv) consider the communication needs of the child, 
and in the case of a child who is deaf or hard of 
hearing, consider the child’s language and communica- 
tion needs, opportunities for direct communications 
with peers and professional personnel in the child’s 
language and communication mode, academic level, 
and full range of needs, including opportunities for 
direct instruction in the child’s language and commu- 
nication mode; and 

“(v) consider whether the child requires assistive 
technology devices and services. 

“(C) REQUIREMENT WITH RESPECT TO REGULAR EDU- 
CATION TEACHER.—The regular education teacher of the 
child, as a member of the IEP Team, shall, to the extent 
appropriate, participate in the development of the IEP 
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of the child, including the determination of appropriate 

positive behavioral interventions and strategies and the 

determination of supplementary aids and services, program 
modifications, and support for school personnel consistent 

with paragraph (1)(A)iii). 

“(4) REVIEW AND REVISION OF IEP.— 

“(A) IN GENERAL.—The local educational agency shall 
ensure that, subject to subparagraph (B), the IEP Team— 

“(i) reviews the child’s IEP periodically, but not 
less than annually to determine whether the annual 
goals for the child are being achieved; and 

“(ii) revises the IEP as appropriate to address— 

“(I) any lack of expected progress toward the 
annual goals and in the general curriculum, where 
appropriate; 

“(II) the results of any reevaluation conducted 
under this section; 

“(III) information about the child provided to, 
or by, the parents, as described in subsection 

(c 1B); 

“(IV) the child’s anticipated needs; or 

“(V) other matters. 

“(B) REQUIREMENT WITH RESPECT TO REGULAR EDU- 
CATION TEACHER.—The regular education teacher of the 
child, as a member of the IEP Team, shall, to the extent 
appropriate, participate in the review and revision of the 
IEP of the child. 

“(5) FAILURE TO MEET TRANSITION OBJECTIVES.—If a partici- 
pating agency, other than the local educational agency, fails 
to provide the transition services described in the IEP in accord- 
ance with paragraph (1)A)vii), the local educational agency 
shall reconvene the IEP Team to identify alternative strategies 
to meet the transition objectives for the child set out in that 
program. 

“(6) CHILDREN WITH DISABILITIES IN ADULT PRISONS.— 

“(A) IN GENERAL.—The following requirements do not 
apply to children with disabilities who are convicted as 
adults under State law and incarcerated in adult prisons: 

“(i) The requirements contained in_ section 
612(aX17) and paragraph (1)\A)(v) of this subsection 
(relating to participation of children with disabilities 
in general assessments). 

“(ii) The requirements of subclauses (I) and (II) 
of paragraph (1)(A\(vii) of this subsection (relating to 
transition planning and transition services), do not 
apply with respect to such children whose eligibility 
under this part will end, because of their age, before 
they will be released from prison. 

“(B) ADDITIONAL REQUIREMENT.—If a child with a 
disability is convicted as an adult under State law and 
incarcerated in an adult prison, the child’s IEP Team may 
modify the child’s IEP or placement notwithstanding the 
requirements of sections 612(a5)A) and 614(d)(1)A) if 
the State has demonstrated a bona fide security or 
compelling penological interest that cannot otherwise be 
accommodated. 








111 


STAT. 88 


PUBLIC LAW 105-17—JUNE 4, 1997 


‘(‘e) CONSTRUCTION.—Nothing in this section shall be construed 
to require the IEP Team to include information under one compo- 
nent of a child’s IEP that is already contained under another 
component of such IEP 

“(f) EDUCATIONAL PLACEMENTS.—Each local educational agency 
or State educational agency shall ensure that the parents of each 
child with a disability are members of any group that makes deci- 
sions on the educational placement of their child. 


“SEC. 615. PROCEDURAL SAFEGUARDS. 


‘(‘a) ESTABLISHMENT OF PROCEDURES.—Any State educational 
agency, State agency, or local educational agency that receives 
assistance under this part shall establish and maintain procedures 
in accordance with this section to ensure that children with disabil- 
ities and their parents are guaranteed procedural safeguards with 
respect to the provision of free appropriate public education by 
such agencies 

“(b) TYPES OF PROCEDURES.—The procedures required by this 
section shall include— 

1) an opportunity for the parents of a child with a disabil- 
ity to examine all records relating to such child and to 
participate in meetings with respect to the identification, 
evaluation, and educational placement of the child, and the 
provision of a free appropriate public education to such child, 
and to obtain an independent educational evaluation of the 
child; 

“(2) procedures to protect the rights of the child whenever 
the parents of the child are not known, the agency cannot, 
after reasonable efforts, locate the parents, or the child is 
a ward of the State, including the assignment of an individual 
(who shall not be an employee of the State educational agency, 
the local educational agency, or any other agency that is 
involved in the education or care of the child) to act as a 
surrogate for the parents; 

(3) written prior notice to the parents of the child when- 
ever such agency— 

“(A) proposes to initiate or change; or 

“(B) refuses to initiate or change; 

the identification, evaluation, or educational placement of the 

child, in accordance with subsection (c), or the provision of 

a free appropriate public education to the child; 

“(4) procedures designed to ensure that the notice required 
by paragraph (3) is in the native language of the parents, 
unless it clearly is not feasible to do so; 

“(5) an opportunity for mediation in accordance with sub- 
section (e); 

“(6) an opportunity to present complaints with respect to 
any matter relating to the identification, evaluation, or 
educational placement of the child, or the provision of a free 
appropriate public education to such child; 

“(7) procedures that require the parent of a child with 
a disability, or the attorney representing the child, to provide 
notice (which shall remain confidential)— 

“(A) to the State educational agency or local edu- 
cational agency, as the case may be, in the complaint 
filed under paragraph (6); and 

“(B) that shall include— 
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“(i) the name of the child, the address of the resi- 
dence of the child, and the name of the school the 
child is attending; 

“(ii) a description of the nature of the problem 
of the child relating to such proposed initiation or 
change, including facts relating to such problem; and 

“(ili) a proposed resolution of the problem to the 
extent known and available to the parents at the time; 
and 

“(8) procedures that require the State educational agency 
to develop a model form to assist parents in filing a complaint 
in accordance with paragraph (7). 

“(c) CONTENT OF PRIOR WRITTEN NOTICE.—The notice required 
by subsection (b)(3) shall include— 

“(1) a description of the action proposed or refused by 
the agency; 

“(2) an explanation of why the agency proposes or refuses 
to take the action; 

“(3) a description of any other options that the agency 
considered and the reasons why those options were rejected; 

“(4) a description of each evaluation procedure, test, record, 
or report the agency used as a basis for the proposed or refused 
action; 

“(5) a description of any other factors that are relevant 
to the agency’s proposal or refusal; 

“(6) a statement that the parents of a child with a disability 
have protection under the procedural safeguards of this part 
and, if this notice is not an initial referral for evaluation, 
the means by which a copy of a description of the procedural 
safeguards can be obtained; and 

“(7) sources for parents to contact to obtain assistance 
in understanding the provisions of this part. 

“(d) PROCEDURAL SAFEGUARDS NOTICE.— 

“(1) IN GENERAL.—A copy of the procedural safeguards 
available to the parents of a child with a disability shall be 
given to the parents, at a minimum— 

“(A) upon initial referral for evaluation; 

“(B) upon each notification of an individualized edu- 
cation program meeting and.upon reevaluation of the child; 
and 

“(C) upon registration of a complaint under subsection 
(b\6). 

“(2) CONTENTS.—The procedural safeguards notice shall 
include a full explanation of the procedural safeguards, written 
in the native language of the parents, unless it clearly is 
not feasible to do so, and written in an easily understandable 
manner, available under this section and under regulations 
promulgated by the Secretary relating to— 

“(A) independent educational evaluation; 

“(B) prior written notice; 

“(C) parental consent; 

“(D) access to educational records; 

“(E) opportunity to present complaints; 

“(F) the child’s placement during pendency of due 
process proceedings; 

“(G) procedures for students who are subject to place- 
ment in an interim alternative educational setting; 
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“(H) requirements for unilateral placement by parents 
of children in private schools at public expense; 

“(I) mediation; 

“(J) due process hearings, including requirements for 
disclosure of evaluation results and recommendations; 

“(K) State-level appeals (if applicable in that State); 

“(L) civil actions; and 

“(M) attorneys’ fees. 
MEDIATION.— 
“(1) IN GENERAL.—Any State educational agency or local 


educational agency that receives assistance under this part 
shall ensure that procedures are established and implemented 
to allow parties to disputes involving any matter described 
in subsection (b)(6) to resolve such disputes through a mediation 
process which, at a minimum, shall be available whenever 
a hearing is requested under subsection (f) or (k). 


“(2) REQUIREMENTS.—Such procedures shall meet the fol- 


lowing requirements: 


“(A) The procedures shall ensure that the mediation 
process— 

“(i) is voluntary on the part of the parties; 

“(ii) is not used to deny or delay a parent’s right 
to a due process hearing under subsection (f), or to 
deny any other rights afforded under this part; and 

“(iili) is conducted by a qualified and impartial 
mediator who is trained in effective mediation tech- 
niques. 

“(B) A local educational agency or a State agency may 
establish procedures to require parents who choose not 
to use the mediation process to meet, at a time and location 
convenient to the parents, with a disinterested party who 
is under contract with— 

“(i) a parent training and information center or 
community parent resource center in the State estab- 
lished under section 682 or 683; or 

“(ii) an appropriate alternative dispute resolution 
entity; 

to encourage the use, and explain the benefits, of the 
mediation process to the parents. 

“(C) The State shall maintain a list of individuals 
who are qualified mediators and knowledgeable in laws 
and regulations relating to the provision of special edu- 
cation and related services. 

“(D) The State shall bear the cost of the mediation 
process, including the costs of meetings described in 
subparagraph (B). 

“(E) Each session in the mediation process shall be 
scheduled in a timely manner and shall be held in a loca- 
tion that is convenient to the parties to the dispute. 

“(F) An agreement reached by the parties to the dispute 
in the mediation process shall be set forth in a written 
mediation agreement. 

“(G) Discussions that occur during the mediation proc- 
ess shall be confidential and may not be used as evidence 
in any subsequent due process hearings or civil proceedings 
and the parties to the mediation process may be required 
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to sign a confidentiality pledge prior to the commencement 

of such process. 

“(f) IMPARTIAL DUE PROCESS HEARING.— 

“(1) IN GENERAL.—Whenever a complaint has been received 
under subsection (b\6) or (k) of this section, the parents 
involved in such complaint shall have an opportunity for an 
impartial due process hearing, which shall be conducted by 
the State educational agency or by the local educational agency, 
as determined by State law or by the State educational agency. 

“(2) DISCLOSURE OF EVALUATIONS AND RECOMMENDA- 
TIONS.— 

“(A) IN GENERAL.—At least 5 business days prior to 
a hearing conducted pursuant to paragraph (1), each party 
shall disclose to all other parties all evaluations completed 
by that date and recommendations based on the offering 
party’s evaluations that the party intends to use at the 
hearing. 

“(B) FAILURE TO DISCLOSE.—A hearing officer may bar 
any party that fails to comply with subparagraph (A) from 
introducing the relevant evaluation or recommendation at 
the hearing without the consent of the other party. 

“(3) LIMITATION ON CONDUCT OF HEARING.—A hearing con- 
ducted pursuant to paragraph (1) may not be conducted by 
an employee of the State educational agency or the local edu- 
cational agency involved in the education or care of the child. 
“(g) APPEAL.—If the hearing required by subsection (f) is con- 

ducted by a local educational agency, any party aggrieved by the 
findings and decision rendered in such a hearing may appeal such 
findings and decision to the State educational agency. Such agency 
shall conduct an impartial review of such decision. The officer 
conducting such review shall make an independent decision upon 
completion of such review. 

“(h) SAFEGUARDS.—Any party to a hearing conducted pursuant 
to subsection (f) or (k), or an appeal conducted pursuant to sub- 
section (g), shall be accorded— 

“(1) the right to be accompanied and advised by counsel 
and by individuals with special knowledge or training with 
respect to the problems of children with disabilities; 

“(2) the right to present evidence and confront, cross-exam- 
ine, and compel the attendance of witnesses; 

“(3) the right to a written, or, at the option of the parents, 
electronic verbatim record of such hearing; and 

“(4) the right to written, or, at the option of the parents, 
electronic findings of fact and decisions (which findings and 
decisions shall be made available to the public consistent with 
the requirements of section 617(c) (relating to the confidential- 
ity of data, information, and records) and shall also be 
transmitted to the advisory panel established pursuant to sec- 
tion 612(a)(21)). 

“(i) ADMINISTRATIVE PROCEDURES.— 

“(1) IN GENERAL.— 

“(A) DECISION MADE IN HEARING.—A decision made 
in a hearing conducted pursuant to subsection (f) or (k) 
shall be final, except that any party involved in such hear- 
ing may appeal such decision under the provisions of 
subsection (g) and paragraph (2) of this subsection. 
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“(B) DECISION MADE AT APPEAL.—A decision made 
under subsection (g) shall be final, except that any party 
may bring an action under paragraph (2) of this subsection. 
“(2) RIGHT TO BRING CIVIL ACTION.— 

“(A) IN GENERAL.—Any party aggrieved by the findings 
and decision made under subsection (f) or (k) who does 
not have the right to an appeal under subsection (g), and 
any party aggrieved by the findings and decision under 
this subsection, shall have the right to bring a civil action 
with respect to the complaint presented pursuant to this 
section, which action may be brought in any State court 
of competent jurisdiction or in a district court of the United 
States without regard to the amount in controversy. 

“(B) ADDITIONAL REQUIREMENTS.—In any action 
brought under this paragraph, the court— 

“(i) shall receive the records of the administrative 
proceedings; 

“(ii) shall hear additional evidence at the request 
of a party; and 

“(iii) basing its decision on the preponderance of 
the evidence, shall grant such relief as the court deter- 
mines is appropriate. 

“(3) JURISDICTION OF DISTRICT COURTS; ATTORNEYS’ FEES.— 

“(A) IN GENERAL.—The district courts of the United 
States shall have jurisdiction of actions brought under this 
section without regard to the amount in controversy. 

“(B) AWARD OF ATTORNEYS’ FEES.—In any action or 
proceeding brought under this section, the court, in its 
discretion, may award reasonable attorneys’ fees as part 
of the costs to the parents of a child with a disability 
who is the prevailing party. 

“(C) DETERMINATION OF AMOUNT OF ATTORNEYS’ 
FEES.—Fees awarded under this paragraph shall be based 
on rates prevailing in the community in which the action 
or proceeding arose for the kind and quality of services 
furnished. No bonus or multiplier may be used in calculat- 
ing the fees awarded under this subsection. 

“(D) PROHIBITION OF ATTORNEYS’ FEES AND RELATED 
COSTS FOR CERTAIN SERVICES.— 

“(i) Attorneys’ fees may not be awarded and related 
costs may not be reimbursed in any action or proceed- 
ing under this section for services performed 
subsequent to the time, of a written offer of settlement 
to a parent if— 

“(I) the offer is made within the time pre- 
scribed by Rule 68 of the Federal Rules of Civil 
Procedure or, in the case of an administrative 
proceeding, at any time more than 10 days before 
the proceeding begins; 

“(I]) the offer is not accepted within 10 days; 
and 

“(III) the court or administrative hearing offi- 
cer finds that the relief finally obtained by the 
parents is not more favorable to the parents than 
the offer of settlement. 

“(ii) Attorneys’ fees may not be awarded relating 
to any meeting of the IEP Team unless such meeting 
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is convened as a result of an administrative proceeding 
or judicial action, or, at the discretion of the State, 
for a mediation described in subsection (e) that is 
conducted prior to the filing of a complaint under sub- 
section (b)(6) or (k) of this section. 

“(E) EXCEPTION TO PROHIBITION ON ATTORNEYS’ FEES 
AND RELATED COSTS.—Notwithstanding subparagraph (D), 
an award of attorneys’ fees and related costs may be made 
to a parent who is the prevailing party and who was 
substantially justified in rejecting the settlement offer. 

“(F) REDUCTION IN AMOUNT OF ATTORNEYS’ FEES.— 
Except as provided in subparagraph (G), whenever the 
court finds that— 

“(i) the parent, during the course of the action 
or proceeding, unreasonably protracted the final resolu- 
tion of the controversy; 

“(ii) the amount of the attorneys’ fees otherwise 
authorized to be awarded unreasonably exceeds the 
hourly rate prevailing in the community for similar 
services by attorneys of reasonably comparable skill, 
reputation, and experience; 

“(iii) the time spent and legal services furnished 
were excessive considering the nature of the action 
or proceeding; or 

“(iv) the attorney representing the parent did not 
provide to the school district the appropriate informa- 
tion in the due process complaint in accordance with 
subsection (b)(7); 

the court shall reduce, accordingly, the amount of the attor- 
neys’ fees awarded under this section. 

“(G) EXCEPTION TO REDUCTION IN AMOUNT OF 
ATTORNEYS’ FEES.—The provisions of subparagraph (F) 
shall not apply in any action or proceeding if the court 
finds that the State or local educational agency unreason- 
ably protracted the final resolution of the action or proceed- 
ing or there was a violation of this section. 

“(j) MAINTENANCE OF CURRENT EDUCATIONAL PLACEMENT.— 
Except as provided in subsection (k)(7), during the pendency of 
any proceedings conducted pursuant to this section, unless the 
State or local educational agency and the parents otherwise agree, 
the child shall remain in the then-current educational placement 
of such child, or, if applying for initial admission to a public school, 
shall, with the consent of the parents, be placed in the public 
school program until all such proceedings have been completed. 

“(k) PLACEMENT IN ALTERNATIVE EDUCATIONAL SETTING.— 

“(1) AUTHORITY OF SCHOOL PERSONNEL.— 

“(A) School personnel under this section may order 
a change in the placement of a child with a disability— 

“(j) to an appropriate interim alternative edu- 
cational setting, another setting, cr suspension, for 
not more than 10 school days (to the extent such 
alternatives would be applied to children without 
disabilities); and 

“(ii) to an appropriate interim alternative edu- 
cational setting for the same amount of time that a 
child without a disability would be subject to discipline, 
but for not more than 45 days if— 
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“(1) the child carries a weapon to school or 
to a school function under the jurisdiction of a 
State or a local educational agency; or 

“(II) the child knowingly possesses or uses 
illegal drugs or sells or solicits the sale of a con- 
trolled substance while at school or a_ school 
function under the jurisdiction of a State or local 
educational agency. 

“(B) Either before or not later than 10 days after 
taking a disciplinary action described in subparagraph 
(An 

“(i) if the local educational agency did not conduct 

a functional behavioral assessment and implement a 

behavioral intervention plan for such child before the 

behavior that resulted in the suspension described in 
subparagraph: (A), the agency shall convene an IEP 
meeting to develop an assessment plan to address that 
behavior; or 

“(ii) if the child already has a behavioral interven- 
tion plan, the IEP Team shall review the plan and 
modify it, as necessary, to address the behavior. 

“(2) AUTHORITY OF HEARING OFFICER.—A hearing officer 
under this section may order a change in the placement of 
a child with a disability to an appropriate interim alternative 
educational setting for not more than 45 days if the hearing 
officer 





“(A) determines that the public agency has dem- 
onstrated by substantial evidence that maintaining the 
current placement of such child is substantially likely to 
result in injury to the child or to others; 

“(B) considers the appropriateness of the child’s current 
placement; 

“(C) considers whether the public agency has made 
reasonable efforts to minimize the risk of harm in the 
child’s current placement, including the use of supple- 
mentary aids and services; and 

“(D) determines that the interim alternative edu- 
cational setting meets the requirements of paragraph 
(3\(B). 

“(3) DETERMINATION OF SETTING.— 

“(A) IN GENERAL.—The alternative educational setting 
described in paragraph (1)A)ii) shall be determined by 
the IEP Team. 

“(B) ADDITIONAL REQUIREMENTS.—Any interim alter- 
native educational setting in which a child is placed under 
paragraph (1) or (2) shall— 

“(i) be selected so as to enable the child to continue 
to participate in the general curriculum, although in 
another setting, and to continue to receive those serv- 
ices and modifications, including those described in 
the child’s current IEP, that will enable the child to 
meet the goals set out in that IEP; and 

“(ii) include services and modifications designed 
to address the behavior described in paragraph (1) 
or paragraph (2) so that it does not recur. 

“(4) MANIFESTATION DETERMINATION REVIEW.— 
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“(A) IN GENERAL.—If a disciplinary action is con- 
templated as described in paragraph (1) or paragraph (2) 
for a behavior of a child with a disability described in 
either of those paragraphs, or if a disciplinary action involv- 
ing a change of placement for more than 10 days is 
contemplated for a child with a disability who has engaged 
in other behavior that violated any rule or code of conduct 
of the local educational agency that applies to all children— 

“(i) not later than the date on which the decision 
to take that action is made, the parents shall be noti- 
fied of that decision and of all procedural safeguards 
accorded under this section; and 

“(ii) immediately, if possible, but in no case later 
than 10 school days after the date on which the deci- 
sion to take that action is made, a review shall be 
conducted of the relationship between the child’s 
disability and the behavior subject to the disciplinary 
action. 

“(B) INDIVIDUALS TO CARRY OUT REVIEW.—A review 
described in subparagraph (A) shall be conducted by the 
IEP Team and other qualified personnel. 

“(C) CONDUCT OF REVIEW.—In carrying out a review 
described in subparagraph (A), the IEP Team may deter- 
mine that the behavior of the child was not a manifestation 
of such child’s disability only if the IEP Team— 

“(i) first considers, in terms of the behavior subject 
to disciplinary action, all relevant information, includ- 
ing— 

“(I) evaluation and diagnostic results, includ- 
ing such results or other relevant information 
supplied by the parents of the child; 

“(II) observations of the child; and 

“(III) the child’s IEP and placement; and 
“(ii) then determines that— 

“(I) in relationship to the behavior subject to 
disciplinary action, the child’s IEP and placement 
were appropriate and the special education 
services, supplementary aids and services, and 
behavior intervention strategies were provided 
consistent with the child’s IEP and placement; 

“(II) the child’s disability did not impair the 
ability of the child to understand the impact and 
consequences of the behavior subject to discipli- 
nary action; and 

“(III) the child’s disability did not impair the 
ability of the child to control the behavior subject 
to disciplinary action. 

“(5) DETERMINATION THAT BEHAVIOR WAS NOT MANIFESTA- 
TION OF DISABILITY. 

“(A) IN GENERAL.—If the result of the review described 
in paragraph (4) is a determination, consistent with para- 
graph (4\(C), that the behavior of the child with a disability 
was not a manifestation of the child’s disability, the rel- 
evant disciplinary procedures applicable to children without 
disabilities may be applied to the child in the same manner 
in which they would be applied to children without disabil- 
ities, except as provided in section 612(a)(1). 











111 STAT. 96 


PUBLIC LAW 105-17—JUNE 4, 1997 


“(B) ADDITIONAL REQUIREMENT.—If the public agency 
initiates disciplinary procedures applicable to all children, 
the agency shall ensure that the special education and 
disciplinary records of the child with a disability are 
transmitted for consideration by the person or persons 
making the final determination regarding the disciplinary 
action. 

“(6) PARENT APPEAL.— 

“(A) IN GENERAL.— 

“(i) If the child’s parent disagrees with a 
determination that the child’s behavior was not a mani- 
festation of the child’s disability or with any decision 
regarding placement, the parent may request a hear- 
ing. 

“(ii) The State or local educational agency shall 
arrange for an expedited hearing in any case described 
in this subsection when requested by a parent. 

“(B) REVIEW OF DECISION.— 

“(i) In reviewing a decision with respect to the 
manifestation determination, the hearing officer shall 
determine whether the public agency has demonstrated 
that the child’s behavior was not a manifestation of 
such child’s disability consistent with the requirements 
of paragraph (4\C). 

“(ii) In reviewing a decision under paragraph 
(1A)Gii) to place the child in an interim alternative 
educational setting, the hearing officer shall apply the 
standards set out in paragraph (2). 

“(7) PLACEMENT DURING APPEALS.— 

“(A) IN GENERAL.—When a parent requests a hearing 
regarding a disciplinary action described in paragraph 
(1XA\Mii) or paragraph (2) to challenge the interim 
alternative educational setting or the manifestation deter- 
mination, the child shall remain in the interim alternative 
educational setting pending the decision of the hearing 
officer or until the expiration of the time period provided 
for in paragraph (1)A)ii) or paragraph (2), whichever 
occurs first, unless the parent and the State or local edu- 
cational agency agree otherwise. 

“(B) CURRENT PLACEMENT.—If a child is placed in an 
interim alternative educational setting pursuant to para- 
graph (1A\ii) or paragraph (2) and school personnel 
propose to change the child’s placement after expiration 
of the interim alternative placement, during the pendency 
of any proceeding to challenge the proposed change in 
placement, the child shall remain in the current placement 
(the child’s placement prior to the interim alternative edu- 
cational setting), except as provided in subparagraph (C). 

“(C) EXPEDITED HEARING.— 

“(i) If school personnel maintain that it is dan- 
gerous for the child to be in the current placement 
(placement prior to removal to the interim alternative 
education setting) during the pendency of the due proc- 
ess proceedings, the local educational agency may 
request an expedited hearing. 

“(ii) In determining whether the child may be 
placed in the alternative educational setting or in 








PUBLIC LAW 105-17—JUNE 4, 1997 111 STAT. 97 


another appropriate placement ordered by the hearing 

officer, the hearing officer shall apply the standards 

set out in paragraph 2). 

(8) PROTECTIONS FOR CHILDREN NOT YET ELIGIBLE FOR 
SPECIAL EDUCATION AND RELATED SERVICES.— 

(A) IN GENERAL.—A child who has not been 
determined to be eligible for special education and related 
services under this part and who has engaged in behavior 
that violated any rule or code of conduct of the local 
educational agency, including any behavior described in 
paragraph (1), may assert any of the protections provided 
for in this part if the local educational agency had knowl- 
edge (as determined in accordance with this paragraph) 
that the child was a child with a disability before the 
behavior that precipitated the disciplinary action occurred. 

“(B) BASIS OF KNOWLEDGE.—A local educational agency 
shall be deemed to have knowledge that a child is a child 
with a disability if— 

“(i) the parent of the child has expressed concern 
in writing (unless the parent is illiterate or has a 
disability that prevents compliance with the require- 
ments contained in this clause) to personnel of the 
appropriate educational agency that the child is in 
need of special education and related services; 

“(ii) the behavior or performance of the child dem- 
onstrates the need for such services; 

“(iii) the parent of the child has requested an 
evaluation of the child pursuant to section 614; or 

“(iv) the teacher of the child, or other personnel 
of the local educational agency, has expressed concern 
about the behavior or performance of the child to the 
director of special education of such agency or to other 
personnel of the agency. 

“(C) CONDITIONS THAT APPLY IF NO BASIS OF KNOWL- 
EDGE.— 

“(i) IN GENERAL.—If a local educational agency does 
not have knowledge that a child is a child with a 
disability (in accordance with subparagraph (B)) prior 
to taking disciplinary measures against the child, the 
child may be subjected to the same disciplinary 
measures as measures applied to children without 
disabilities who engaged in comparable behaviors 
consistent with clause (ii). 

“(ii) LIMITATIONS.—If a request is made for an 
evaluation of a child during the time period in which 
the child is subjected to disciplinary measures under 
paragraph (1) or (2), the evaluation shall be conducted 
in an expedited manner. If the child is determined 
to be a child with a disability, taking into consideration 
information from the evaluation conducted by the 
agency and information provided by the parents, the 
agency shall provide special education and related serv- 
ices in accordance with the provisions of this part, 
except that, pending the results of the evaluation, the 
child shall remain in the educational placement deter- 
mined by school authorities. 
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“(9) REFERRAL TO AND ACTION BY LAW ENFORCEMENT AND 

JUDICIAL AUTHORITIES.— 

“(A) Nothing in this part shall be construed to prohibit 
an agency from reporting a crime committed by a child 
with a disability to appropriate authorities or to prevent 
State law enforcement and judicial authorities from exercis- 
ing their responsibilities with regard to the application 
of Federal and State law to crimes committed by a child 
with a disability. 

“(B) An agency reporting a crime committed by a child 
with a disability shall ensure that copies of the special 
education and disciplinary records of the child are transmit- 
ted for consideration by the appropriate authorities to 
whom it reports the crime. 

“(10) DEFINITIONS.—For purposes of this subsection, the 
following definitions apply: 

“(A) CONTROLLED SUBSTANCE.—The term ‘controlled 
substance’ means a drug or other substance identified 
under schedules I, II, III, IV, or V in section 202(c) of 
the Controlled Substances Act (21 U.S.C. 812(c)). 

“(B) ILLEGAL DRUG.—The term ‘illegal drug’— 

“(i) means a controlled substance; but 
“(ii) does not include such a substance that is 

legally possessed or used under the supervision of a 

licensed health-care professional or that is legally pos- 

sessed or used under any other authority under that 

Act or under any other provision of Federal law. 

“(C) SUBSTANTIAL EVIDENCE.—The term ‘substantial 
evidence’ means beyond a preponderance of the evidence. 

“(D) WEAPON.—The term ‘weapon’ has the meaning 
given the term ‘dangerous weapon’ under paragraph (2) 
of the first subsection (g) of section 930 of title 18, United 
States Code. 

“(1) RULE OF CONSTRUCTION.—Nothing in this title shall be 
construed to restrict or limit the rights, procedures, and remedies 
available under the Constitution, the Americans with Disabilities 
Act of 1990, title V of the Rehabilitation Act of 1973, or other 
Federal laws protecting the rights of children with disabilities, 
except that before the filing of a civil action under such laws 
seeking relief that is also available under this part, the procedures 
under subsections (f) and (g) shall be exhausted to the same extent 
as would be required had the action been brought under this part. 

“(m) TRANSFER OF PARENTAL RIGHTS AT AGE OF MAJORITY.— 

“(1) IN GENERAL.—A State that receives amounts from a 
grant under this part may provide that, when a child with 

a disability reaches the age of majority under State law (except 

for a child with a disability who has been determined to be 

incompetent under State law)— 

“(A) the public agency shall provide any notice required 
by this section to both the individual and the parents; 

“(B) all other rights accorded to parents under this 
part transfer to the child; 

“(C) the agency shall notify the individual and the 
parents of the transfer of rights; and 

“(D) all rights accorded to parents under this part 
transfer to children who are incarcerated in an adult or 
juvenile Federal, State, or local correctional institution. 
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“(2) SPECIAL RULE.—If, under State law, a child with a 
disability who has reached the age of majority under State 
law, who has not been determined to be incompetent, but 
who is determined not to have the ability to provide informed 
consent with respect to the educational program of the child, 
the State shall establish procedures for appointing the parent 
of the child, or if the parent is not available, another appro- 
priate individual, to represent the educational interests of the 
child throughout the period of eligibility of the child under 
this part. 





“SEC. 616. WITHHOLDING AND JUDICIAL REVIEW. 20 USC 1416. 


“(a) WITHHOLDING OF PAYMENTS.— 

“(1) IN GENERAL.—Whenever the Secretary, after reason- 
able notice and opportunity for hearing to the State educational 
agency involved (and to any local educational agency or State 
agency affected by any failure described in subparagraph (B)), 
finds— 

“(A) that there has been a failure by the State to 
comply substantially with any provision of this part; or 
“(B) that there is a failure to comply with any condition 
of a local educational agency’s or State agency’s eligibility 
under this part, including the terms of any agreement 
to achieve compliance with this part within the timelines 
specified in the agreement; 
the Secretary shall, after notifying the State educational 
agency, withhold, in whole or in part, any further payments 
to the State under this part, or refer the matter for appropriate 
enforcement action, which may include referral to the Depart- 
ment of Justice. 

“(2) NATURE OF WITHHOLDING.—If the Secretary withholds 
further payments under paragraph (1), the Secretary may deter- 
mine that such withholding will be limited to programs or 
projects, or portions thereof, affected by the failure, or that 
the State educational agency shall not make further payments 
under this part to specified local educational agencies or State 
agencies aflected by the failure. Until the Secretary is satisfied 
that there is no longer any failure to comply with the provisions 
of this part, as specified in subparagraph (A) or (B) of paragraph 
(1), payments to the State under this part shall be withheld 
in whole or in part, or payments by the State educational 
agency under this part shall be limited to local educational 
agencies and State agencies whose actions did not cause or 
were not involved in the failure, as the case may be. Any 
State educational agency, State agency, or local educational 
agency that has received notice under paragraph (1) shall, 
by means of a public notice, take such measures as may be 
necessary to bring the pendency of an action pursuant to this 
subsection to the attention of the public within the jurisdiction 
of such agency. 

“(b) JUDICIAL REVIEW.— 

“(1) IN GENERAL.—If any State is dissatisfied with the 
Secretary’s final action with respect to the eligibility of the 
State under section 612, such State may, not later than 60 
days after notice of such action, file with the United States 
court of appeals for the circuit in which such State is located 
a petition for review of that action. A copy of the petition 
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shall be forthwith transmitted by the clerk of the court to 
the Secretary. The Secretary thereupon shall file in the court 
the record of the proceedings upon which the Secretary's actior 
was based, as provided in section 2112 of title 28. Unitea 
States Code 
“(2) JURISDICTION: REVIEW BY UNITED STATES SUPREME 
COURT.—Upon the filing of such petition. the court shall have 
jurisdiction to affirm the action of the Secretary or to set 
it aside, in whole or in part. The judgment of the court shall 
be subject to review by the Supreme Court of the United 
States upon certiorari or certification as provided in section 
1254 of title 28, United States Code 
“3) STANDARD OF REVIEW.—The findings of fact by the 
Secretary, if supported by substantial evidence. shall be conclu- 
sive, but the court, for good cause shown, may remand the 
case to the Secretary to take further evidence, and the Secretary 
may thereupon make’ new or modified findings of fact and 
may modify the Secretary's previous action. and shall file in 
the court the record of the further proceedings. Such new 
or modified findings of fact shall likewise be conclusive if sup- 
ported by substantial evidence 
“(c) DIVIDED STATE AGENCY RESPONSIBILITY.—For purposes of 
this section, where responsibility for ensuring that the requirements 
of this part are met with respect to children with disabilities who 
are convicted as adults under State law and incarcerated in adult 
prisons is assigned to a public agency other than the State edu- 
cational agency pursuant to section 612(a11XC), the Secretary, 
in instances where the Secretary finds that the failure to comply 
substantially with the provisions of this part are related to a failure 
by the public agency, shall take appropriate corrective action to 
ensure compliance with this part, except— 
“(1) any reduction or withholding of payments to the State 
is proportionate to the total funds allotted under section 611 
to the State as the number of eligible children with disabilities 
in adult prisons under the supervision of the other public 
agency is proportionate to the number of eligible individuals 
with disabilities in the State under the supervision of the 
State educational agency; and 
“(2) any withholding of funds under paragraph (1) shall 
be limited to the specific agency responsible for the failure 
to comply with this part 


“SEC. 617. ADMINISTRATION. 


‘(a) RESPONSIBILITIES OF SECRETARY.—In carrying out this part, 
the Secretary shall— 

“(1) cooperate with, and (directly or by grant or contract) 
furnish technical assistance necessary to, the State in matters 
relating to— 

“(A) the education of children with disabilities; and 
“(B) carrying out this part; and 

“(2) provide short-term training programs and institutes. 

“(b) RULES AND REGULATIONS.—In carrying out the provisions 
of this part, the Secretary shall issue regulations under this Act 
only to the extent that such regulations are necessary to ensure 
that there is compliance with the specific requirements of this 
Act 
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‘(c) CONFIDENTIALITY.—The Secretary shall take appropriate 
action, in accordance with the provisions of section 444 of the 
General Education Provisions Act (20 U.S.C. 1232g), to assure 
the protection of the confidentiality of any personally identifiable 
data, information, and records collected or maintained by the Sec- 
retary and by State and local educational agencies pursuant to 
the provisions of this part. 

“(d) PERSONNEL.—The Secretary is authorized to hire qualified 
personnel necessary to carry out the Secretary’s duties under 
subsection (a) and under sections 618, 661, and 673 (or their prede- 
cessor authorities through October 1, 1997) without regard to the 
provisions of title 5, United States Code, relating to appointments 
in the competitive service and without regard to chapter 51 and 
subchapter III of chapter 53 of such title relating to classification 
and general schedule pay rates, except that no more than twenty 
such personnel shall be employed at any time. 


“SEC. 618. PROGRAM INFORMATION. 20 USC 1 


os 


“(a) IN GENERAL.—Each State that receives assistance under 
this part, and the Secretary of the Interior, shall provide data 
each year to the Secretary— 

“(1)A) on— 

“(i) the number of children with disabilities, by race, 
ethnicity, and disability category, who are receiving a free 
appropriate public education; 

“i) the number of children with disabilities, by race 
and ethnicity, who are receiving early intervention services; 

“(ili) the number of children with disabilities, by race, 
ethnicity, and disability category, who are participating 
in regular education; 

“(iv) the number of children with disabilities, by race, 
ethnicity, and disability category, who are in separate 
classes, separate schools or facilities, or public or private 
residential facilities; 

“(v) the number of children with disabilities, by race, 
ethnicity, and disability category, who, for each year of 
age from age 14 to 21, stopped receiving special education 
and related services because of program completion or other 
reasons and the reasons why those children stopped receiv- 
ing special education and related services; 

“(vi) the number of children with disabilities, by race 
and ethnicity, who, from birth through age 2, stopped 
receiving early intervention services because of program 
completion or for other reasons; and 

“(vii(I) the number of children with disabilities, by 
race, ethnicity, and disability category, who under subpara- 
graphs (A)(ii) and (B) of section 615(k\(1), are removed 
to an interim alternative educational setting; 

“(II) the acts or items precipitating those removals; 
and 

“(III) the number of children with disabilities who are 
subject to long-term suspensions or expulsions; and 
“(B) on the number of infants and toddlers, by race and 

ethnicity, who are at risk of having substantial developmental 

delays (as described in section 632), and who are receiving 
early intervention services under part C; and 
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20 USC 1419 


“(2) on any other information that may be required by 
the Secretary. 

“(b) SAMPLING.—The Secretary may permit States and the Sec- 
retary of the Interior to obtain the data described in subsection 
(a) through sampling. 

“(c) DISPROPORTIONALITY.— 

“(1) IN GENERAL.—Each State that receives assistance 
under this part, and the Secretary of the Interior, shall provide 
for the collection and examination of data to determine if signifi- 
cant disproportionality based on race is occurring in the State 
with respect to— 

“(A) the identification of children as children with 
disabilities, including the identification of children as chil- 
dren with disabilities in accordance with a particular 
impairment described in section 602(3); and 

“(B) the placement in particular educational settings 
of such children. 

“(2) REVIEW AND REVISION OF POLICIES, PRACTICES, AND 
PROCEDURES.—In the case of a determination of significant 
disproportionality with respect to the identification of children 
as children with disabilities, or the placement in particular 
educational settings of such children, in accordance with para- 
graph (1), the State or the Secretary of the Interior, as the 
case may be, shall provide for the review and, if appropriate, 
revision of the policies, procedures, and practices used in such 
identification or placement to ensure that such policies, proce- 
dures, and practices comply with the requirements of this Act. 


“SEC. 619. PRESCHOOL GRANTS. 


“(a) IN GENERAL.—The Secretary shall provide grants under 
this section to assist States to provide special education and related 
services, in accordance with this part— 

“(1) to children with disabilities aged 3 through 5, 
inclusive; and 

“(2) at the State’s discretion, to 2-year-old children with 
disabilities who will turn 3 during the school year. 

“(b) ELIGIBILITy.—A State shall be eligible for a grant under 
this section if such State— 

“(1) is eligible under section 612 to receive a grant under 
this part; and 

“(2) makes a free appropriate public education available 
to all children with disabilities, aged 3 through 5, residing 
in the State. 

“(c) ALLOCATIONS TO STATES.— 

“(1) IN GENERAL.—After reserving funds for studies and 
evaluations under section 674(e), the Secretary shall allocate 
the remaining amount among the States in accordance with 
paragraph (2) or (3), as the case may be. 

“(2) INCREASE IN FUNDS.—If the amount available for alloca- 
tions to States under paragraph (1) is equal to or greater 
than the amount allocated to the States under this section 
for the preceding fiscal year, those allocations shall be cal- 
culated as follows: 

“(A\i) Except as provided in subparagraph (B), the 

Secretary shall— 

“(I) allocate to each State the amount it received 
for fiscal year 1997; 
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“(II) allocate 85 percent of any remaining funds 
to States on the basis of their relative populations 
of children aged 3 through 5; and 

“(III) allocate 15 percent of those remaining funds 
to States on the basis of their relative populations 
of all children aged 3 through 5 who are living in 
poverty. 

“(ii) For the purpose of making grants under this para- 
graph, the Secretary shall use the most recent population 
data, including data on children living in poverty, that 
are available and satisfactory to the Secretary. 

“(B) Notwithstanding subparagraph (A), allocations 
under this paragraph shall be subject to the following: 

“(i) No State’s allocation shall be less than its 
allocation for the preceding fiscal year. 

“(ii) No State’s allocation shall be less than the 
greatest of— 

“(I) the sum of— 

“(aa) the amount it received for fiscal year 
1997; and 

“(bb) one third of one percent of the 
amount by which the amount appropriated 
under subsection (j) exceeds the amount appro- 
priated under this section for fiscal year 1997; 
“(II) the sum of— 

“(aa) the amount it received for the 
preceding fiscal year; and 

“(bb) that amount multiplied by the 
percentage by which the increase in the funds 
appropriated from the preceding fiscal year 
exceeds 1.5 percent; or 
“(IIT) the sum of— 

“(aa) the amount it received for the 
preceding fiscal year; and 

“(bb) that amount multiplied by 90 percent 
of the percentage increase in the amount 
appropriated from the preceding fiscal year. 

“(iii) Notwithstanding clause (ii), no State’s 
allocation under this paragraph shall exceed the 
sum of— 

“(I) the amount it received for the preceding 
fiscal year; and 
“(II) that amount multiplied by the sum of 

1.5 percent and the percentage increase in the 

amount appropriated. 

“(C) If the amount available for allocations under this 
paragraph is insufficient to pay those allocations in full, 
those allocations shall be ratably reduced, subject to 
subparagraph (B)i). 

“(3) DECREASE IN FUNDS.—If the amount available for 
allocations to States under paragraph (1) is less than the 
amount allocated to the States under this section for the preced- 
ing fiscal year, those allocations shall be calculated as follows: 

“(A) If the amount available for allocations is greater 
than the amount allocated to the States for fiscal year 
1997, each State shall be allocated the sum of— 
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“(i) the amount it received for fiscal year 

1997; and 

“(ii) an amount that bears the same relation to 
any remaining funds as the increase the State received 
for the preceding fiscal year over fiscal year 1997 bears 
to the total of all such increases for all States. 

“(B) If the amount available for allocations is equal 
to or less than the amount allocated to the States for 
fiscal year 1997, each State shall be allocated the amount 
it received for that year, ratably reduced, if necessary. 
“(4) OUTLYING AREAS.—The Secretary shall increase the 

fiscal year 1998 allotment of each outlying area under section 
611 by at least the amount that that area received under 
this section for fiscal year 1997. 

“(d) RESERVATION FOR STATE ACTIVITIES.— 

“(1) IN GENERAL.—Each State may retain not more than 
the amount described in paragraph (2) for administration and 
other State-level activities in accordance with subsections (e) 
and (f). 

“(2) AMOUNT DESCRIBED.—For each fiscal year, the Sec- 
retary shall determine and report to the State educational 
agency an amount that is 25 percent of the amount the State 
received under this section for fiscal year 1997, cumulatively 
adjusted by the Secretary for each succeeding fiscal year by 
the lesser of— 

“(A) the percentage increase, if any, from the preceding 
fiscal year in the State’s allocation under this section; 
or 

“(B) the percentage increase, if any, from the preceding 
fiscal year in the Consumer Price Index For All Urban 
Consumers published by the Bureau of Labor Statistics 
of the Department of Labor. 

“(e) STATE ADMINISTRATION.— 

“(1) IN GENERAL.—For the purpose of administering this 
section (including the coordination of activities under this part 
with, and providing technical assistance to, other programs 
that provide services to children with disabilities) a State may 
use not more than 20 percent of the maximum amount it 
may retain under subsection (d) for any fiscal year. 

“(2) ADMINISTRATION OF PART C.—Funds described in para- 
graph (1) may also be used for the administration of part 
C of this Act, if the State educational agency is the lead 
agency for the State under that part. 

“(f) OTHER STATE-LEVEL ACTIVITIES.—Each State shall use any 


funds it retains under subsection (d) and does not use for adminis- 
tration under subsection (e)}— 


“(1) for support services (including establishing and 
implementing the mediation process required by section 615(e)), 
which may benefit children with disabilities younger than 3 
or older than 5 as long as those services also benefit children 
with disabilities aged 3 through 5; 

“(2) for direct services for children eligible for services 
under this section; 

“(3) to develop a State improvement plan under subpart 
1 of part D; 

“(4) for activities at the State and local levels to meet 
the performance goals established by the State under section 
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612(a)(16) and to support implementation of the State improve- 
ment plan under subpart 1 of part D if the State receives 
funds under that subpart; or 

“(5) to supplement other funds used to develop and imple- 
ment a Statewide coordinated services system designed to 
improve results for children and families, including children 
with disabilities and their families, but not to exceed one per- 
cent of the amount received by the State under this section 
for a fiscal year. 

“(g) SUBGRANTS TO LOCAL EDUCATIONAL AGENCIES.— 

“(1) SUBGRANTS REQUIRED.—Each State that receives a 
grant under this section for any fiscal year shall distribute 
any of the grant funds that it does not reserve under subsection 
(d) to local educational agencies in the State that have estab- 
lished their eligibility under section 613, as follows: 

“(A) BASE PAYMENTS.—The State shall first award each 
agency described in paragraph (1) the amount that agency 
would have received under this section for fiscal year 1997 
if the State had distributed 75 percent of its grant for 
that year under section 619(c)(3), as then in effect. 

“(B) ALLOCATION OF REMAINING FUNDS.—After making 
allocations under subparagraph (A), the State shall— 

“(i) allocate 85 percent of any remaining funds 
to those agencies on the basis of the relative numbers 
of children enrolled in public and private elementary 
and secondary schools within the agency’s jurisdiction; 
and 

“(ii) allocate 15 percent of those remaining funds 
to those agencies in accordance with their relative 
numbers of children living in poverty, as determined 
by the State educational agency. 

“(2) REALLOCATION OF FUNDS.—If a State educational 
agency determines that a local educational agency is ade- 
quately providing a free appropriate public education to 
all children with disabilities aged 3 through 5 residing 
in the area served by that agency with State and local 
funds, the State educational agency may reallocate any 
portion of the funds under this section that are not needed 
by that local agency to provide a free appropriate public 
education to other local educational agencies in the State 
that are not adequately providing special education and 
related services to all children with disabilities aged 3 
through 5 residing in the areas they serve. 

“(h) PART C INAPPLICABLE.—Part C of this Act does not apply 
to any child with a disability receiving a free appropriate public 
education, in accordance with this part, with funds received under 
this section. 

“(i) DEFINITION.—For the purpose of this section, the term 
‘State’ means each of the 50 States, the District of Columbia, 
and the Commonwealth of Puerto Rico. 

“(j) AUTHORIZATION OF APPROPRIATIONS.—For the purpose of 
carrying out this section, there are authorized to be appropriated 
to the Secretary $500,000,000 for fiscal year 1998 and such sums 
as may be necessary for each subsequent fiscal year. 
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“PART C—INFANTS AND TODDLERS WITH 
DISABILITIES 


20 USC 1431 “SEC. 631. FINDINGS AND POLICY. 


“(a) FINDINGS.—The Congress finds that there is an urgent 


and substantial need— 


“(1) to enhance the development of infants and toddlers 
with disabilities and to minimize their potential for devel- 
opmental delay; 

“(2) to reduce the educational costs to our society, including 
our Nation’s schools, by minimizing the need for special edu- 
cation and related services after infants and toddlers with 
disabilities reach school age; 

“(3) to minimize the likelihood of institutionalization of 
individuals with disabilities and maximize the potential for 
their independently living in society; 

“(4) to enhance the capacity of families to meet the special 
needs of their infants and toddlers with disabilities; and 

“(5) to enhance the capacity of State and local agencies 
and service providers to identify, evaluate, and meet the needs 
of historically underrepresented populations, particularly 
minority, low-income, inner-city, and rural populations. 

“(b) PoLticy.—It is therefore the policy of the United States 


to provide financial assistance to States— 


20 USC 1432 


“(1) to develop and implement a statewide, comprehensive, 
coordinated, multidisciplinary, interagency system that pro- 
vides early intervention services for infants and toddlers with 
disabilities and their families; 

“(2) to facilitate the coordination of payment for early inter- 
vention services from Federal, State, local, and private sources 
(including public and private insurance coverage); 

“(3) to enhance their capacity to provide quality early 
intervention services and expand and improve existing early 
intervention services being provided to infants and toddlers 
with disabilities and their families; and 

“(4) to encourage States to expand opportunities for chil- 
dren under 3 years of age who would be at risk of having 
substantial developmental delay if they did not receive early 
intervention services. 


“SEC. 632. DEFINITIONS. 


“As used in this part: 

“(1) AT-RISK INFANT OR TODDLER.—The term ‘at-risk infant 
or toddler’ means an individual under 3 years of age who 
would be at risk of experiencing a substantial developmental 
delay if early intervention services were not provided to the 
individual. 

“(2) CoUNCIL.—The term ‘council’ means a State inter- 
agency coordinating council established under section 641. 

“(3) DEVELOPMENTAL DELAY.—The term ‘developmental 
delay’, when used with respect to an individual residing in 
a State, has the meaning given such term by the State under 
section 635(a)(1). 

“(4) EARLY INTERVENTION SERVICES.—The term ‘early inter- 
vention services’ means developmental services that— 

“(A) are provided under public supervision; 
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“(B) are provided at no cost except where Federal or 
State law provides for a system of payments by families, 
including a schedule of sliding fees; 

“(C) are designed to meet the developmental needs 
of an infant or toddler with a disability in any one or 
more of the following areas— 

“(i) physical development; 

“(ii) cognitive development; 

“(iii) communication development; 

“(iv) social or emotional development; or 

“(v) adaptive development; 

“(D) meet the standards of the State in which they 
are provided, including the requirements of this part; 

“(E) include— 

“(i) family training, counseling, and home visits; 

“(ii) special instruction; 

“(iii) speech-language pathology and audiology 
services; 

“(iv) occupational therapy; 

“(v) physical therapy; 

“(vi) psychological services; 

“(vil) service coordination services; 

“(vili) medical services only for diagnostic or 
evaluation purposes; 

“(ix) early identification, screening, and assess- 
ment services; 

“(x) health services necessary to enable the infant 
or toddler to benefit from the other early intervention 
services; 

“(xi) social work services; 

“(xii) vision services; 

“(xill) assistive technology devices and assistive 
technology services; and 

“(xiv) transportation and related costs that are 
necessary to enable an infant or toddler and the 
infant’s or toddler’s family to receive another service 
described in this paragraph; 

“(F) are provided by qualified personnel, including 

“(i) special educators; 

“(ii) speech-language pathologists and audiologists; 

“(lil) occupational therapists; 

“(iv) physical therapists; 

“(v) psychologists; 

“(vi) social workers; 

“(vil) nurses; 

“(vili) nutritionists; 

“(ix) family therapists; 

“(x) orientation and mobility specialists; and 

“(xi) pediatricians and other physicians; 

“(G) to the maximum extent appropriate, are provided 
in natural environments, including the home, and 
community settings in which children without disabilities 
participate; and 

“(H) are provided in conformity with an individualized 
family service plan adopted in accordance with section 
636. 
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“(5) INFANT OR TODDLER WITH A DISABILITY.—The term 
‘infant or toddler with a disability ’"— 
“(A) means an individual under 3 years of age who 
needs early intervention services because the individual— 
“(i) is experiencing developmental delays, as 
measured by appropriate diagnostic instruments and 
procedures in one or more of the areas of cognitive 
development, physical development, communication 
development, social or emotional development, and 
adaptive development; or 
“(ii) has a diagnosed physical or mental condition 
which has a high probability of resulting in devel- 
opmental delay; and 
“(B) may also include, at a State’s discretion, at-risk 
infants and toddlers. 


“SEC. 633. GENERAL AUTHORITY. 


“The Secretary shall, in. accordance with this part, make grants 
to States (from their allotments under section 643) to assist each 
State to maintain and implement a statewide, comprehensive, 
coordinated, multidisciplinary, interagency system to provide early 
intervention services for infants and toddlers with disabilities and 
their families. 


“SEC. 634. ELIGIBILITY. 


“In order to be eligible for a grant under section 633, a State 
shall demonstrate to the Secretary that the State— 

“(1) has adopted a policy that appropriate early interven- 
tion services are available to all infants and toddlers with 
disabilities in the State and their families, including Indian 
infants and toddlers with disabilities and their families residing 
on a reservation geographically located in the State; and 

“(2) has in effect a statewide system that meets the require- 
ments of section 635. 


“SEC. 635. REQUIREMENTS FOR STATEWIDE SYSTEM. 


“(a) IN GENERAL.—A statewide system described in section 
633 shall include, at a minimum, the following components: 

“(1) A definition of the term ‘developmental delay’ that 
will be used by the State in carrying out programs under 
this part. 

“(2) A State policy that is in effect and that ensures that 
appropriate early intervention services are available to all 
infants and toddlers with disabilities and their families, includ- 
ing Indian infants and toddlers and their families residing 
on a reservation geographically located in the State. 

“(3) A timely, comprehensive, multidisciplinary evaluation 
of the functioning of each infant or toddler with a disability 
in the State, and a family-directed identification of the needs 
of each family of such an infant or toddler, to appropriately 
assist in the development of the infant or toddler. 

“(4) For each infant or toddler with a disability in the 
State, an individualized family service plan in accordance with 
section 636, including service coordination services in accord- 
ance with such service plan. 

“(5) A comprehensive child find system, consistent with 
part B, including a system for making referrals to service 
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providers that includes timelines and provides for participation 
by primary referral sources. 

“(6) A public awareness program focusing on early identi- 
fication of infants and toddlers with disabilities, including the 
preparation and dissemination by the lead agency designated 
or established under paragraph (10) to all primary referral 
sources, especially hospitals and physicians, of information for 
parents on the availability of early intervention services, and 
procedures for determining the extent to which such sources 
disseminate such information to parents of infants and toddlers. 

“(7) A central directory which includes information on early 
intervention services, resources, and experts available in the 
State and research and demonstration projects being conducted 
in the State. 

“(8) A comprehensive system of personnel development, 
including the training of paraprofessionals and the training 
of primary referral sources respecting the basic components 
of early intervention services available in the State, that is 
consistent with the comprehensive system of personnel develop- 
ment described in section 612(a)(14) and may include— 

“(A) implementing innovative strategies and activities 
for the recruitment and retention of early education service 
providers; 

“(B) promoting the preparation of early intervention 
providers who are fully and appropriately qualified to 
provide early intervention services under this part; 

“(C) training personnel to work in rural and inner- 
city areas; and 

“(D) training personnel to coordinate transition services 
for infants and toddlers served under this part from an 
early intervention program under this part to preschool 
or other appropriate services. 

“(9) Subject to subsection (b), policies and procedures relat- 
ing to the establishment and maintenance of standards to 
ensure that personnel necessary to carry out this part are 
appropriately and adequately prepared and trained, including— 

“(A) the establishment and maintenance of standards 
which are consistent with any State-approved or recognized 
certification, licensing, registration, or other comparable 
requirements which apply to the area in which such person- 
nel are providing early intervention services; and 

“(B) to the extent such standards are not based on 
the highest requirements in the State applicable to a spe- 
cific profession or discipline, the steps the State is taking 
to require the retraining or hiring of personnel that meet 
appropriate professional requirements in the State; 

except that nothing in this part, including this paragraph, 
prohibits the use of paraprofessionals and assistants who are 
appropriately trained and supervised, in accordance with State 
law, regulations, or written policy, to assist in the provision 
of early intervention services to infants and toddlers with 
disabilities under this part. 

“(10) A single line of responsibility in a lead agency des- 
ignated or established by the Governor for carrying out— 

“(A) the general administration and supervision of pro- 
grams and activities receiving assistance under section 633, 
and the monitoring of programs and activities used by 
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the State to carry out this part, whether or not such pro- 

grams or activities are receiving assistance made available 

under section 633, to ensure that the State complies with 
this part; 

“(B) the identification and coordination of all available 
resources within the State from Federal, State, local, and 
private sources; 

“(C) the assignment of financial responsibility in 
accordance with section 637(a\2) to the appropriate agen- 
cies; 

“(D) the development of procedures to ensure that serv- 
ices are provided to infants and toddlers with disabilities 
and their families under this part in a timely manner 
pending the resolution of any disputes among public agen- 
cies or service providers; 

“(E) the resolution of intra- and interagency disputes; 
and 

“(F) the entry into formal interagency agreements that 
define the financial responsibility of each agency for paying 
for early intervention services (consistent with State law) 
and procedures for resolving disputes and that include 
all additional components necessary to ensure meaningful 
cooperation and coordination. 

“(11) A policy pertaining to the contracting or making of 
other arrangements with service providers to provide early 
intervention services in the State, consistent with the provisions 
of this part, including the contents of the application used 
and the conditions of the contract or other arrangements. 

“(12) A procedure for securing timely reimbursements of 
funds used under this part in accordance with section 640(a). 

“(13) Procedural safeguards with respect to programs under 
this part, as required by section 639. 

“(14) A system for compiling data requested by the Sec- 
retary under section 618 that relates to this part. 

“(15) A State interagency coordinating council that meets 
the requirements of section 641. 

“(16) Policies and procedures to ensure that, consistent 
with section 636(d)\(5)— 

“(A) to the maximum extent appropriate, early inter- 
vention services are provided in natural environments; and 

“(B) the provision of early intervention services for 
any infant or toddler occurs in a setting other than a 
natural environment only when early intervention cannot 
be achieved satisfactorily for the infant or toddler in a 
natural environment. 

“(b) PoLicy.—In implementing subsection (a9), a State may 


adopt a policy that includes making ongoing good-faith efforts to 
recruit and hire appropriately and adequately trained personnel 
to provide early intervention services to infants and toddlers with 
disabilities, including, in a geographic area of the State where 
there is a shortage of such personnel, the most qualified individuals 
available who are making satisfactory progress toward completing 
applicable course work necessary to meet the standards described 


in subsection (aX9), consistent with State law within 3 years. 
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“SEC. 636. INDIVIDUALIZED FAMILY SERVICE PLAN. 20 USC 1436. 


“(a) ASSESSMENT AND PROGRAM DEVELOPMENT.—A statewide 
system described in section 633 shall provide, at a minimum, for 
each infant or toddler with a disability, and the infant’s or toddler’s 
family, to receive— 

“(1) a multidisciplinary assessment of the unique strengths 
and needs of the infant or toddler and the identification of 
services appropriate to meet such needs; 

“(2) a family-directed assessment of the resources, prior- 
ities, and concerns of the family and the identification of the 
supports and services necessary to enhance the family’s capac- 
ity to meet the developmental needs of the infant or toddler; 
and 

“(3) a written individualized family service plan developed 
by a multidisciplinary team, including the parents, as required 
by subsection (e). 

“(b) PERIODIC REVIEW.—The individualized family service plan 
shall be evaluated once a year and the family shall be provided 
a review of the plan at 6-month intervals (or more often where 
appropriate based on infant or toddler and family needs). 

“(c) PROMPTNESS AFTER ASSESSMENT.—The individualized fam- 
ily service plan shall be developed within a reasonable time after 
the assessment required by subsection (a)(1) is completed. With 
the parents’ consent, early intervention services may commence 
prior to the completion of the assessment. 

“(d) CONTENT OF PLAN.—The individualized family service plan 
shall be in writing and contain— 

“(1) a statement of the infant’s or toddler’s present levels 
of physical development, cognitive development, communication 
development, social or emotional development, and adaptive 
development, based on objective criteria; 

“(2) a statement of the family’s resources, priorities, and 
concerns relating to enhancing the development of the family’s 
infant or toddler with a disability; 

“(3) a statement of the major outcomes expected to be 
achieved for the infant or toddler and the family, and the 
criteria, procedures, and timelines used to determine the degree 
to which progress toward achieving the outcomes is being made 
and whether modifications or revisions of the outcomes or serv- 
ices are necessary; 

“(4) a statement of specific early intervention services nec- 
essary to meet the unique needs of the infant or toddler and 
the family, including the frequency, intensity, and method of 
delivering services; 

“(5) a statement of the natural environments in which 
early intervention services shall appropriately be. provided, 
including a justification of the extent, if any, to which the 
services will not be provided in a natural environment; 

“(6) the projected dates for initiation of services and the 
anticipated duration of the services; 

“(7) the identification of the service coordinator from the 
profession most immediately relevant to the infant’s or toddler’s 
or family’s needs (or who is otherwise qualified to carry out 
all applicable responsibilities under this part) who will be 
responsible for the implementation of the plan and coordination 
with other agencies and persons; and 
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“(8) the steps to be taken to support the transition of 
the toddler with a disability to preschool or other appropriate 
services. 

“(e) PARENTAL CONSENT.—The contents of the individualized 
family service plan shall be fully explained to the parents and 
informed written consent from the parents shall be obtained prior 
to the provision of early intervention services described in such 
plan. If the parents do not provide consent with respect to a particu- 
lar early intervention service, then the early intervention services 
to which consent is obtained shall be provided. 


“SEC. 637. STATE APPLICATION AND ASSURANCES. 


“(a) APPLICATION.—A State desiring to receive a grant under 
section 633 shall submit an application to the Secretary at such 
time and in such manner as the Secretary may reasonably require. 
The application shall contain— 

“(1) a designation. of the lead agency in the State that 
will be responsible for the administration of funds provided 
under section 633; 

“(2) a designation of an individual or entity responsible 
for assigning financial responsibility among appropriate agen- 
cles; 

“(3) information demonstrating eligibility of the State under 
section 634, including— 

“(A) information demonstrating to the Secretary’s satis- 
faction that the State has in effect the statewide system 
required by section 633; and 

“(B) a description of services to be provided to infants 
and toddlers with disabilities and their families through 
the system; 

“(4) if the State provides services to at-risk infants and 
toddlers through the system, a description of such services; 

“(5) a description of the uses for which funds will be 
expended in accordance with this part; 

“(6) a description of the procedure used to ensure that 
resources are made available under this part for all geographic 
areas within the State; 

“(7) a description of State policies and procedures that 
ensure that, prior to the adoption by the State of any other 
policy or procedure necessary to meet the requirements of this 
part, there are public hearings, adequate notice of the hearings, 
and an opportunity for comment available to the general public, 
including individuals with disabilities and parents of infants 
and toddlers with disabilities; 

“(8) a description of the policies and procedures to be used 

“(A) to ensure a smooth transition for toddlers receiving 
early intervention services under this part to preschool 
or other appropriate services, including a description of 
how— 





“(i) the families of such toddlers will be included 
in the transition plans required by subparagraph (C); 
and 
“(ii) the lead agency designated or established 
under section 635(a)(10) will— 
“(I) notify the local educational agency for the 
area in which such a child resides that the child 
will shortly reach the age of eligibility for preschool 
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services under part B, as determined in accordance 
with State law; 

“(II) in the case of a child who may be eligible 
for such preschool services, with the approval of 
the family of the child, convene a conference among 
the lead agency, the family, and the local 
educational agency at least 90 days (and at the 
discretion of all such parties, up to 6 months) 
before the child is eligible for the preschool serv- 
ices, to discuss any such services that the child 
may receive; and 

“(III) in the case of a child who may not be 
eligible for such preschool services, with the 
approval of the family, make reasonable efforts 
to convene a conference among the lead agency, 
the family, and providers of other appropriate serv- 
ices for children who are not eligible for preschool 
services under part B, to discuss the appropriate 
services that the child may receive; 

“(B) to review the child’s program options for the period 
from the child’s third birthday through the remainder of 
the school year; and 

“(C) to establish a transition plan; and 
“(9) such other information and assurances as the Secretary 

may reasonably require. 
“(b) ASSURANCES.—The application described in subsection (a}— 

“(1) shall provide satisfactory assurance that Federal funds 
made available under section 643 to the State will be expended 
in accordance with this part; 

“(2) shall contain an assurance that the State will comply 
with the requirements of section 640; 

“(3) shall provide satisfactory assurance that the control 
of funds provided under section 643, and title to property 
derived from those funds, will be in a public agency for the 
uses and purposes provided in this part and that a public 
agency will administer such funds and property; 

“(4) shall provide for— 

“(A) making such reports in such form and containing 
such information as the Secretary may require to carry 
out the Secretary’s functions under this part; and 

“(B) keeping such records and affording such access 
to them as the Secretary may find necessary to ensure 
the correctness and verification of those reports and proper 
disbursement of Federal funds under this part; 

“(5) provide satisfactory assurance that Federal funds made 
available under section 643 to the State— 

“(A) will not be commingled with State funds; and 

“(B) will be used so as to supplement the level of 
State and local funds expended for infants and toddlers 
with disabilities and their families and in no case to sup- 
plant those State and local funds; 

“(6) shall provide satisfactory assurance that such fiscal 
control and fund accounting procedures will be adopted as 
may be necessary to ensure proper disbursement of, and 
accounting for, Federal funds paid under section 643 to the 
State; 
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“(7) shall provide satisfactory assurance that policies and 
procedures have been adopted to ensure meaningful involve- 
ment of underserved groups, including minority, low-income, 
and rural families, in the planning and implementation of 
all the requirements of this part; and 

“(8) shall contain such other information and assurances 
as the Secretary may reasonably require by regulation. 

“(c) STANDARD FOR DISAPPROVAL OF APPLICATION.—The Sec- 
retary may not disapprove such an application unless the Secretary 
determines, after notice and opportunity for a hearing, that the 
application fails to comply with the requirements of this section. 

“(d) SUBSEQUENT STATE APPLICATION.—If a State has on file 
with the Secretary a policy, procedure, or assurance that 
demonstrates that the State meets a requirement of this section, 
including any policy or procedure filed under part H (as in effect 
before July 1, 1998), the Secretary shall consider the State to 
have met the requirement for purposes of receiving a grant under 
this part 

“(e) MODIFICATION OF APPLICATION.—An application submitted 
by a State in accordance with this section shall remain in effect 
until the State submits to the Secretary such modifications as 
the State determines necessary. This section shall apply to a modi- 
fication of an application to the same extent and in the same 
manner as this section applies to the original application. 

“(f) MODIFICATIONS REQUIRED BY THE SECRETARY.—The 
Secretary may require a State to modify its application under 
this section, but only tc the extent necessary to ensure the State’s 
compliance with this part, if— 

“(1) an amendment is made to this Act, or a Federal regula- 
tion issued under this Act; 

“(2) a new interpretation of this Act is made by a Federal 
court or the State’s highest court; or 

“(3) an official finding of noncompliance with Federal law 
or regulations is made with respect to the State. 

“SEC. 638. USES OF FUNDS. 

“In addition to using funds provided under section 633 to main- 
tain and implement the statewide system required by such section, 
a State may use such funds— 

“(1) for direct early intervention services for infants and 
toddlers with disabilities, and their families, under this part 
that are not otherwise funded through other public or private 
sources; 

“(2) to expand and improve on services for infants and 
toddlers and their families under this part that are otherwise 
available; 

“(3) to provide a free appropriate public education, in 
accordance with part B, to children with disabilities from their 
third birthday to the beginning of the following school year; 
and 

“(4) in any State that does not provide services for at- 
risk infants and toddlers under section 637(a\4), to strengthen 
the statewide system by initiating, expanding, or improving 
collaborative efforts related to at-risk infants and toddlers, 
including establishing linkages with appropriate public or pri- 
vate community-based organizations, services, and personnel 
for the purposes of— 
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“(A) identifying and evaluating at-risk infants and 
toddlers; 

“(B) making referrals of the infants and toddlers identi- 
fied and evaluated under subparagraph (A); and 

“(C) conducting periodic follow-up on each such referral 
to determine if the status of the infant or toddler involved 
has changed with respect to the eligibility of the infant 
or toddler for services under this part. 


“SEC. 639. PROCEDURAL SAFEGUARDS. 20 USC 1439 


“(a) MINIMUM PROCEDURES.—The procedural safeguards 
required to be included in a statewide system under section 
635(a)\(13) shall provide, at a minimum, the following: 

“(1) The timely administrative resolution of complaints by 
parents. Any party aggrieved by the findings and decision 
regarding an administrative complaint shall have the right 
to bring a civil action with respect to the complaint in any 
State court of competent jurisdiction or in a district court 
of the United States without regard to the amount in con- 
troversy. In any action brought under this paragraph, the court Records 
shall receive the records of the administrative proceedings, 
shall hear additional evidence at the request of a party, and, 
basing its decision on the preponderance of the evidence, shall 
grant such relief as the court determines is appropriate. 

“(2) The right to confidentiality of personally identifiable 
information, including the right of parents to written notice 
of and written consent to the exchange of such information 
among agencies consistent with Federal and State law. 

(3) The right of the parents to determine whether they, 
their infant or toddler, or other family members will accept 
or decline any early intervention service under this part in 
accordance with State law without jeopardizing other early 
intervention services under this part. 

“(4) The opportunity for parents to examine records relating 
to assessment, screening, eligibility determinations, and the 
development and implementation of the individualized family 
service plan. 

“(5) Procedures to protect the rights of the infant or toddler 
whenever the parents of the infant or toddler are not known 
or cannot be found or the infant or toddler is a ward of the 
State, including the assignment of an individual (who shall 
not be an employee of the State lead agency, or other State 
agency, and who shall not be any person, or any employee 
of a person, providing early intervention services to the infant 
or toddler or any family member of the infant or toddler) 
to act as a surrogate for the parents. 

“(6) Written prior notice to the parents of the infant or 
toddler with a disability whenever the State agency or service 
provider proposes to initiate or change or refuses to initiate 
or change the identification, evaluation, or placement of the 
infant or toddler with a disability, or the provision of appro- 
priate early intervention services to the infant or toddler. 

“(7) Procedures designed to ensure that the notice required 
by paragraph (6) fully informs the parents, in the parents’ 
native language, unless it clearly is not feasible to do so, 
of all procedures available pursuant to this section. 
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“(8) The right of parents to use mediation in accordance 
with section 615(e), except that— 

“(A) any reference in the section to a State educational 
agency shall be considered to be a reference to a State’s 
lead agency established or designated under section 
635(a\ 10); 

“(B) any reference in the section to a local educational 
agency shall be considered to be a referencé to a local 
service provider or the State’s lead agency under this part, 
as the case may be; and 

“(C) any reference in the section to the provision of 
free appropriate public education to children with disabil- 
ities shall be considered to be a reference to the provision 
of appropriate early intervention services to infants and 
toddlers with disabilities. 

“(b) SERVICES DURING PENDENCY OF PROCEEDINGS.—During 
the pendency of any proceeding or action involving a complaint 
by the parents of an infant or toddler with a disability, unless 
the State agency and the parents otherwise agree, the infant or 
toddler shall continue to receive the appropriate early intervention 
services currently being provided or, if applying for initial services, 
shall receive the services not in dispute. 


“SEC. 640. PAYOR OF LAST RESORT. 


“(a) NONSUBSTITUTION.—Funds provided under section 643 may 
not be used to satisfy a financial commitment for services that 
would have been paid for from another public or private source, 
including any medical program administered by the Secretary of 
Defense, but for the enactment of this part, except that whenever 
considered necessary to prevent a delay in the receipt of appropriate 
early intervention services by an infant, toddler, or family in a 
timely fashion, funds provided under section 643 may be used 
to pay the oem of services pending reimbursement from the 
agency that has ultimate responsibility for the payment. 

“(b) REDUCTION OF OTHER BENEFITS.—Nothing in this part 
shall be construed to permit the State to reduce medical or other 
assistance available or to alter eligibility under title V of the Social 
Security Act (relating to maternal aaa child health) or title XIX 
of the Social Security Act (relating to Medicaid for infants or 
toddlers with disabilities) within the State. 


“SEC. 641. STATE INTERAGENCY COORDINATING COUNCIL. 


“(a) ESTABLISHMENT.— 

“(1) IN GENERAL.—A State that desires to receive financial 
assistance under this part shall establish a State interagency 
coordinating council. 

“(2) APPOINTMENT.—The council shall be appointed by the 
Governor. In making appointments to the council, the Governor 
shall ensure that the membership of the council reasonably 
represents the population of the State. 

“(3) CHAIRPERSON.—The Governor shall designate a mem- 
ber of the council to serve as the chairperson of the council, 
or shall require the council to so designate such a member. 
Any member of the council who is a representative of the 
lead agency designated under section 635(a)(10) may not serve 
as the chairperson of the council. 

“(b) COMPOSITION.— 
“(1) IN GENERAL.—The council shall be composed as follows: 
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“(A) PARENTS.—At least 20 percent of the members 
shall be parents of infants or toddlers with disabilities 
or children with disabilities aged 12 or younger, with 
knowledge of, or experience with, programs for infants 
and toddlers with disabilities. At least one such member 
shall be a parent of an infant or toddler with a disability 
or a child with a disability aged 6 or younger. 

“(B) SERVICE PROVIDERS.—At least 20 percent of the 
members shall be public or private providers of early inter- 
vention services. 

“(C) STATE LEGISLATURE.—At least one member shall 
be from the State legislature. 

“(D) PERSONNEL PREPARATION.—At least one member 
shall be involved in personnel preparation. 

“(E) AGENCY FOR EARLY INTERVENTION SERVICES.—At 
least one member shall be from each of the State agencies 
involved in the provision of, or payment for, early interven- 
tion services to infants and toddlers with disabilities and 
their families and shall have sufficient authority to engage 
in policy planning and implementation on behalf of such 
agencies. 

“(F) AGENCY FOR PRESCHOOL SERVICES.—At least one 
member shall be from the State educational agency respon- 
sible for preschool services to children with disabilities 
and shall have sufficient authority to engage in policy 
planning and implementation on behalf of such agency. 

“(G) AGENCY FOR HEALTH INSURANCE.—At least one 
member shall be from the agency responsible for the State 
governance of health insurance. 

“(H) HEAD START AGENCY.—At least one representative 
from a Head Start agency or program in the State. 

“(1) CHILD CARE AGENCY.—At least one representative 
from a State agency responsible for child care. 

“(2) OTHER MEMBERS.—The council may include other mem- 
bers selected by the Governor, including a representative from 
the Bureau of Indian Affairs, or where there is no BIA-operated 
or BIA-funded school, from the Indian Health Service or the 
tribe or tribal council. 

“(c) MEETINGS.—The council shall meet at least quarterly and 
in such places as it deems necessary. The meetings shall be publicly 
announced, and, to the extent appropriate, open and accessible 
to the general public. 

“(d) MANAGEMENT AUTHORITY.—Subject to the approval of the 
Governor, the council may prepare and approve a budget using 
funds under this part to conduct hearings and forums, to reimburse 
members of the council for reasonable and necessary expenses for 
attending council meetings and performing council duties (including 
child care for parent representatives), to pay compensation to a 
member of the council if the member is not employed or must 
forfeit wages from other employment when performing official 
council business, to hire staff, and to obtain the services of such 
professional, technical, and clerical personnel as may be necessary 
to carry out its functions under this part. 

“(e) FUNCTIONS OF COUNCIL.— 

“(1) DuTIES.—The council shall— 

“(A) advise and assist the lead agency designated or 
established under section 635(a)(10) in the performance 
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of the responsibilities set forth in such section, particularly 

the identification of the sources of fiscal and other support 

for services for early intervention programs, assignment 
of financial responsibility to the appropriate agency, and 
the promotion of the interagency agreements; 

“(B) advise and assist the lead agency in the prepara- 
tion of applications and amendments thereto; 

“(C) advise and assist the State educational agency 
regarding the transition of toddlers with disabilities to 
preschool and other appropriate services; and 

Reports “(D) prepare and submit an annual report to the 

Governor and to the Secretary on the status of early inter- 

vention programs for infants and toddlers with disabilities 

and their families operated within the State. 

“(2) AUTHORIZED ACTIVITY.—The council may advise and 
assist the lead agency and the State educational agency regard- 
ing the provision of appropriate services for children from birth 
through age 5. The council may advise appropriate agencies 
in the State with respect to the integration of services for 
infants and toddlers with disabilities and at-risk infants and 
toddlers and their families, regardless of whether at-risk infants 
and toddlers are eligible for early intervention services in the 
State. 

“(f) CONFLICT OF INTEREST.—No member of the council shall 
cast a vote on any matter that would provide direct financial 
benefit to that member or otherwise give the appearance of a 
conflict of interest under State law. 





20 USC 1442 “SEC. 642. FEDERAL ADMINISTRATION. 


“Sections 616, 617, and 618 shall, to the extent not inconsistent 
with this part, apply to the program authorized by this part, 
except that— 

“(1) any reference in such sections to a State educational 
agency shall be considered to be a reference to a State’s lead 
agency established or designated under section 635(a)(10); 

“(2) any reference in such sections to a local educational 
agency, educational service agency, or a State agency shall 
be considered to be a reference to an early intervention service 
provider under this part; and 

“(3) any reference to the education of children with 
disabilities or the education of all children with disabilities 
shall be considered to be a reference to the provision of appro- 
priate early intervention services to infants and toddlers with 
disabilities. 


20 USC 1443 “SEC. 643. ALLOCATION OF FUNDS. 


“(a) RESERVATION OF FUNDS FOR OUTLYING AREAS.— 

“(1) IN GENERAL.—From the sums appropriated to carry 
out this part for any fiscal year, the Secretary may reserve 
up to one percent for payments to Guam, American Samoa, 
the Virgin Islands, al the Commonwealth of the Northern 
Mariana Islands in accordance with their respective needs. 

“(2) CONSOLIDATION OF FUNDS.—The provisions of Public 
Law 95-134, permitting the consolidation Sevaste to the outly- 
ing areas, shall not apply to funds those areas receive under 
this part. 

“(b) PAYMENTS TO INDIANS.— 
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“(1) IN GENERAL.—The Secretary shall, subject to this sub- 
section, make payments to the Secretary of the Interior to 
be distributed to tribes, tribal organizations (as defined under 
section 4 of the Indian Self-Determination and Education 
Assistance Act), or consortia of the above entities for the 
coordination of assistance in the provision of early intervention 
services by the States to infants and toddlers with disabilities 
and their families on reservations served by elementary and 
secondary schools for Indian children operated or funded by 
the Department of the Interior. The amount of such payment 
for any fiscal year shall be 1.25 percent of the aggregate of 
the amount available to all States under this part for such 
fiscal year. 

“(2) ALLOCATION.—For each fiscal year, the Secretary of 
the Interior shall distribute the entire payment received under 
paragraph (1) by providing to each tribe, tribal organization, 
or consortium an amount based on the number of infants and 
toddlers residing on the reservation, as determined annually, 
divided by the total of such children served by all tribes, tribal 
organizations, or consortia. 

“(3) INFORMATION.—To receive a payment under this 
subsection, the tribe, tribal organization, or consortium shall 
submit such information to the Secretary of the Interior as 
is needed to determine the amounts to be distributed under 
paragraph (2). 

“(4) USE OF FUNDS.—The funds received by a tribe, tribal 
organization, or consortium shall be used to assist States in 
child find, screening, and other procedures for the early identi- 
fication of Indian children under 3 years of age and for parent 
training. Such funds may also be used to provide early interven- 
tion services in accordance with this part. Such activities may 
be carried out directly or through contracts or cooperative agree- 
ments with the BIA, local educational agencies, and other public 
or private nonprofit organizations. The tribe, tribal organiza- 
tion, or consortium is encouraged to involve Indian parents 
in the development and implementation of these activities. 
The above entities shall, as appropriate, make referrals to 
local, State, or Federal entities for the provision of services 
or further diagnosis. 

“(5) REPORTS.—To be eligible to receive a grant under para- 
graph (2), a tribe, tribal organization, or consortium shall make 
a biennial report to the Secretary of the Interior of activities 
undertaken under this subsection, including the number of 
contracts and cooperative agreements entered into, the number 
of children contacted and receiving services for each year, and 
the estimated number of children needing services during the 
2 years following the year in which the report is made. The 
Secretary of the Interior shall include a summary of this 
information on a biennial basis to the Secretary of Education 
along with such other information as required under section 
611(iX3)\E). The Secretary of Education may require any addi- 
tional information from the Secretary of the Interior. 

“(6) PROHIBITED USES OF FUNDS.—None of the funds under 
this subsection may be used by the Secretary of the Interior 
for administrative purposes, including child count, and the 
provision of technical assistance. 

“(c) STATE ALLOTMENTS.— 
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“(1) IN GENERAL.—Except as provided in paragraphs (2), 
(3), and (4), from the funds remaining for each fiscal year 
after the reservation and payments under subsections (a) and 
(b), the Secretary shall first allot to each State an amount 
that bears the same ratio to the amount of such remainder 
as the number of infants and toddlers in the State bears to 
the number of infants and toddlers in all States. 

“(2) MINIMUM ALLOTMENTS.—Except as provided in para- 
graphs (3) and (4), no State shall receive an amount under 
this section for any fiscal year that is less than the 
greatest of— 

“(A) one-half of one percent of the remaining amount 
described in paragraph (1); or 

“(B) $500,000. 

“(3) SPECIAL RULE FOR 1998 AND 1999.— 

“(A) IN GENERAL.—Except as provided in paragraph 
(4), no State may receive an amount under this section 
for either fiscal year 1998 or 1999 that is less than the 
sum of the amounts such State received for fiscal year 
1994 under 

“(i) part H (as in effect for such fiscal year); and 
“(ii) subpart 2 of part D of chapter 1 of title I 
of the Elementary and Secondary Education Act of 

1965 (as in effect on the day before the date of the 

enactment of the Improving America’s Schools Act of 

1994) for children with disabilities under 3 years of 

age. 

“(B) EXcEPTION.—If, for fiscal year 1998 or 1999, the 
number of infants and toddlers in a State, as determined 
under paragraph (1), is less than the number of infants 
and toddlers so determined for fiscal year 1994, the amount 
determined under subparagraph (A) for the State shall 
be reduced by the same percentage by which the number 
of such infants and toddlers so declined. 

“(4) RATABLE REDUCTION.— 

“(A) IN GENERAL.—If the sums made available under 
this part for any fiscal year are insufficient to pay the 
full amounts that all States are eligible to receive under 
this subsection for such year, the Secretary shall ratably 
reduce the allotments to such States for such year. 

“(B) ADDITIONAL FUNDS.—If additional funds become 
available for making payments under this subsection for 
a fiscal year, allotments that were reduced under subpara- 
graph (A) shall be increased on the same basis they were 
reduced. 

“(5) DEFINITIONS.—For the purpose of this subsection— 

“(A) the terms ‘infants’ and ‘toddlers’ mean children 
under 3 years of age; and 

“(B) the term ‘State’ means each of the 50 States, 
the District of Columbia, and the Commonwealth of Puerto 
Rico. 

“(d) REALLOTMENT OF FuUNDsS.—If a State elects not to receive 
its allotment under subsection (c), the Secretary shall reallot, among 
the remaining States, amounts from such State in accordance with 
such subsection. 
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“SEC. 644. FEDERAL INTERAGENCY COORDINATING COUNCIL. 20 USC 1444 
“(a) ESTABLISHMENT AND PURPOSE.— 

“(1) IN GENERAL.—The Secretary shall establish a Federal 
Interagency Coordinating Council in order to— 

“(A) minimize duplication of programs and activities 
across Federal, State, and local agencies, relating to— 

“(i) early intervention services for infants and 
toddlers with disabilities (including at-risk infants and 
toddlers) and their families; and 

“(ii) preschool or other appropriate services for chil- 
dren with disabilities; 

“(B) ensure the effective coordination of Federal early 
intervention and preschool programs and policies across 
Federal agencies; 

“(C) coordinate the provision of Federal technical 
assistance and support activities to States; 

“(D) identify gaps in Federal agency programs and 
services; and 

“(E) identify barriers to Federal interagency coopera- 
tion. 

“(2) APPOINTMENTS.—The council established under para- 
graph (1) (hereafter in this section referred to as the ‘Council’) 
and the chairperson of the Council shall be appointed by the 
Secretary in consultation with other appropriate Federal agen- 
cies. In making the appointments, the Secretary shall ensure 
that each member has sufficient authority to engage in policy 
planning and implementation on behalf of the department, 
agency, or program that the member represents. 

“(b) COMPOSITION.—The Council shall be composed of— 

“(1) a representative of the Office of Special Education 
Programs; 

“(2) a representative of the National Institute on Disability 
and Rehabilitation Research and a representative of the Office 
of Educational Research and Improvement; 

“(3) a representative of the Maternal and Child Health 
Services Block Grant Program; 

“(4) a representative of programs administered under the 
Developmental Disabilities Assistance and Bill of Rights Act; 

“(5) a representative of the Health Care Financing Adminis- 
tration; 

“(6) a representative of the Division of Birth Defects and 
Developmental Disabilities of the Centers for Disease Control; 

“(7) a representative of the Social Security Administration; 

“(8) a representative of the special supplemental nutrition 
program for women, infants, and children of the .Department 
of Agriculture; 

“(9) a representative of the National Institute of Mental 
Health; 

“(10) a representative of the National Institute of Child 
Health and Human Development; 

“(11) a representative of the Bureau of Indian Affairs of 
the Department of the Interior; 

“(12) a representative of the Indian Health Service; 

“(13) a representative of the Surgeon General; 

“(14) a representative of the Department of Defense; 
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“(15) a representative of the Children’s Bureau, and a 
representative of the Head Start Bureau, of the Administration 
for Children and Families; 

“(16) a representative of the Substance Abuse and Mental 
Health Services Administration; 

“(17) a representative of the Pediatric AIDS Health Care 
Demonstration Program in the Public Health Service; 

“(18) parents of children with disabilities age 12 or under 
(who shall constitute at least 20 percent of the members of 
the Council), of whom at least one must have a child with 
a disability under the age of 6; 

“(19) at least two representatives of State lead agencies 
for early intervention services to infants and toddlers, one 
of whom must be a representative of a State educational agency 
and the other a representative of a non-educational agency; 

“(20) other members representing appropriate agencies 
involved in the provision of, or payment for, early intervention 
services and special education and related services to infants 
and toddlers with disabilities and their families and preschool 
children with disabilities; and 

“(21) other persons appointed by the Secretary. 

“(c) MEETINGS.—The Council shall meet at least quarterly and 


in such places as the Council deems necessary. The meetings shall 
be publicly announced, and, to the extent appropriate, open and 
accessible to the general public. 


“(d) FUNCTIONS OF THE COUNCIL.—The Council shall— 

“(1) advise and assist the Secretary of Education, the Sec- 
retary of Health and Human Services, the Secretary of Defense, 
the Secretary of the Interior, the Secretary of Agriculture, 
and the Commissioner of Social Security in the performance 
of their responsibilities related to serving children from birth 
through age 5 who are eligible for services under this part 
or under part B; 

“(2) conduct policy analyses of Federal programs related 
to the provision of early intervention services and special edu- 
cational and related services to infants and toddlers with 
disabilities and their families, and preschool children with 
disabilities, in order to determine areas of conflict, overlap, 
duplication, or inappropriate omission; 

“(3) identify strategies to address issues described in para- 
graph (2); 

“(4) develop and recommend joint policy memoranda 
concerning effective interagency collaboration, including 
modifications to regulations, and the elimination of barriers 
to interagency programs and activities; 

“(5) coordinate technical assistance and disseminate 
information on best practices, effective program coordination 
strategies, and recommendations for improved early interven- 
tion programming for infants and toddlers with disabilities 
and their families and preschool children with disabilities; and 

“(6) facilitate activities in support of States’ interagency 
coordination efforts. 

“(e) CONFLICT OF INTEREST.—No member of the Council shall 


cast a vote on any matter that would provide direct financial 
benefit to that member or otherwise give the appearance of a 
conflict of interest under Federal law. 
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“({) FEDERAL ADVISORY COMMITTEE ACT.—The Federal 
Advisory Committee Act (5 U.S.C. App.) shall not apply to the 
establishment or operation of the Council. 


“SEC. 645. AUTHORIZATION OF APPROPRIATIONS. 20 USC 1445. 


“For the purpose of carrying out this part, there are authorized 
to be appropriated $400,000,000 for fiscal year 1998 and such 
sums as may be necessary for each of the fiscal years 1999 through 
2002. 


“PART D—NATIONAL ACTIVITIES TO IMPROVE 
EDUCATION OF CHILDREN WITH DISABILITIES 


“Subpart 1—State Program Improvement Grants 
for Children with Disabilities 


“SEC. 651. FINDINGS AND PURPOSE. 20 USC 1451 


“(a) FINDINGS.—The Congress finds the following: 

“(1) States are responding with some success to multiple 
pressures to improve educational and transitional services and 
results for children with disabilities in response to growing 
demands imposed by ever-changing factors, such as demo- 
graphics, social policies, and labor and economic markets. 

“(2) In order for States to address such demands and to 
facilitate lasting systemic change that is of benefit to all stu- 
dents, including children with disabilities, States must involve 
local educational agencies, parents, individuals with disabilities 
and their families, teachers and other service providers, and 
other interested individuals and organizations in carrying out 
comprehensive strategies to improve educational results for 
children with disabilities. 

“(3) Targeted Federal financial resources are needed to 
assist States, working in partnership with others, to identify 
and make needed changes to address the needs of children 
with disabilities into the next century. 

“(4) State educational agencies, in partnership with local 
educational agencies and other individuals and organizations, 
are in the best position to identify and design ways to meet 
emerging and expanding demands to improve education for 
children with disabilities and to address their special needs. 

“(5) Research, demonstration, and practice over the past 
20 years in special education and viiated disciplines have built 
a foundation of knowledge on which State and local systemic- 
change activities can now be based. 

“(6) Such research, demonstration, and practice in special 
education and related disciplines have demonstrated that an 
effective educational system now and in the future must— 

“(A) maintain high academic standards and clear 
performance goals for children with disabilities, consistent 
with the standards and expectations for all students in 
the educational system, and provide for appropriate and 
effective strategies and methods to ensure that students 
who are children with disabilities have maximum 
opportunities to achieve those standards and goals; 

“(B) create a system that fully addresses the needs 
of all students, including children with disabilities, by 
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addressing the needs of children with disabilities in carry- 
ing out educational reform activities; 

“(C) clearly define, in measurable terms, the school 
and post-school results that children with disabilities are 
expected to achieve; 

“(D) promote service integration, and the coordination 
of State and local education, social, health, mental health, 
and other services, in addressing the full range of student 
needs, particularly the needs of children with disabilities 
who require significant levels of support to maximize their 
participation and learning in school and the community; 

“(E) ensure that children with disabilities are provided 
assistance and support in making transitions as described 
in section 674(b)\(3\C); 

“(F) promote comprehensive programs of professional 
development to ensure that the persons responsible for 
the education or a transition of children with disabilities 
possess the skills and knowledge necessary to address the 
educational and related needs of those children; 

“(G) disseminate to teachers and other personnel serv- 
ing children with disabilities research-based knowledge 
about successful teaching practices and models and provide 
technical assistance to local educational agencies and 
schools on how to improve results for children with disabil- 
ities; 

“(H) create school-based disciplinary strategies that 
will be used to reduce or eliminate the need to use suspen- 
sion and expulsion as disciplinary options for children with 
disabilities; 

“(I) establish placement-neutral funding formulas and 
cost-effective strategies for meeting the needs of children 
with disabilities; and 

“(J) involve individuals with disabilities and parents 
of children with disabilities in planning, implementing, 
and evaluating systemic-change activities and educational 
reforms. 

“(b) PURPOSE.—The purpose of this subpart is to assist State 
educational agencies, and their partners referred to in section 
652(b), in reforming and improving their systems for providing 
educational, early intervention, and transitional services, including 
their systems for professional development, technical assistance, 
and dissemination of knowledge about best practices, to improve 
results for children with disabilities. 


“SEC. 652. ELIGIBILITY AND COLLABORATIVE PROCESS. 


“(a) ELIGIBLE APPLICANTS.—A State educational agency may 
apply for a grant under this subpart for a grant period of not 
less than 1 year and not more than 5 years. 

“(b) PARTNERS. — 

“(1) REQUIRED PARTNERS.— 

“(A) CONTRACTUAL PARTNERS.—In order to be consid- 
ered for a grant under this subpart, a State educational 
agency shall establish a partnership with local educational 
agencies and other State agencies involved in, or concerned 
with, the education of children with disabilities. 

“(B) OTHER PARTNERS.—In order to be considered for 
a grant under this subpart, a State educational agency 
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shall work in partnership with other persons and organiza- 
tions involved in, and concerned with, the education of 
children with disabilities, including— 

“(i) the Governor; 

“(ii) parents of children with disabilities; 

“(iii) parents of nondisabled children; 

“(iv) individuals with disabilities; 

“(v) organizations representing individuals with 
disabilities and their parents, such as parent training 
and information centers; 

“(vi) community-based and other nonprofit 
organizations involved in the education and employ- 
ment of individuals with disabilities; 

“(vii) the lead State agency for part C; 

“(viii) general and special education teachers, and 
early intervention personnel; 

“(ix) the State advisory panel established under 
part C; 

“(x) the State interagency coordinating council 
established under part C; and 

“(xi) institutions of higher education within the 
State. 

“(2) OPTIONAL PARTNERS.—A partnership under subpara- 
graph (A) or (B) of paragraph (1) may also include— 

“(A) individuals knowledgeable about vocational 
education; 

“(B) the State agency for higher education; 

“(C) the State vocational rehabilitation agency; 

“(D) public agencies with jurisdiction in the areas of 
health, mental health, social services, and juvenile justice; 
and 

“(E) other individuals. 


“SEC. 653. APPLICATIONS. 


“(a) IN GENERAL.— 

“(1) SUBMISSION.—A State educational agency that desires 
to receive a grant under this subpart shall submit to the 
Secretary an application at such time, in such manner, and 
including such information as the Secretary may require. 

“(2) STATE IMPROVEMENT PLAN.—The application shall 
include a State improvement plan that— 

“(A) is integrated, to the maximum extent possible, 
with State plans under the Elementary and Secondary 
Education Act of 1965 and the Rehabilitation Act of 1973, 
as appropriate; and 

“(B) meets the requirements of this section. 

“(b) DETERMINING CHILD AND PROGRAM NEEDS.— 

“(1) IN GENERAL.—Each State improvement plan shall 
identify those critical aspects of early intervention, general 
education, and special education programs (including profes- 
sional development, based on an assessment of State and local 
needs) that must be improved to enable children with disabil- 
ities to meet the goals established by the State under section 
612(a)(16). 

“(2) REQUIRED ANALYSES.—To meet the requirement of 
paragraph (1), the State improvement plan shall include at 
least— 


20 USC 1453 
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‘ 


‘(A) an analysis of all information, reasonably available 
to the State educational agency, on the performance of 
children with disabilities in the State, including— 

“(i) their performance on State assessments and 
other performance indicators established for all chil- 
dren, including drop-out rates and graduation rates; 

‘(ii) their participation in postsecondary education 
and employment; and 

“(iii) how their performance on the assessments 
and indicators described in clause (i) compares to that 
of non-disabled children; 

“(B) an analysis of State and local needs for profes- 
sional development for personnel to serve children with 
disabilities that includes, at a minimum— 

“(i) the number of personnel providing special 
education and related services; and 

‘(ii) relevant information on current and antici- 
pated personnel vacancies and shortages (including the 
number of individuals described in clause (i) with tem- 
porary certification), and on the extent of certification 
or retraining necessary to eliminate such shortages, 
that is based, to the maximum extent possible, on 
existing assessments of personnel needs; 

“(C) an analysis of the major findings of the Secretary’s 
most recent reviews of State compliance, as they relate 
to improving results for children with disabilities; and 

“(D) an analysis of other information, reasonably avail- 
able to the State, on the effectiveness of the State’s systems 
of early intervention, special education, and general edu- 
cation in meeting the needs of children with disabilities. 


:) IMPROVEMENT STRATEGIES.—Each State improvement 


plan shall— 


‘(1) describe a partnership agreement that— 
“(A) specifies— 

‘(i) the nature and extent of the partnership among 
the State educational agency, local educational agen- 
cies, and other State agencies involved in, or concerned 
with, the education of children with disabilities, and 
the respective roles of each member of the partnership; 
and 

“(ii) how such agencies will work in partnership 
with other persons and organizations involved in, and 
concerned with, the education of children with disabil- 
ities, including the respective roles of each of these 
persons and organizations; and 
“(B) is in effect for the period of the grant; 

“(2) describe how grant funds will be used in undertaking 


the systemic-change activities, and the amount and nature 
of funds from any other sources, including part B funds retained 
for use at the State level under sections 611(f) and 619(d), 
that will be committed to the systemic-change activities; 


(3) describe the strategies the State will use to address 


the needs identified under subsection (b), including— 


“(A) how the State will change State policies and proce- 
dures to address systemic barriers to improving results 
for children with disabilities; 
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“(B) how the State will hold local educational agencies 
and schools accountable for educational progress of children 
with disabilities; 

“(C) how the State will provide technical assistance 
to local educational agencies and schools to improve results 
for children with disabilities; 

“(D) how the State will address the identified needs 
for in-service and pre-service preparation to ensure that 
all personnel who work with children with disabilities 
(including both professional and paraprofessional personnel 
who provide special education, general education, related 
services, or early intervention services) have the skills and 
knowledge necessary to meet the needs of children with 
disabilities, including a description of how— 

“(i) the State will prepare general and special edu- 
cation personnel with the content knowledge and 
collaborative skills needed to meet the needs of children 
with disabilities, including how the State will work 
with other States on common certification criteria; 

“(ii) the State will prepare professionals and para- 
professionals in the area of early intervention with 
the content knowledge and collaborative skills needed 
to meet the needs of infants and toddlers with disabil- 
ities; 

“(iii) the State will work with institutions of higher 
education and other entities that (on both a pre-service 
and an in-service basis) prepare personnel who work 
with children with disabilities to ensure that those 
institutions and entities develop the capacity to support 
quality professional development programs that meet 
State and local needs; 

“(iv) the State will work to develop collaborative 
agreements with other States for the joint support 
and development of programs to prepare personnel 
for which there is not sufficient demand within a single 
State to justify support or development of such a pro- 
gram of preparation; 

“(v) the State will work in collaboration with other 
States, particularly neighboring States, to address the 
lack of uniformity and reciprocity in the credentialing 
of teachers and other personnel; 

“(vi) the State will enhance the ability of teachers 
and others to use strategies, such as behavioral inter- 
ventions, to address the conduct of children with 
disabilities that impedes the learning of children with 
disabilities and others; 

“(vii) the State will acquire and disseminate, to 
teachers, administrators, school board members, and 
related services personnel, significant knowledge 
derived from educational research and other sources, 
and how the State will, when appropriate, adopt 
promising practices, materials, and technology; 

“(viii) the State will recruit, prepare, and retain 
qualified personnel, including personnel with 
disabilities and personnel from groups that are under- 
represented in the fields of regular education, special 
education, and related services; 
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“(ix) the plan is integrated, to the maximum extent 
possible, with other professional development plans 
and activities, including plans and activities developed 
and carried out under other Federal and State laws 
that address personnel recruitment and training; and 

“(x) the State will provide for the joint training 
of parents and special education, related services, and 
general education personnel; 

“(E) strategies that will address systemic problems 
identified in Federal compliance reviews, including short- 
ages of qualified personnel; 

“(F) how the State will disseminate results of the local 
capacity-building and improvement projects funded under 
section 611(f (4); 

“(G) how the State will address improving results for 
children with disabilities in the geographic areas of greatest 
need; and 

“(H) how the State will assess, on a regular basis, 
the extent to which the strategies implemented under this 
subpart have been effective; and 
“(4) describe how the improvement strategies described 

in paragraph (3) will be coordinated with public and private 
sector resources. 
“(d) COMPETITIVE AWARDS.— 

“(1) IN GENERAL.—The Secretary shall make grants under 
this subpart on a competitive basis. 

“(2) PRIORITY.—The Secretary may give priority to applica- 
tions on the basis of need, as indicated by such information 
as the findings of Federal compliance reviews. 

“(e) PEER REVIEW.— 

“(1) IN GENERAL.—The Secretary shall use a panel of 
experts who are competent, by virtue of their training, exper- 
tise, or experience, to evaluate applications under this subpart. 

“(2) COMPOSITION OF PANEL.—A majority of a panel 
described in paragraph (1) shall be composed of individuals 
who are not employees of the Federal Government. 

“(3) PAYMENT OF FEES AND EXPENSES OF CERTAIN MEM- 
BERS.—The Secretary may use available funds appropriated 
to carry out this subpart to pay the expenses and fees of 
panel members who are not employees of the Federal Govern- 
ment. 

“(f) REPORTING PROCEDURES.—Each State educational agency 


that receives a grant under this subpart shall submit performance 
reports to the Secretary pursuant to a schedule to be determined 
by the Secretary, but not more frequently than annually. The 
reports shall describe the progress of the State in meeting the 
performance goals established under section 612(a)(16), analyze 
the effectiveness of the State’s strategies in meeting those goals, 
and identify any changes in the strategies needed to improve its 
performance. 


20 USC 1454 “SEC. 654. USE OF FUNDS. 


“(a) IN GENERAL.— 

“(1) ACTIVITIES.—A State educational agency that receives 
a grant under this subpart may use the grant to carry out 
any activities that are described in the State’s application and 
that are consistent with the purpose of this subpart. 
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“(2) CONTRACTS AND SUBGRANTS.—Each such State edu- 
cational agency— 

“(A) shall, consistent with its partnership agreement 
under section 652(b), award contracts or subgrants to local 
educational agencies, institutions of higher education, and 
parent training and information centers, as appropriate, 
to carry out its State improvement plan under this subpart; 
and 

“(B) may award contracts and subgrants to other public 
and private entities, including the lead agency under part 
C, to carry out such plan. 

“(b) USE OF FUNDS FOR PROFESSIONAL DEVELOPMENT.—A State 
educational agency that receives a grant under this subpart— 
“(1) shall use not less than 75 percent of the funds it 
receives under the grant for any fiscal year— 

“(A) to ensure that there are sufficient regular edu- 
cation, special education, and related services personnel 
who have the skills and knowledge necessary to meet the 
needs of children with disabilities and developmental goals 
of young children; or 

“(B) to work with other States on common certification 
criteria; or 
“(2) shall use not less than 50 percent of such funds for 

such purposes, if the State demonstrates to the Secretary’s 

satisfaction that it has the personnel described in paragraph 

(1)(A). 

“(c) GRANTS TO OUTLYING AREAS.—Public Law 95-134, permit- 
ting the consolidation of grants to the outlying areas, shall not 
apply to funds received under this subpart. 


“SEC. 655. MINIMUM STATE GRANT AMOUNTS. 20 USC 1455. 


“(a) IN GENERAL.—The Secretary shall make a grant to each 
State educational agency whose application the Secretary has 
selected for funding under this subpart in an amount for each 
fiscal year that is— 

“(1) not less than $500,000, nor more than $2,000,000, 
in the case of the 50 States, the District of Columbia, and 
the Commonwealth of Puerto Rico; and 

“(2) not less than $80,000, in the case of an outlying area. 
“(b) INFLATION ADJUSTMENT.—Beginning with fiscal year 1999, 

the Secretary may increase the maximum amount described in 
subsection (a)(1) to account for inflation. 

“(c) FacTORS.—The Secretary shall set the amount of each 
grant under subsection (a) after considering— 

“(1) the amount of funds available for making the grants; 

“(2) the relative population of the State or outlying 
area; and 

“(3) the types of activities proposed by the State or outlying 
area. 


“SEC. 656. AUTHORIZATION OF APPROPRIATIONS. 20 USC 1456 


“There are authorized to be appropriated to carry out this 
subpart such sums as may be necessary for each of the fiscal 
years 1998 through 2002. 
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“Subpart 2—Coordinated Research, Personnel 


Preparation, Technical Assistance, Support, and 
Dissemination of Information 


“SEC. 661. ADMINISTRATIVE PROVISIONS. 





“(a) COMPREHENSIVE PLAN.— 

“(1) IN GENERAL.—The Secretary shall develop and imple- 
ment a comprehensive plan for activities carried out under 
this subpart in order to enhance the provision of educational, 
related, transitional, and early intervention services to children 
with disabilities under parts B and C. The plan shall include 
mechanisms to address educational, related services, transi- 
tional, and early intervention needs identified by State 
educational agencies in applications submitted for State pro- 
gram improvement grants under subpart 1. 

“(2) PARTICIPANTS IN PLAN DEVELOPMENT.—In developing 
the plan described in paragraph (1), the Secretary shall 
consult with— 

“(A) individuals with disabilities; 

“(B) parents of children with disabilities; 

“(C) appropriate professionals; and 

“(D) representatives of State and local educational 
agencies, private schools, institutions of higher education, 
other Federal agencies, the National Council on Disability, 
and national organizations with an interest in, and exper- 
tise in, providing services to children with disabilities and 
their families. 

“(3) PUBLIC COMMENT.—The Secretary shall take public 
comment on the plan. 

“(4) DISTRIBUTION OF FUNDS.—In implementing the plan, 
the Secretary shall, to the extent appropriate, ensure that 
funds are awarded to recipients under this subpart to carry 
out activities that benefit, directly or indirectly, children with 
disabilities of all ages. 

“(5) REPORTS TO CONGRESS.—The Secretary shall periodi- 
cally report to the Congress on the Secretary’s activities under 
this subsection, including an initial report not later than the 
date that is 18 months after the date of the enactment of 
the Individuals with Disabilities Education Act Amendments 
of 1997. 

“(b) ELIGIBLE APPLICANTS.— 

“(1) IN GENERAL.—Except as otherwise provided in this 
subpart, the following entities are eligible to apply for a grant, 
contract, or cooperative agreement under this subpart: 

“(A) A State educational agency. 

“(B) A local educational agency. 

“(C) An institution of higher education. 

“(D) Any other public agency. 

“(E) A private nonprofit organization. 

“(F) An outlying area. 

“(G) An Indian tribe or a tribal organization (as defined 
under section 4 of the Indian Self-Determination and Edu- 
cation Assistance Act). 
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“(H) A for-profit organization, if the Secretary finds 
it appropriate in light of the purposes of a particular com- 
petition for a grant, contract, or cooperative agreement 
under this subpart. 

“(2) SPECIAL RULE.—The Secretary may limit the entities 
eligible for an award of a grant, contract, or cooperative agree- 
ment to one or more categories of eligible entities described 
in paragraph (1). 

“(c) USE OF FUNDS BY SECRETARY.—Notwithstanding any other 
provision of law, and in addition to any authority granted the 
Secretary under chapter 1 or chapter 2, the Secretary may use 
up to 20 percent of the funds available under either chapter 1 
or chapter 2 for any fiscal year to carry out any activity, or combina- 
tion of activities, subject to such conditions as the Secretary 
determines are appropriate effectively to carry out the purposes 
of such chapters, aa 

“(1) is consistent with the purposes of chapter 1, chapter 
2, or both; and 

“(2) involves— 

“(A) research; 

“(B) personnel preparation; 

“(C) parent training and information; 

“(D) technical assistance and dissemination; 

“(E) technology development, demonstration, and utili- 
zation; or 

“(F) media services. 

“(d) SPECIAL POPULATIONS.— 

“(1) APPLICATION REQUIREMENT.—In making an award of 
a grant, contract, or cooperative agreement under this subpart, 
the Secretary shall, as appropriate, require an applicant to 
demonstrate how the applicant will address the needs of chil- 
dren with disabilities from minority backgrounds. 

“(2) OUTREACH AND TECHNICAL ASSISTANCE.— 

“(A) REQUIREMENT.—Notwithstanding any other provi- 
sion of this Act, the Secretary shall ensure that at least 
one percent of the total amount of funds appropriated 
to carry out this subpart is used for either or both of 
the following activities: 

“(i) To provide outreach and technical assistance 
to Historically Black Colleges and Universities, and 
to institutions of higher education with minority 
enrollments of at least 25 percent, to promote the 
participation of such colleges, universities, and institu- 
tions in activities under this subpart. 

“(ii) To enable Historically Black Colleges and 
Universities, and the institutions described in clause 
(i), to assist other colleges, universities, institutions, 
and agencies in improving educational and transitional 
results for children with disabilities. 

“(B) RESERVATION OF FUNDS.—The Secretary may 
reserve funds appropriated under this subpart to satisfy 
the requirement of subparagraph (A). 

“(e) PRIORITIES.— 

“(1) IN GENERAL.—Except as otherwise explicitly authorized 
in this subpart, the Secretary shall ensure that a grant, con- 
tract, or cooperative agreement under chapter 1 or 2 is awarded 
only— 
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“(A) for activities that are designed to benefit children 
with disabilities, their families, or the personnel employed 
to work with such children or their families; or 

“(B) to benefit other individuals with disabilities that 
such chapter is intended to benefit. 

“(2) PRIORITY FOR PARTICULAR ACTIVITIES.—Subject to 
paragraph (1), the Secretary, in making an award of a grant, 
contract, or cooperative agreement under this subpart, may, 
without regard to the rule making procedures under section 
553 of title 5, United States Code, limit competitions to, or 
otherwise give priority to— 

“(A) projects that address one or more— 

“(i) age ranges; 

“(ii) disabilities; 

“(iii) school grades; 

“(iv) types of educational placements or early inter- 
vention environments; 

“(v) types of services; 

“(vi) content areas, such as reading; or 

“(vii) effective strategies for helping children with 
disabilities learn appropriate behavior in the school 
and other community-based educational settings; 

“(B) projects that address the needs of children based 
on the severity of their disability; 

“(C) projects that address the needs of— 

“(i) low-achieving students; 

“(ii) underserved populations; 

“(iii) children from low-income families; 

“(iv) children with limited English proficiency; 

“(v) unserved and underserved areas; 

“(vi) particular types of geographic areas; or 

“(vii) children whose behavior interferes with their 
learning and socialization; 

“(D) projects to reduce inappropriate identification of 
children as children with disabilities, particularly among 
minority children; 

“(E) projects that are carried out in particular areas 
of the country, to ensure broad geographic coverage; and 

“(F) any activity that is expressly authorized in chapter 
l or 2. 

“(f) APPLICANT AND RECIPIENT RESPONSIBILITIES.— 

“(1) DEVELOPMENT AND ASSESSMENT OF PROJECTS.—The 
Secretary shall require that an applicant for, and a recipient 
of, a grant, contract, or cooperative agreement for a project 
under this subpart— 

“(A) involve individuals with disabilities or parents 
of individuals with disabilities in planning, implementing, 
and evaluating the project; and 

“(B) where appropriate, determine whether the project 
has any potential for replication and adoption by other 
entities. 

“(2) ADDITIONAL RESPONSIBILITIES.—The Secretary may 
require a recipient of a grant, contract, or cooperative agree- 
ment for a project under this subpart— 

“(A) to share in the cost of the project; 

“(B) to prepare the research and evaluation findings 
and products from the project in formats that are useful 
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for specific audiences, including parents, administrators, 
teachers, early intervention personnel, related services 
personnel, and individuals with disabilities; 

“(C) to disseminate such findings and products; and 

“(D) to collaborate with other such recipients in carry- 
ing out subparagraphs (B) and (C). 

“(g) APPLICATION MANAGEMENT.— 
“(1) STANDING PANEL.— 

“(A) IN GENERAL.—The Secretary shall establish and 
use a standing panel of experts who are competent, by 
virtue of their training, expertise, or experience, to evaluate 
applications under this subpart that, individually, request 
more than $75,000 per year in Federal financial assistance. 

“(B) MEMBERSHIP.—The standing panel shall include, 
at a minimum— 

“(i) individuals who are representatives of institu- 
tions of higher education that plan, develop, and carry 
out programs of personnel preparation; 

“(ii) individuals who design and carry out programs 
of research targeted to the improvement of special 
education programs and services; 

“(iii) individuals who have recognized experience 
and knowledge necessary to integrate and apply 
research findings to improve educational and transi- 
tional results for children with disabilities; 

“(iv) individuals who administer programs at the 
State or local level in which children with disabilities 
participate; 

“(v) individuals who prepare parents of children 
with disabilities to participate in making decisions 
about the education of their children; 

“(vi) individuals who establish policies that affect 
the delivery of services to children with disabilities; 

“(vii) individuals who are parents of children with 
disabilities who are benefiting, or have benefited, from 
coordinated research, personnel preparation, and tech- 
nical assistance; and 

“(viii) individuals with disabilities. 

“(C) TRAINING.—The Secretary shall provide training 
to the individuals who are selected as members of the 
standing panel under this paragraph. 

“(D) TERM.—No individual shall serve on the standing 
panel for more than 3 consecutive years, unless the 
Secretary determines that the individual’s continued 
participation is necessary for the sound administration of 
this subpart. 

“(2) PEER-REVIEW PANELS FOR PARTICULAR COMPETITIONS.— 

“(A) COMPOSITION.—The Secretary shall ensure that 
each sub-panel selected from the standing panel that 
reviews applications under this subpart includes— 

“(i) individuals with knowledge and expertise on 
the issues addressed by the activities authorized by 
the subpart; and 

“(ii) to the extent practicable, parents of children 
with disabilities, individuals with disabilities, and per- 
sons from diverse backgrounds. 
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“(B) FEDERAL EMPLOYMENT LIMITATION.—A majority of 
the individuals on each sub-panel that reviews an applica- 
tion under this subpart shall be individuals who are not 
employees of the Federal Government. 

“(3) USE OF DISCRETIONARY FUNDS FOR ADMINISTRATIVE 
PURPOSES.— 

“(A) EXPENSES AND FEES OF NON-FEDERAL PANEL MEM- 
BERS.—The Secretary may use funds available under this 
subpart to pay the expenses and fees of the panel members 
who are not officers or employees of the Federal Govern- 
ment 

“(B) ADMINISTRATIVE SUPPORT.—The Secretary may use 
not more than 1 percent of the funds appropriated to carry 
out this subpart to pay non-Federal entities for administra- 
tive support related to management of applications 
submitted under this subpart. 

“(C) MONITORING.—The Secretary may use funds avail- 
able under this subpart to pay the expenses of Federal 
employees to conduct on-site monitoring of projects receiv- 
ing $500,000 or more for any fiscal year under this subpart. 

‘‘h) PROGRAM EVALUATION.—The Secretary may use funds 
appropriated to carry out this subpart to evaluate activities carried 
out under the subpart. 

“(j) MINIMUM FUNDING REQUIRED.— 

“(1) IN GENERAL.—Subject to paragraph (2), the Secretary 
shall ensure that, for each fiscal year, at least the following 
amounts are provided under this subpart to address the follow- 
ing needs: 

“(A) $12,832,000 to address the educational, related 
services, transitional, and early intervention needs of 
children with deaf-blindness. 

“(B) $4,000,000 to address the postsecondary, voca- 
tional, technical, continuing, and adult education needs 
of individuals with deafness. 

“(C) $4,000,000 to address the educational, related 
services, and transitional needs of children with an emo- 
tional disturbance and those who are at risk of developing 
an emotional disturbance. 

“(2) RATABLE REDUCTION.—If the total amount appropriated 
to carry out sections 672, 673, and 685 for any fiscal year 
is less than $130,000,000, the amounts listed in paragraph 
(1) shall be ratably reduced. 

“(j) ELIGIBILITY FOR FINANCIAL ASSISTANCE.—Fffective for fiscal 
years for which the Secretary may make grants under section 
619(b), no State or local educational agency or educational service 
agency or other public institution or agency may receive a grant 
under this subpart which relates exclusively to programs, projects, 
and activities pertaining to children aged 3 through 5, inclusive, 
unless the State is eligible to receive a grant under section 619(b). 
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“Chapter 1—Improving Early Intervention, Edu- 
cational, and Transitional Services and Results 
for Children with Disabilities through Coordi- 
nated Research and Personnel Preparation 


“SEC. 671. FINDINGS AND PURPOSE. 20 USC 1471 


“(a) FINDINGS.—The Congress finds the following: 

“(1) The Federal Government has an ongoing obligation 
to support programs, projects, and activities that contribute 
to positive results for children with disabilities, enabling them— 

“(A) to meet their early intervention, educational, and 
transitional goals and, to the maximum extent possible, 
educational standards that have been established for all 
children; and 

“(B) to acquire the skills that will empower them to 
lead productive and independent adult lives. 

“(2\A) As a result of more than 20 years of Federal support 
for research, demonstration projects, and personnel preparation, 
there is an important knowledge base for improving results 
for children with disabilities. 

“(B) Such knowledge should be used by States and local 
educational agencies to design and implement state-of-the-art 
educational systems that consider the needs of, and include, 
children with disabilities, especially in environments in which 
they can learn along with their peers and achieve results meas- 
ured by the same standards as the results of their peers. 

“(3)(A) Continued Federal support is essential for the devel- 
opment and maintenance of a coordinated and high-quality 
program of research, demonstration projects, dissemination of 
information, and personnel preparation. 

“(B) Such support— 

“(i) enables State educational agencies and local edu- 
cational agencies to improve their educational systems and 
results for children with disabilities; 

“(ii) enables State and local agencies to improve early 
intervention services and results for infants and toddlers 
with disabilities and their families; and 

“(iii) enhances the opportunities for general and special 
education personnel, related services personnel, parents, 
and paraprofessionals to participate in pre-service and in- 
service training, to collaborate, and to improve results for 
children with disabilities and their families. 

“(4) The Federal Government plays a critical role in facili- 
tating the availability of an adequate number of qualified 
personnel— 

“(A) to serve effectively the over 5,000,000 children 
with disabilities; 

“(B) to assume leadership positions in administrative 
and direct-service capacities related to teacher training 
and research concerning the provision of early intervention 
services, special education, and related services; and 

“(C) to work with children with low-incidence disabil- 
ities and their families. 

“(5) The Federal Government performs the role described 
in paragraph (4)— 
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20 USC 1472 


Grants 
Contracts 


4) by supporting models of personnel development 
that reflect successful practice, including strategies for 
recruiting, preparing, and retaining personnel; 

“(B) by promoting the coordination and integration of— 
“(j) personnel-development activities for teachers 
of children with disabilities; and 
“(ii) other personnel-development activities sup- 
ported under Federal law, including this chapter; 
) by supporting the development and dissemination 
of information about teaching standards; and 
“(D) by promoting the coordination and integration 
of personnel-development activities through linkage with 
systemic-change activities within States and nationally 
“(b) PURPOSE.—The purpose of this chapter is to provide Federal 
funding for coordinated research, demonstration projects, outreach, 
and personnel-preparation activities that— 
‘(1) are described in sections 672 through 674; 
‘(2) are linked with, and promote, systemic change; and 
“(3) improve early intervention, educational, and transi- 
tional results for children with disabilities. 


“SEC. 672. RESEARCH AND INNOVATION TO IMPROVE SERVICES AND 

RESULTS FOR CHILDREN WITH DISABILITIES. 

“(a) IN GENERAL.—The Secretary shall make competitive grants 
to, or enter into contracts or cooperative agreements with, eligible 
entities to produce, and advance the use of, knowledge— 

“(1) to improve— 

“(A) services provided under this Act, including the 
practices of professionals and others involved in providing 
such services to children with disabilities; and 

“(B) educational results for children with disabilities; 
‘(2) to address the special needs of preschool-aged children 

and infants and toddlers with disabilities, including infants 

and toddlers who would be at risk of having substantial devel- 
opmental delays if early intervention services were not provided 
to them; 

“(3) to address the specific problems of over-identification 
and under-identification of children with disabilities; 

“(4) to develop and implement effective strategies for 
addressing inappropriate behavior of students with disabilities 
in schools, including strategies to prevent children with emo- 
tional and behavioral problems from developing emotional 
disturbances that require the provision of special education 
and related services; 

“(5) to improve secondary and postsecondary education and 
transitional services for children with disabilities; and 

“(6) to address the range of special education, related serv- 
ices, and early intervention needs of children with disabilities 
who need significant levels of support to maximize their partici- 
pation and learning in school and in the community. 

“(b) NEW KNOWLEDGE PRODUCTION; AUTHORIZED ACTIVITIES.— 

“(1) IN GENERAL.—In carrying out this section, the 
Secretary shall support activities, consistent with the objectives 
described in subsection (a), that lead to the production of new 
knowledge. 
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“(2) AUTHORIZED ACTIVITIES.—Activities that may be car- 
ried out under this subsection include activities such as the 
following: 

“(A) Expanding understanding of the relationships 
between learning characteristics of children with disabil- 
ities and the diverse ethnic, cultural, linguistic, social, and 
economic backgrounds of children with disabilities and 
their families. 

“(B) Developing or identifying innovative, effective, and 
efficient curricula designs, instructional approaches, and 
strategies, and developing or identifying positive academic 
and social learning opportunities, that— 

“(i) enable children with disabilities to make effec- 
tive transitions described in section 674(b\3)\C) or 
transitions between educational settings; and 

“(ii) improve educational and transitional results 
for children with disabilities at all levels of the edu- 
cational system in which the activities are carried out 
and, in particular, that improve the progress of the 
children, as measured by assessments within the gen- 
eral education curriculum involved. 

“(C) Advancing the design of assessment tools and 
procedures that will accurately and efficiently determine 
the special instructional, learning, and behavioral needs 
of children with disabilities, especially within the context 
of general education. 

“(D) Studying and promoting improved alignment and 
compatibility of general and special education reforms con- 
cerned with curricular and instructional reform, evaluation 
and accountability of such reforms, and administrative 
procedures. 

“(E) Advancing the design, development, and integra- 
tion of technology, assistive technology devices, media, and 
materials, to improve early intervention, educational, and 
transitional services and results for children with disabil- 
ities. 

“(F) Improving designs, processes, and results of 
personnel preparation for personnel who provide services 
to children with disabilities through the acquisition of 
information on, and implementation of, research-based 
practices. 

“(G) Advancing knowledge about the coordination of 
education with health and social services. 

“(H) Producing information on the long-term impact 
of early intervention and education on results for individ- 
uals with disabilities through large-scale longitudinal 
studies. 

“(c) INTEGRATION OF RESEARCH AND PRACTICE; AUTHORIZED 
ACTIVITIES.— 

“(1) IN GENERAL.—In carrying out this section, the Sec- 
retary shall support activities, consistent with the objectives 
described in subsection (a), that integrate research and practice, 
including activities that support State systemic-change and 
local capacity-building and improvement efforts. 

“(2) AUTHORIZED ACTIVITIES.—Activities that may be car- 
ried out under this subsection include activities such as the 
following: 
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“(A) Model demonstration projects to apply and test 
research findings in typical service settings to determine 
the usability, effectiveness, and general applicability of 
such research findings in such areas as improving instruc- 
tional methods, curricula, and tools, such as textbooks and 
media. 

“(B) Demonstrating and applying research-based find- 
ings to facilitate systemic changes, related to the provision 
of services to children with disabilities, in policy, procedure, 
practice, and the training and use of personnel. 

“(C) Promoting and demonstrating the coordination of 
early intervention and educational services for children 
with disabilities with services provided by health, 
rehabilitation, and social service agencies. 

“(D) Identifying and disseminating solutions that over- 
come systemic barriers to the effective and efficient delivery 
of early intervention, educational, and transitional services 
to children with disabilities. 

“(d) IMPROVING THE USE OF PROFESSIONAL KNOWLEDGE; 


AUTHORIZED ACTIVITIES.— 


“(1) IN GENERAL.—In carrying out this section, the Sec- 
retary shall support activities, consistent with the objectives 
described in subsection (a), that improve the use of professional 
knowledge, including activities that support State systemic- 
change and local capacity-building and improvement efforts. 

“(2) AUTHORIZED ACTIVITIES.—Activities that may be 
carried out under this subsection include activities such as 
the following: 

“(A) Synthesizing useful research and other informa- 
tion relating to the provision of services to children with 
disabilities, including effective practices. 

“(B) Analyzing professional knowledge bases to 
advance an understanding of the relationships, and the 
effectiveness of practices, relating to the provision of serv- 
ices to children with disabilities. 

“(C) Ensuring that research and related products are 
in appropriate formats for distribution to teachers, parents, 
and individuals with disabilities. 

“(D) Enabling professionals, parents of children with 
disabilities, and other persons, to learn about, and imple- 
ment, the findings of research, and successful practices 
developed in model demonstration projects, relating to the 
provision of services to children with disabilities. 

“(E) Conducting outreach, and disseminating informa- 
tion relating to successful approaches to overcoming 
systemic barriers to the effective and efficient delivery of 
early intervention, educational, and transitional services, 
to personnel who provide services to children with disabil- 
ities. 

“(e) BALANCE AMONG ACTIVITIES AND AGE RANGES.—In carrying 


out this section, the Secretary shall ensure that there is an appro- 
priate balance— 


“(1) among knowledge production, integration of research 
and practice, and use of professional knowledge; and 

“(2) across all age ranges of children with disabilities. 
“(f) APPLICATIONS.—An eligible entity that wishes to receive 


a grant, or enter into a contract or cooperative agreement, under 
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this section shall submit an application to the Secretary at such 
time, in such manner, and containing such information as the 
Secretary may require. 

“(g) AUTHORIZATION OF APPROPRIATIONS.—There are authorized 
to be appropriated to carry out this section such sums as may 
be necessary for each of the fiscal years 1998 through 2002. 


“SEC. 673. PERSONNEL PREPARATION 10 IMPROVE SERVICES AND 20 USC 1473 
RESULTS FOR CHILDREN WITH DISABILITIES. 


“(a) IN GENERAL.—The Secretary shall, on a competitive basis, Grants 
make grants to, or enter into contracts or cooperative agreements Contracts 
with, eligible entities— 

“(1) to help address State-identified needs for qualified 
personnel in special education, related services, early interven- 
tion, and regular education, to work with children with 
disabilities; and 

“(2) to ensure that those personnel have the skills and 
knowledge, derived from practices that have been determined, 
through research and experience, to be successful, that are 
needed to serve those children. 

“(b) Low-INCIDENCE DISABILITIES; AUTHORIZED ACTIVITIES.— 

“(1) IN GENERAL.—In carrying out this section, the 
Secretary shall support activities, consistent with the objectives 
described in subsection (a), that benefit children with low- 
incidence disabilities. 

“(2) AUTHORIZED ACTIVITIES.—Activities that may be car- 
ried out under this subsection include activities such as the 
following: 

“(A) Preparing persons who— 

“(i) have prior training in educational and other 
related service fields; and 

“(ii) are studying to obtain degrees, certificates, 
or licensure that will enable them to assist children 
with disabilities to achieve the objectives set out in 
their individualized education programs described in 
section 614(d), or to assist infants and toddlers with 
disabilities to achieve the outcomes described in their 
individualized family service plans described in section 

636. 

“(B) Providing personnel from various disciplines with 
interdisciplinary training that will contribute to improve- 
ment in early intervention, educational, and transitional 
results for children with disabilities. 

“(C) Preparing personnel in the innovative uses and 
application of technology to enhance learning by children 
with disabilities through early intervention, educational, 
and transitional services. , 

“(D) Preparing personnel who provide services to vis- 
ually impaired or blind children to teach and use Braille 
in the provision of services to such children. 

“(E) Preparing personnel to be qualified educational 
interpreters, to assist children with disabilities, particularly 
deaf and hard-of-hearing children in school and school- 
related activities and deaf and hard-of-hearing infants and 
toddlers and preschool children in early intervention and 
preschool programs. 
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“(F) Preparing personnel who provide services to chil- 
dren with significant cognitive disabilities and children 
with multiple disabilities. 

“(3) DEFINITION.—As used in this section, the term ‘low- 
incidence disability’ means— 

“(A) a visual or hearing impairment, or simultaneous 
visual and hearing impairments; 

“(B) a significant cognitive impairment; or 

(C) any impairment for which a small number of 
personnel with highly specialized skills and knowledge are 
needed in order for children with that impairment to 
receive early intervention services or a free appropriate 
public education. 

“(4) SELECTION OF RECIPIENTS.—In selecting recipients 
under this subsection, the Secretary may give preference to 
applications that propose to prepare personnel in more than 
one low-incidence disability, such as deafness and blindness. 

“(5) PREPARATION IN USE OF BRAILLE.—The Secretary shall 
ensure that all recipients of assistance under this subsection 
who will use that assistance to prepare personnel to provide 
services to visually impaired or blind children that can appro- 
priately be provided in Braille will prepare those individuals 
to provide those services in Braille. 

“(c) LEADERSHIP PREPARATION; AUTHORIZED ACTIVITIES.— 

“(1) IN GENERAL.—In carrying out this section, the Sec- 
retary shall support leadership preparation activities that are 
consistent with the objectives described in subsection (a). 

“(2) AUTHORIZED ACTIVITIES.—Activities that may be car- 
ried out under this subsection include activities such as the 
following: 

“(A) Preparing personnel at the advanced graduate, 
doctoral, and postdoctoral levels of training to administer, 
enhance, or provide services for children with disabilities. 

“(B) Providing interdisciplinary training for various 
types of leadership personnel, including teacher 
preparation faculty, administrators, researchers, super- 
visors, principals, and other persons whose work affects 
early intervention, educational, and transitional services 
for children with disabilities. 

‘(d) PROJECTS OF NATIONAL SIGNIFICANCE; AUTHORIZED 
ACTIVITIES.— 

1) IN GENERAL.—In carrying out this section, the Sec- 
retary shall support activities, consistent with the objectives 
described in subsection (a), that are of national significance 
and have broad applicability. 

“(2) AUTHORIZED ACTIVITIES.—Activities that may be car- 
ried out under this subsection include activities such as the 
following: 

‘(A) Developing and demonstrating effective and effi- 
cient practices for preparing personnel to provide services 
to children with disabilities, including practices that 
address any needs identified in the State’s improvement 
plan under part C; 

“(B) Demonstrating the application of significant 
knowledge derived from research and other sources in the 
development of programs to prepare personnel to provide 
services to children with disabilities. 
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“(C) Demonstrating models for the preparation of, and 
interdisciplinary training of, early intervention, special edu- 
cation, and general education personnel, to enable the 
personnel— 

“(i) to acquire the collaboration skills necessary 
to work within teams to assist children with disabil- 
ities; and 

“(ii) to achieve results that meet challenging 
standards, particularly within the general education 
curriculum. 

“(D) Demonstrating models that reduce shortages of 
teachers, and personnel from other relevant disciplines, 
who serve children with disabilities, through reciprocity 
arrangements between States that are related to licensure 
and certification. 

“(E) Developing, evaluating, and disseminating model 
teaching standards for persons working with children with 
disabilities. 

“(F) Promoting the transferability, across State and 
local jurisdictions, of licensure and certification of teachers 
and administrators working with such children. 

“(G) Developing and disseminating models that prepare 
teachers with strategies, including behavioral interven- 
tions, for addressing the conduct of children with 
disabilities that impedes their learning and that of others 
in the classroom. 

“(H) Institutes that provide professional development 
that addresses the needs of children with disabilities to 
teachers or teams of teachers, and where appropriate, to 
school board members, administrators, principals, pupil- 
service personnel, and other staff from individual schools. 

“(I) Projects to improve the ability of general education 
teachers, principals, and other administrators to meet the 
needs of children with disabilities. 

“(J) Developing, evaluating, and disseminating innova- 
tive models for the recruitment, induction, retention, and 
assessment of new, qualified teachers, especially from 
groups that are underrepresented in the teaching profes- 
sion, including individuals with disabilities. 

“(K) Supporting institutions of higher education with 

minority enrollments of at least 25 percent for the purpose 
of preparing personnel to work with children with disabil- 
ities. 
HIGH-INCIDENCE DISABILITIES; AUTHORIZED ACTIVITIES.— 
“(1) IN GENERAL.—In carrying out this section, the 
Secretary shall support activities, consistent with the objectives 
described in subsection (a), to benefit children with high- 
incidence disabilities, such as children with specific learning 
disabilities, speech or language impairment, or mental retarda- 
tion. 

“(2) AUTHORIZED ACTIVITIES.—Activities that may be car- 
ried out under this subsection include the following: 

“(A) Activities undertaken by institutions of higher 
education, local educational agencies, and other local enti- 
ties— 


“ 


(e 


“(i) to improve and reform their existing programs 
to prepare teachers and related services personnel— 
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“(I) to meet the diverse needs of children with 
disabilities for early intervention, educational, and 
transitional services; and 

“(II) to work collaboratively in regular class- 
room settings; and 
“(ii) to incorporate best practices and research- 

based knowledge about preparing personnel so they 

will have the knowledge and skills to improve edu- 
cational results for children with disabilities. 

“(B) Activities incorporating innovative strategies to 
recruit and prepare teachers and other personnel to meet 
the needs of areas in which there are acute and persistent 
shortages of personnel. 

“(C) Developing career opportunities for paraprofes- 
sionals to receive training as special education teachers, 
related services personnel, and early intervention person- 
nel, including interdisciplinary training to enable them 
to improve early intervention, educational, and transitional 
results for children with disabilities. 

“(f) APPLICATIONS.— 

“(1) IN GENERAL.—Any eligible entity that wishes to receive 
a grant, or enter into a contract or cooperative agreement, 
under this section shall submit an application to the Secretary 
at such time, in such manner, and containing such information 
as the Secretary may require. 

“(2) IDENTIFIED STATE NEEDS.— 

“(A) REQUIREMENT TO ADDRESS IDENTIFIED NEEDS.— 
Any application under subsection (b), (c), or (e) shall include 
information demonstrating to the satisfaction of the Sec- 
retary that the activities described in the application wil! 
address needs identified by the State or States the 
applicant proposes to serve. 

“(B) COOPERATION WITH STATE EDUCATIONAL AGEN- 
CIES.—Any applicant that is not a local educational agency 
or a State educational agency shall include information 
demonstrating to the satisfaction of the Secretary that 
the applicant and one or more State educational agencies 
have engaged in a cooperative effort to plan the project 
to which the application pertains, and will cooperate in 
carrying out and monitoring the project. 

“(3) ACCEPTANCE BY STATES OF PERSONNEL PREPARATION 
REQUIREMENTS.—The Secretary may require applicants to 
provide letters from one or more States stating that the States— 

“(A) intend to accept successful completion of the pro- 
posed personnel preparation program as meeting State 
personnel standards for serving children with disabilities 
or serving infants and toddlers with disabilities; and 

“(B) need personnel in the area or areas in which 
the applicant proposes to provide preparation, as identified 
in the States’ comprehensive systems of personnel develop- 
ment under parts B and C. 

“(g) SELECTION OF RECIPIENTS.— 

“(1) IMPACT OF PROJECT.—In selecting recipients under this 
section, the Secretary may consider the impact of the project 
proposed in the application in meeting the need for personnel 
identified by the States. 
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“(2) REQUIREMENT ON APPLICANTS TO MEET STATE AND 
PROFESSIONAL STANDARDS.—The Secretary shall make grants Grants 
under this section only to eligible applicants that meet State 
and professionally-recognized standards for the preparation of 
special education and related services personnel, if the purpose 
of the project is to assist personnel in obtaining degrees. 

“(3) PREFERENCES.—In selecting recipients under this 
section, the Secretary may— 

“(A) give preference to institutions of higher education 
that are educating regular education personnel to meet 
the needs of children with disabilities in integrated settings 
and educating special education personnel to work in 
collaboration with regular educators in integrated settings; 
and 

“(B) give preference to institutions of higher education 
that are successfully recruiting and preparing individuals 
with disabilities and individuals from groups that are 
underrepresented in the profession for which they are 
preparing individuals 
SERVICE OBLIGATION.— 

“(1) IN GENERAL.—Each application for funds under sub- 
sections (b) and (e), and to the extent appropriate subsection 
(d), shall include an assurance that the applicant will ensure 
that individuals who receive a scholarship under the proposed 
project will subsequently provide special education and related 
services to children with disabilities for a period of 2 years 
for every year for which assistance was received or repay all 
or part of the cost of that assistance, in accordance with regula- 
tions issued by the Secretary. 

“(2) LEADERSHIP PREPARATION.—Each application for funds 
under subsection (c) shall include an assurance that the 
applicant will ensure that individuals who receive a scholarship 
under the proposed project will subsequently perform work 
related to their preparation for a period of 2 years for every 
year for which assistance was received or repay all or part 
of such costs, in accordance with regulations issued by the 
Secretary 
“(i) SCHOLARSHIPS.—The Secretary may include funds for schol- 

arships, with necessary stipends and allowances, in awards under 

subsections (b), (c), (d), and (e). 

“(j) AUTHORIZATION OF APPROPRIATIONS.—There are authorized 
to be appropriated to carry out this section such sums as may 
be necessary for each of the fiscal years 1998 through 2002 


«/ h 


“SEC. 674. STUDIES AND EVALUATIONS. 20 USC 1474 


“(a) STUDIES AND EVALUATIONS.— 

“(1) IN GENERAL.—The Secretary shall, directly or through Grants 
grants, contracts, or cooperative agreements, assess the Contracts 
progress in the implementation of this Act, including the 
effectiveness of State and local efforts to provide— 

“(A) a free appropriate public education to children 
with disabilities; and 
“(B) early intervention services to infants and toddlers 

with disabilities and infants and toddlers who would be 

at risk of having substantial developmental delays if early 

intervention services were not provided to them. 
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“(2) AUTHORIZED ACTIVITIES.—In carrying out this sub- 


section, the Secretary may support studies, evaluations, and 
assessments, including studies that— 


“(A) analyze measurable impact, outcomes, and results 
achieved by State educational agencies and local edu- 
cational agencies through their activities to reform policies, 
procedures, and practices designed to improve educational 
and transitional services and results for children with 
disabilities; 

“(B) analyze State and local needs for professional 
development, parent training, and other appropriate 
activities that can reduce the need for disciplinary actions 
involving children with disabilities; 

“(C) assess educational and transitional services and 
results for children with disabilities from minority back- 
grounds, including— 

“(i) data on— 

“(I) the number of minority children who are 
referred for special education evaluation; 

“(II) the number of minority children who are 
receiving special education and related services 
and their educational or other service placement; 
and 

“(III) the number of minority children who 
graduaied from secondary and postsecondary edu- 
cation programs; and 
“(ii) the performance of children with disabilities 

from minority backgrounds on State assessments and 

other performance indicators established for all stu- 
dents; 

“(D) measure educational and transitional services and 
results of children with disabilities under this Act, includ- 
ing longitudinal studies that— 

“(i) examine educational and transitional services 

and results for children with disabilities who are 3 

through 17 years of age and are receiving special edu- 

cation and related services under this Act, using a 

national, representative sample of distinct age cohorts 

and disability categories; and 

“(ii) examine educational results, postsecondary 
placement, and employment status of individuals with 
disabilities, 18 through 21 years of age, who are 
receiving or have received special education and related 
services under this Act; and 

“(E) identify and report on the placement of children 
with disabilities by disability category. 


“(b) NATIONAL ASSESSMENT.— 


“(1) IN GENERAL.—The Secretary shall carry out a national 


assessment of activities carried out with Federal funds under 


this Act in order 








“(A) to determine the effectiveness of this Act in achiev- 
ing its purposes; 

“(B) to provide information to the President, the 
Congress, the States, local educational agencies, and the 
public on how to implement the Act more effectively; and 
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“(C) to provide the President and the Congress with 
information that will be useful in developing legislation 
to achieve the purposes of this Act more effectively. 

“(2) CONSULTATION.—The Secretary shall plan, review, and 
conduct the national assessment under this subsection in 
consultation with researchers, State practitioners, local 
practitioners, parents of children with disabilities, individuals 
with disabilities, and other appropriate individuals. 

“(3) SCOPE OF ASSESSMENT.—The national assessment shall 
examine how well schools, local educational agencies, States, 
other recipients of assistance under this Act, and the Secretary 
are achieving the purposes of this Act, including— 

“(A) improving the performance of children with 
disabilities in general scholastic activities and assessments 
as compared to nondisabled children; 

“(B) providing for the participation of children with 
disabilities in the general curriculum; 

“(C) helping children with disabilities make successful 
transitions from— 

“(i) early intervention services to preschool edu- 
cation; 

“(ii) preschool education to elementary school; and 

“(iii) secondary school to adult life; 

“(D) placing and serving children with disabilities, 
including minority children, in the least restrictive environ- 
ment appropriate; 

“(E) preventing children with disabilities, especially 
children with emotional disturbances and specific learning 
disabilities, from dropping out of school; 

“(F) addressing behavioral problems of children with 
disabilities as compared to nondisabled children; 

“(G) coordinating services provided under this Act with 
each other, with other educational and pupil services 
(including preschool services), and with health and social 
services funded from other sources; 

“(H) providing for the participation of parents of chil- 
dren with disabilities in the education of their children; 
and 

“(I) resolving disagreements between education person- 
nel and parents through activities such as mediation. 

“(4) INTERIM AND FINAL REPORTS.—The Secretary shall 
submit to the President and the Congress— 

“(A) an interim report that summarizes the preliminary 
findings of the assessment not later than October 1, 1999; 
and 

“(B) a final report of the findings of the assessment 
not later than October 1, 2001. 

“(c) ANNUAL REPORT.—The Secretary shall report annually to 
the Congress on— 

“(1) an analysis and summary of the data reported by 
the States and the Secretary of the Interior under section 
618; 

“(2) the results of activities conducted under subsection 
(a); 

“(3) the findings and determinations resulting from reviews 
of State implementation of this Act. 
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Grants “(d) TECHNICAL ASSISTANCE TO LEAS.—The Secretary shall 
Contracts provide directly, or through grants, contracts, or cooperative agree- 


ments, technical assistance to local educational agencies to assist 
them in carrying out local capacity-building and improvement 
projects under section 611(f)(4) and other LEA systemic improve- 
ment activities under this Act. 

“(e) RESERVATION FOR STUDIES AND TECHNICAL ASSISTANCE.— 

‘(1) IN GENERAL.—Except as provided in paragraph (2) 
and notwithstanding any other provision of this Act, the Sec- 
retary may reserve up to one-half of one percent of the amount 
appropriated under parts B and C for each fiscal year to carry 
out this section. 

“(2) MAXIMUM AMOUNT.—For the first fiscal year in which 
the amount described in paragraph (1) is at least $20,000,000, 
the maximum amount the Secretary may reserve under para- 
graph (1) is $20,000,000. For each subsequent fiscal year, the 
maximum amount the. Secretary may reserve under paragraph 
(1) is $20,000,000, increased by the cumulative rate of inflation 
since the fiscal year described in the previous sentence. 

“(3) USE OF MAXIMUM AMOUNT.—In any fiscal year 
described in paragraph (2) for which the Secretary reserves 
the maximum amount described in that paragraph, the 
Secretary shall use at least half of the reserved amount for 
activities under subsection (d). 


“Chapter 2—Improving Early Intervention, 
Educational, and Transitional Services and 
Results for Children With Disabilities Through 
Coordinated Technical Assistance, Support, and 
Dissemination of Information 


20 USC 1481 “SEC. 681. FINDINGS AND PURPOSES. 


“(a) IN GENERAL.—The Congress finds as follows: 

“(1) National technical assistance, support, and dissemina- 
tion activities are necessary to ensure that parts B and C 
are fully implemented and achieve quality early intervention, 
educational, and transitional results for children with disabil- 
ities and their families. 

“(2) Parents, teachers, administrators, and related services 
personnel need technical assistance and information in a timely, 
coordinated, and accessible manner in order to improve early 
intervention, educational, and transitional services and results 
at the State and local levels for children with disabilities and 
their families. 

“(3) Parent training and information activities have taken 
on increased importance in efforts to assist parents of a child 
with a disability in dealing with the multiple pressures of 
rearing such a child and are of particular importance in— 

“(A) ensuring the involvement of such parents in 
planning and decisionmaking with respect to early inter- 
vention, educational, and transitional services; 

“(B) achieving quality early intervention, educational, 
and transitional results for children with disabilities; 

“(C) providing such parents information on their rights 
and protections under this Act to ensure improved early 
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intervention, educational, and transitional results for chil- 

dren with disabilities; 

“(D) assisting such parents in the development of skills 
to participate effectively in the education and development 
of their children and in the transitions described in section 
674(b\(3\C); and 

“(E) supporting the roles of such parents as partici- 
pants within partnerships seeking to improve early 
intervention, educational, and transitional services and 
results for children with disabilities and their families. 
“(4) Providers of parent training and information activities 

need to ensure that such parents who have limited access 
to services and supports, due to economic, cultural, or linguistic 
barriers, are provided with access to appropriate parent train- 
ing and information activities. 

“(5) Parents of children with disabilities need information 
that helps the parents to understand the rights and responsibil- 
ities of their children under part B. 

“(6) The provision of coordinated technical assistance and 
dissemination of information to State and local agencies, 
institutions of higher education, and other providers of services 
to children with disabilities is essential in— 

“(A) supporting the process of achieving systemic 
change; 

“(B) supporting actions in areas of priority specific 
to the improvement of early intervention, educational, and 
transitional results for children with disabilities; 

“(C) conveying information and assistance that are— 

“(i) based on current research (as of the date the 
information and assistance are conveyed); 

“(ii) accessible and meaningful for use in support- 
ing systemic-change activities of State and local 
partnerships; and 

“(iii) linked directly to improving early interven- 
tion, educational, and transitional services and results 
for children with disabilities and their families; and 
“(D) organizing systems and information networks for 

such information, based on modern technology related to— 

“(i) storing and gaining access to information; and 

“(ii) distributing information in a_ systematic 
manner to parents, students, professionals, and policy- 
makers. 

“(7) Federal support for carrying out technology research, 
technology development, and educational media services and 
activities has resulted in major innovations that have signifi- 
cantly improved early intervention, educational, and 
transitional services and results for children with disabilities 
and their families. 

“(8) Such Federal support is needed— 

“(A) to stimulate the development of software, 
interactive learning tools, and devices to address early 
intervention, educational, and transitional needs of children 
with disabilities who have certain disabilities; 

“(B) to make information available on technology 
research, technology development, and educational media 
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services and activities to individuals involved in the provi- 
sion of early intervention, educational, and transitional 
services to children with disabilities; 

(C) to promote the integration of technology into 
curricula to improve early intervention, educational, and 
transitional results for children with disabilities; 

“(D) to provide incentives for the development of tech- 
nology and media devices and tools that are not readily 
found or available because of the small size of potential 
markets; 

“(E) to make resources available to pay for such devices 
and tools and educational media services and activities; 

‘(F) to promote the training of personnel— 

“(i) to provide such devices, tools, services, and 
activities in a competent manner; and 

“(ii) to assist children with disabilities and their 
families in using such devices, tools, services, and 
activities; and 

“(G) to coordinate the provision of such devices, tools, 
services, and activities 

‘i) among State human services programs; and 
“(ii) between such programs and private agencies. 
“(b) PURPOSES.—The purposes of this chapter are to ensure 





that— 


“(1) children with disabilities, and their parents, receive 
training and information on their rights and protections under 
this Act, in order to develop the skills necessary to effectively 
participate in planning and decisionmaking relating to early 
intervention, educational, and transitional services and in sys- 
temic-change activities; 

“(2) parents, teachers, administrators, early intervention 
personnel, related services personnel, and transition personnel 
receive coordinated and accessible technical assistance and 
information to assist such persons, through systemic-change 
activities and other efforts, to improve early intervention, edu- 
cational, and transitional services and results for children with 
disabilities and their families; 

(3) appropriate technology and media are researched, 
developed, demonstrated, and made available in timely and 
accessible formats to parents, teachers, and all types of person- 
nel providing services to children with disabilities to support 
their roles as partners in the improvement and implementation 
of early intervention, educational, and transitional services and 
results for children with disabilities and their families; 

“(4) on reaching the age of majority under State law, 
children with disabilities understand their rights and respon- 
sibilities under part B, if the State provides for the transfer 
of parental rights under section 615(m); and 

“(5) the general welfare of deaf and hard-of-hearing individ- 
uals is promoted by— 

“(A) bringing to such individuals understanding and 
appreciation of the films and television programs that play 
an important part in the general and cultural advancement 
of hearing individuals; 

“(B) providing, through those films and television pro- 
grams, enriched educational and cultural experiences 
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through which deaf and hard-of-hearing individuals can 
better understand the realities of their environment; and 

“(C) providing wholesome and rewarding experiences 
that deaf and hard-of-hearing individuals may share. 


“SEC. 682. PARENT TRAINING AND INFORMATION CENTERS. 20 USC 1482 


“(a) PROGRAM AUTHORIZED.—The Secretary may make grants 
to, and enter into contracts and cooperative agreements with, parent 
organizations to support parent training and information centers 
to carry out activities under this section 

“(b) REQUIRED ACTIVITIES.—Each parent training and informa- 
tion center that receives assistance under this section shall— 

‘(1) provide training and information that meets the train- 
ing and information needs of parents of children with 
disabilities living in the area served by the center, particularly 
underserved parents and parents of children who may be 
inappropriately identified; 

“(2) assist parents to understand the availability of, and 
how to effectively use, procedural safeguards under this Act, 
including encouraging the use, and explaining the benefits, 
of alternative methods of dispute resolution, such as the medi- 
ation process described in section 615(e); 

“(3) serve the parents of infants, toddlers, and children 
with the full range of disabilities; 

“(4) assist parents to— 

“(A) better understand the nature of their children’s 
disabilities and their educational and developmental needs: 

“(B) communicate effectively with personnel respon- 
sible for providing special education, early intervention, 
and related services; 

“(C) participate in decisionmaking processes and the 
development of individualized education programs under 
part B and individualized family service plans under part 
C; 

“(D) obtain appropriate information about the range 
of options, programs, services, and resources available to 
assist children with disabilities and their families; 

“(E) understand the provisions of this Act for the edu- 
cation of, and the provision of early intervention services 
to, children with disabilities; and 

“(F) participate in school reform activities; 

“(5) in States where the State elects to contract with the 
parent training and information center, contract with State 
educational agencies to provide, consistent with subparagraphs 
(B) and (D) of section 615(e)(2), individuals who meet with 
parents to explain the mediation process tothem; — 

“(6) network with appropriate clearinghouses, including 
organizations conducting national dissemination activities 
under section 685(d), and with other national, State, and local 
organizations and agencies, such as protection and advocacy 
agencies, that serve parents and families of children with the 
full range of disabilities; and 

“(7) annually report to the Secretary on— Reports 

“(A) the number of parents to whom it provided 
information and training in the most recently concluded 
fiscal year; and 
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“(B) the effectiveness of strategies used to reach and 
serve parents, including underserved parents of children 
with disabilities. 

“(c) OPTIONAL ACTIVITIES.—A parent training and information 
center that receives assistance under this section may— 

“(1) provide information to teachers and other professionals 
who provide special education and related services to children 
with disabilities; 

“(2) assist students with disabilities to understand their 
rights and responsibilities under section 615(m) on reaching 
the age of majority; and 

“(3) assist parents of children with disabilities to be 
informed participants in the development and implementation 
of the State’s State improvement plan under subpart 1. 

“(d) APPLICATION REQUIREMENTS.—Each application for assist- 
ance under this section shall identify with specificity the special 
efforts that the applicant will undertake— 

“(1) to ensure that the needs for training and information 
of underserved parents of children with disabilities in the area 
to be served are effectively met; and 

“(2) to work with community-based organizations. 

“(e) DISTRIBUTION OF FUNDS.— 

“(1) IN GENERAL.—The Secretary shall make at least 1 
award to a parent organization in each State, unless the Sec- 
retary does not receive an application from such an organization 
in each State of sufficient quality to warrant approval. 

“(2) SELECTION REQUIREMENT.—The Secretary shall select 
among applications submitted by parent organizations in a 
State in a manner that ensures the most effective assistance 
to parents, including parents in urban and rural areas, in 
the State. 

“(f) QUARTERLY REVIEW.— 

“(1) REQUIREMENTS.— 

“(A) MEETINGS.—The board of directors or special 
governing committee of each organization that receives an 
award under this section shall meet at least once in each 
calendar quarter to review the activities for which the 
award was made. 

“(B) ADVISING BOARD.—Each special governing commit- 
tee shall directly advise the organization’s governing board 
of its views and recommendations. 

“(2) CONTINUATION AWARD.—When an_ organization 
requests a continuation award under this section, the board 
of directors or special governing committee shall submit to 
the Secretary a written review of the parent training and 
information program conducted by the organization during the 
preceding fiscal year. 

“(g) DEFINITION OF PARENT ORGANIZATION.—As used in this 
section, the term ‘parent organization’ means a private nonprofit 
organization (other than an institution of higher education) that— 

“(1) has a board of directors— 

“(A) the majority of whom are parents of children with 
disabilities; 

“(B) that includes— 

“(i) individuals working in the fields of special 
education, related services, and early intervention; and 
“(ii) individuals with disabilities; and 





PUBLIC LAW 105-17—JUNE 4, 1997 111 STAT. 151 


“(C) the parent and professional members of which 
are broadly representative of the population to be served; 
or 
“(2) has— 

“(A) a membership that represents the interests of 
individuals with disabilities and has established a special 
governing committee that meets the requirements of para- 
graph (1); and 

“(B) a memorandum of understanding between the spe- 
cial governing committee and the board of directors of 
the organization that clearly outlines the relationship 
between the board and the committee and the decisionmak- 
ing responsibilities and authority of each. 


“SEC. 683. COMMUNITY PARENT RESOURCE CENTERS. 20 USC 1483 


“(a) IN GENERAL.—The Secretary may make grants to, and 
enter into contracts and cooperative agreements with, local parent 
organizations to support parent training and information centers 
that will help ensure that underserved parents of children with 
disabilities, including low-income parents, parents of children with 
limited English proficiency, and parents with disabilities, have the 
training and information they need to enable them to participate 
effectively in helping their children with disabilities— 

“(1) to meet developmental goals and, to the maximum 
extent possible, those challenging standards that have been 
established for all children; and 

“(2) to be prepared to lead productive independent adult 
lives, to the maximum extent possible. 

“(b) REQUIRED ACTIVITIES.—Each parent training and informa- 
tion center assisted under this section shall— 

“(1) provide training and information that meets the train- 
ing and information needs of parents of children with disabil- 
ities proposed to be served by the grant, contract, or cooperative 
agreement; 

“(2) carry out the activities required of parent training 
and information centers under paragraphs (2) through (7) of 
section 682(b); 

“(3) establish cooperative partnerships with the parent 
training and information centers funded under section 682; 
and 

“(4) be designed to meet the specific needs of families 
who experience significant isolation from available sources of 
information and support. 

“(c) DEFINITION.—As used is this section, the term ‘local parent 
organization’ means a parent organization, as defined in section 
682(g), that either— 

“(1) has a board of directors the majority of whom are 
from the community to be served; or 

“(2) has— 

“(A) as a part of its mission, serving the interests 
of individuals with disabilities from such community; and 

“(B) a special governing committee to administer the 
grant, contract, or cooperative agreement, a majority of 
the members of which are individuals from such commu- 
nity. 
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20 USC 1485 


“SEC. 684. TECHNICAL ASSISTANCE FOR PARENT TRAINING AND 
INFORMATION CENTERS. 


“(a) IN GENERAL.—The Secretary may, directly or through 
awards to eligible entities, provide technical assistance for develop- 
ing, assisting, and coordinating parent training and information 
programs carried out by parent training and information centers 
receiving assistance under sections 682 and 683. 

“(b) AUTHORIZED ACTIVITIES.—The Secretary may provide tech- 
nical assistance to a parent training and information center under 
this section in areas such as— 

“(1) effective coordination of parent training efforts; 
“(2) dissemination of information; 
“(3) evaluation by the center of itself; 
“(4) promotion of the use of technology, including assistive 
technology devices and assistive technology services; 
“(5) reaching underserved populations; 
“(6) including children with disabilities in general education 
programs; 
“(7) facilitation of transitions from— 
“(A) early intervention services to preschool; 
“(B) preschool to school; and 
“(C) secondary school to postsecondary environ- 
ments; and 
“(8) promotion of alternative methods of dispute resolution. 





“SEC. 685. COORDINATED TECHNICAL ASSISTANCE AND DISSEMINA- 
TION. 


“(a) IN GENERAL.—The Secretary shall, by competitively making 
grants or entering into contracts and cooperative agreements with 
eligible entities, provide technical assistance and information, 
through such mechanisms as institutes, Regional Resource Centers, 
clearinghouses, and programs that support States and local entities 
in building capacity, to improve early intervention, educational, 
and transitional services and results for children with disabilities 
and their families, and address systemic-change goals and priorities. 

“(b) SYSTEMIC TECHNICAL ASSISTANCE; AUTHORIZED 
ACTIVITIES.— 

“(1) IN GENERAL.—In carrying out this section, the Sec- 
retary shall carry out or support technical assistance activities, 
consistent with the objectives described in subsection (a), relat- 
ing to systemic change. 

“(2) AUTHORIZED ACTIVITIES.—Activities that may be car- 
ried out under this subsection include activities such as the 
following: 

“(A) Assisting States, local educational agencies, and 
other participants in partnerships established under sub- 
part 1 with the process of planning systemic changes that 
will promote improved early intervention, educational, and 
transitional results for children with disabilities. 

“(B) Promoting change through a multistate or regional 
framework that benefits States, local educational agencies, 
and other participants in partnerships that are in the 
process of achieving systemic-change outcomes. 

“(C) Increasing the depth and utility of information 
in ongoing and emerging areas of priority need identified 
by States, local educational agencies, and other participants 
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in partnerships that are in the process of achieving sys- 

temic-change outcomes. 

“(D) Promoting communication and_ information 
exchange among States, local educational agencies, and 
other participants in partnerships, based on the needs and 
concerns identified by the participants in the partnerships, 
rather than on externally imposed criteria or topics, regard- 
ing— 

“(i) the practices, procedures, and policies of the 
States, local educational agencies, and other partici- 
pants in partnerships; and 

“(ii) accountability of the States, local educational 
agencies, and other participants in partnerships for 
improved early intervention, educational, and transi- 
tional results for children with disabilities. 

“(c) SPECIALIZED TECHNICAL ASSISTANCE; AUTHORIZED 
ACTIVITIES.— 

“(1) IN GENERAL.—In carrying out this section, the Sec- 
retary shall carry out or support activities, consistent with 
the objectives described in subsection (a), relating to areas 
of priority or specific populations. 

“(2) AUTHORIZED ACTIVITIES.—Examples of activities that 
may be carried out under this subsection include activities 
that— 

“(A) focus on specific areas of high-priority need that— 

“(i) are identified by States, local educational agen- 
cies, and other participants in partnerships; 

“(ii) require the development of new knowledge, 
or the analysis and synthesis of substantial bodies 
of information not readily available to the States, agen- 
cies, and other participants in partnerships; and 

“(iii) will contribute significantly to the improve- 
ment of early intervention, educational, and transi- 
tional services and results for children with disabilities 
and their families; 

“(B) focus on needs and issues that are specific to 
a population of children with disabilities, such as the provi- 
sion of single-State and multi-State technical assistance 
and in-service training— 

“(i) to schools and agencies serving deaf-blind 
children and their families; and 

“(ii) to programs and agencies serving other groups 
of children with low-incidence disabilities and their 
families; or 
“(C) address the postsecondary education needs of 

individuals who are deaf or hard-of-hearing. 

“(d) NATIONAL INFORMATION DISSEMINATION; AUTHORIZED 
ACTIVITIES.— 

“(1) IN GENERAL.—In carrying out this section, the Sec- 
retary shall carry out or support information dissemination 
activities that are consistent with the objectives described in 
subsection (a), including activities that address national needs 
for the preparation and dissemination of information relating 
to eliminating barriers to systemic-change and improving early 
intervention, educational, and transitional results for children 
with disabilities. 
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(2) AUTHORIZED ACTIVITIES —Examples of activities that 
may be carried out under this subsection include activities 
relating to— 

“(A) infants and toddlers with disabilities and their 
families, and children with disabilities and their families: 

‘B) services for populations of children with low- 
incidence disabilities. including deaf-blind children. and 
targeted age groupings; 

‘C) the provision of postsecondary services to individ- 
uals with disabilities, 

“(D) the need for and use of personnel to provide 
services to children with disabilities, and personnel recruit- 
ment, retention, and preparation 

“(E) issues that are of critical interest to State edu- 
cational agencies and local educational agencies, other 
agency personnel, parents of children with disabilities, and 
individuals with disabilities; 

‘F) educational reform and systemic change within 
States; and 

“(G) promoting schools that are safe and conducive 
to learning 
“(3) LINKING STATES TO INFORMATION SOURCES.—In carry- 

ing out this subsection, the Secretary may support projects 
that link States to technical assistance resources, including 
special education and general education resources, and may 
make research and related products available through libraries, 
electronic networks, parent training projects, and other 
information sources 
“(e) APPLICATIONS.—An eligible entity that wishes to receive 
a grant, or enter into a contract or cooperative agreement, under 
this section shall submit an application to the Secretary at such 
time, in such manner, and containing such information as the 
Secretary may requir¢ 
20 USC 1486 “SEC. 686. AUTHORIZATION OF APPROPRIATIONS. 


‘There are authorized to be appropriated to carry out sections 
681 through 685 such sums as may be necessary for each of the 
fiscal years 1998 through 2002 


20 USC 1487 “SEC. 687. TECHNOLOGY DEVELOPMENT, DEMONSTRATION, AND 
UTILIZATION; AND MEDIA SERVICES. 
Grants “(a) IN GENERAL.—The Secretary shall competitively make 
Contracts grants to, and enter into contracts and cooperative agreements 
with, eligible entities to support activities described in subsections 
(b) and (c) 


“(b) TECHNOLOGY DEVELOPMENT, DEMONSTRATION, AND 
UTILIZATION; AUTHORIZED ACTIVITIES.— 

“(1) IN GENERAL.—In carrying out this section, the Sec- 
retary shall support activities to promote the development, 
demonstration, and utilization of technology. 

“(2) AUTHORIZED ACTIVITIES.—Activities that may be car- 
ried out under this subsection include activities such as the 
following: 

“(A) Conducting research and development activities 
on the use of innovative and emerging technologies for 
children with disabilities 

“(B) Promoting the demonstration and use of innova- 
tive and emerging technologies for children with disabilities 
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by improving and expanding the transfer of technology 

from research and development to practice. 

“(C) Providing technical assistance to recipients of 
other assistance under this section, concerning the develop- 
ment of accessible, effective, and usable products. 

“(D) Communicating information on available tech- 
nology and the uses of such technology to assist children 
with disabilities. 

“(E) Supporting the implementation of research pro- 
grams on captioning or video description. 

“(F) Supporting research, development, and dissemina- 
tion of technology with universal-design features, so that 
the technology is accessible to individuals with disabilities 
without further modification or adaptation. 

“(G) Demonstrating the use of publicly-funded tele- 
communications systems to provide parents and teachers 
with information and training concerning early diagnosis 
of, intervention for, and effective teaching strategies for, 
young children with reading disabilities. 

“(c) EDUCATIONAL MEDIA SERVICES; AUTHORIZED ACTIVITIES.— 
In carrying out this section, the Secretary shall support— 

“(1) educational media activities that are designed to be 
of educational value to children with disabilities; 

“(2) providing video description, open captioning, or closed 
captioning of television programs, videos, or educational mate- 
rials through September 30, 2001; and after fiscal year 2001, 
providing video description, open captioning, or closed caption- 
ing of educational, news, and informational television, videos, 
or materials; 

“(3) distributing captioned and described videos or edu- 
cational materials through such mechanisms as a loan service; 

“(4) providing free educational materials, including 
textbooks, in accessible media for visually impaired and print- 
disabled students in elementary, secondary, postsecondary, and 
graduate schools; 

“(5) providing cultural experiences through appropriate 
nonprofit organizations, such as the National Theater of the 
Deaf, that— 

“(A) enrich the lives of deaf and hard-of-hearing 
children and adults; 

“(B) increase public awareness and understanding of 
deafness and of the artistic and intellectual achievements 
of deaf and hard-of-hearing persons; or 

“(C) promote the integration of hearing, deaf, and hard- 
of-hearing persons through shared cultural, educational, 
and social experiences; and 
“(6) compiling and analyzing appropriate data relating to 

the activities described in paragraphs (1) through (5). 

“(d) APPLICATIONS.—Any eligible entity that wishes to receive 
a grant, or enter into a contract or cooperative agreement, under 
this section shall submit an application to the Secretary at such 
time, in such manner, and containing such information as the 
Secretary may require. 

“(e) AUTHORIZATION OF APPROPRIATIONS.—There are authorized 
to be appropriated to carry out this section such sums as may 
be necessary for each of the fiscal years 1998 through 2002.”. 
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TITLE II—MISCELLANEOUS 
PROVISIONS 


SEC. 201. EFFECTIVE DATES. 
(a) PARTS A AND B.— 


(1) IN GENERAL.—Except as provided in paragraph (2), parts 


A and B of the Individuals with Disabilities Education Act, 
as amended by title I, shall take effect upon the enactment 
of this Act. 


(2) EXCEPTIONS.— 

(A) IN GENERAL.—Sections 612(aX4), 612(a)(14), 
612(a\16), 614(d) (except for paragraph (6)), and 618 of 
the Individuals with Disabilities Education Act, as 
amended by title I, shall take effect on July 1, 1998 

(B) SECTION 617-—Section 617 of the Individuals with 
Disabilities Education Act, as amended by title I, shall 
take effect on October 1, 1997 

(C) INDIVIDUALIZED EDUCATION PROGRAMS AND 
COMPREHENSIVE SYSTEM OF PERSONNEL DEVELOPMENT.— 
Section 618 of the Individuals with Disabilities Education 
Act, as in effect on the day before the date of the enactment 
of this Act, and the provisions of parts A and B of the 
Individuals with Disabilities Education Act relating to 
individualized education programs and the State’s com- 
prehensive system of personnel development, as so in effect, 
shall remain in effect until July 1, 1998. 

(D) SECTIONS 611 AND 619.—Sections 611 and 619, as 
amended by title I, shall take effect beginning with funds 
appropriated for fiscal year 1998. 


(b) PART C.—Part C of the Individuals with Disabilities Edu- 
cation Act, as amended by title I, shall take effect on July 1, 


1998. 


(c) PART D.— 


(1) IN GENERAL.—Except as provided in paragraph (2), part 


D of the Individuals with Disabilities Education Act, as 
amended by title I, shall take effect on October 1, 1997. 


(2) EXCEPTION.—Paragraphs (1) and (2) of section 661(g) 


of the Individuals with Disabilities Education Act, as amended 
by title I, shall take effect on January 1, 1998. 


SEC. 202. TRANSITION. 


Notwithstanding any other provision of law, beginning on Octo- 
ber 1, 1997, the Secretary of Education may use funds appropriated 
under part D of the Individuals with Disabilities Education Act 
to make continuation awards for projects that were funded under 
section 618 and parts C through G of such Act (as in effect on 
September 30, 1997) 
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Effective dates 


SEC. 203. REPEALERS. 
a) PART I.—Effective October 1, 1998, part I of the Individuals 
with Disabilities Education Act is hereby repealed. 
b) Part H.—Effective July 1, 


hereby repealed. 
F, AND G.—Effective October 1, 1997, parts 


c) Parts C, E, 
C, E, F, and G of such Act are hereby repealed. 20 USC 
eq 


Approved June 4, 1997. 
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Public Law 105-18 
105th Congress 
An Act 


Making emergency supplemental appropriations for recovery from natural disasters 
and for overseas peacekeeping efforts, including those in Bosnia, for the fiscal 
year ending September 30, 1997, and for other purposes 


Be it enacted by the Senate and House of Representatives of 
the United States of America in Congress assembled, 

That the following sums are appropriated, out of any money 
in the Treasury not otherwise appropriated, for recovery from natu- 
ral disasters, and for overseas peacekeeping efforts, including those 
in Bosnia, for the fiscal year ending September 30, 1997, and 
for other purposes, namely: 


TITLE I—EMERGENCY SUPPLEMENTAL APPROPRIATIONS 
FOR THE DEPARTMENT OF DEFENSE 


CHAPTER 1 
DEPARTMENT OF DEFENSE—MILITARY 
MILITARY PERSONNEL 


MILITARY PERSONNEL, ARMY 


For an additional amount for “Military Personnel, Army”, 
$306,800,000: Provided, That such amount is designated by Con- 
gress aS an emergency requirement pursuant to _ section 
251(b\2\D\i) of the Balanced Budget and Emergency Deficit Con- 
trol Act of 1985, as amended 


MILITARY PERSONNEL, NAVY 


For an additional amount for “Military Personnel, Navy”, 
$7,900,000: Provided, That such amount is designated by Congress 
as an emergency requirement pursuant to section 251(b\(2)D)i) 
of the Balanced Budget and Emergency Deficit Control Act of 1985, 
as amended 


MILITARY PERSONNEL, MARINE CORPS 


For an additional amount for “Military Personnel, Marine 
Corps”, $300,000: Provided, That such amount is designated by 
Congress aS an emergency requirement pursuant to section 
251(bX 2D Xi) of the Balanced Budget and Emergency Deficit Con- 
trol Act of 1985, as amended. 
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MILITARY PERSONNEL, AIR FORCE 


For an additional amount for “Military Personnel, Air Force”, 
$29,100,000: Provided, That such amount is designated by Congress 
as an emergency requirement pursuant to section 251(b)(2)(D)(i) 
of the Balanced Budget and Emergency Deficit Control Act of 1985, 
as amended. 


OPERATION AND MAINTENANCE 
OVERSEAS CONTINGENCY OPERATIONS TRANSFER FUND 
INCLUDING TRANSFER OF FUNDS 


For an additional amount for “Overseas Contingency Operations 
Transfer Fund”, $1,430,100,000: Provided, That the Secretary of 
Defense may transfer these funds only to Department of Defense 
operation and maintenance accounts: Provided further, That the 
funds transferred shall be merged with and shall be available 
for the same purposes and for the same time period, as the appro- 
priation to which transferred: Provided further, That the transfer 
authority provided in this paragraph is in addition to any other 
transfer authority available to the Department of Defense: Provided 
further, That such amount is designated by Congress as an 
emergency requirement pursuant to section 251(b)(2)(D)(i) of the 
Balanced Budget and Emergency Deficit Control Act of 1985, as 
amended. 


OPLAN 34A/35 P.O.W. PAYMENTS 


For payments to individuals under section 657 of Public Law 
104—201, $20,000,000, to remain available until expended 


REVOLVING AND MANAGEMENT FUNDS 
RESERVE MOBILIZATION INCOME INSURANCE FUND 


For an additional amount for the “Reserve Mobilization Income 
Insurance Fund”, $72,000,000, to remain available until expended: 
Provided, That the entire amount is designated by Congress as 
an emergency requirement pursuant to section 251(b)(2)(D\i) of 
the Balanced Budget and Emergency Deficit Control Act of 1985, 
as amended. 


GENERAL PROVISIONS, CHAPTER 1 
(TRANSFER OF FUNDS) 


SEc. 101. The Secretary of the Navy shall transfer up to 
$23,000,000 to “Operation and Maintenance, Marine Corps” from 
the following accounts in the specified amounts, to be available 
only for reimbursing costs incurred for repairing damage caused 
by hurricanes, flooding, and other natural disasters during 1996 
and 1997 to real property and facilities at Marine Corps facilities 
(including Camp Lejeune, North Carolina; Cherry Point, North 
Carolina; and the Mountain Warfare Training Center, Bridgeport, 
California); 

“Military Personnel, Marine Corps”, $4,000,000; 
“Operation and Maintenance, Marine Corps”, $11,000,000; 








President 
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“Procurement of Ammunition, Navy and Marine Corps, 

1996/1998”, $4,000,000; and 

“Procurement, Marine Corps, 1996/1998”, $4,000,000. 

Sec. 102. In addition to the amounts appropriated in title 
VI of the Department of Defense Appropriations Act, 1997 (as 
contained in section 101(b) of Public Law 104~-208), under the 
heading “Defense Health Program”, $21,000,000 is hereby appro- 
priated and made available only for the provision of direct patient 
care at military treatment facilities. 

SEc. 103. In addition to the amounts appropriated in title 
II of the Department of Defense Appropriations Act, 1997 (as con- 
tained in section 101(b) of Public Law 104—208), under the heading 
“Operation and Maintenance, Defense-Wide”, $10,000,000 is hereby 
appropriated and made available only for force protection and 
counter-terrorism initiatives. 

SEc. 104. In addition to the amounts provided in Public Law 
104-208, $25,800,000 is appropriated under the heading “Overseas 
Humanitarian, Disaster and Civic Aid”: Provided, That from the 
funds available under that heading, the Secretary of Defense shall 
make a grant in the amount of $25,800,000 to the American Red 
Cross for Armed Forces emergency services. 

SEc. 105. REPORT ON COST AND SOURCE OF FUNDS FOR MILI- 
TARY ACTIVITIES RELATING TO BOSNIA.—(a) Not later than 60 days 
after enactment of this Act, the President shall submit to Congress 
the report described in subsection (b). 

(b) REPORT ELEMENTS.—The report referred to in subsection 
(a) shall include the following: 

(1) A detailed description of the estimated cumulative cost 
of all United States activities relating to Bosnia after December 

1, 1995, including— 

(A) the cost of all deployments, training activities, and 
mobilization and other preparatory activities of the Armed 
Forces; and 

(B) the cost of all other activities relating to United 
States policy toward Bosnia, including humanitarian assist- 
ance, reconstruction assistance, aid and other financial 
assistance, the rescheduling or forgiveness of bilateral or 
multilateral aid, in-kind contributions, and any other activi- 
ties of the United States Government. 

(2) A detailed accounting of the source of funds obligated 

or expended to meet the costs described in paragraph (1), 

including— 

(A) in the case of expenditures of funds of Department 
of Defense, a breakdown of such expenditures by military 
service or defense agency, line item, and program; and 

(B) in the case of expenditures of funds of other depart- 
ments and agencies of the United States, a breakdown 
of such expenditures by department or agency and by pro- 
gram. 

SEc. 106. For an additional amount for “Family Housing, Navy 
and Marine Corps” to cover the incremental Operation and Mainte- 
nance costs arising from hurricane damage to family housing units 
at Marine Corps Base Camp Lejeune, North Carolina and Marine 
Corps Air Station Cherry Point, North Carolina, $6,480,000, as 
authorized by 10 U.S.C. 2854. 
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CHAPTER 2 
RESCISSIONS 
DEPARTMENT OF DEFENSE—MILITARY 
MILITARY PERSONNEL 
MILITARY PERSONNEL, ARMY 
RESCISSION 


n Public 


nme 


Of the funds made available under this heading 
Law 104-208, $57,000,000 are rescinded. 


MILITARY PERSONNEL, NAVY 
RESCISSION) 


n Public 


Of the funds made available under this heading 
Law 104-208, $18,000,000 are rescinded. 


MILITARY PERSONNEL, MARINE CORPS 
(RESCISSION) 


n Public 


~ 


Of the funds made available under this heading 
Law 104-208, $5,000,000 are rescinded 


MILITARY PERSONNEL, AIR FORCE 
RESCISSION) 


n Public 


_ 


Of the funds made available under this heading 
Law 104-208, $23,000,000 are rescinded 


OPERATION AND MAINTENANCE 
OPERATION AND MAINTENANCE, ARMY 


(RESCISSION) 


Of the funds made available under this heading in Public 


Law 104—208, $196,000,000 are rescinded. 


_ 


OPERATION AND MAINTENANCE, NAVY 
(RESCISSION) 


n Public 


Of the funds made available under this heading 
Law 104—208, $51,000,000 are rescinded. 


OPERATION AND MAINTENANCE, MARINE CORPS 
(RESCISSION 


n Public 


-_. 


Of the funds made available under this heading 
Law 104-208, $3,000,000 are rescinded. 
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OPERATION AND MAINTENANCE, AIR FORCE 


RESCISSION 


Of the funds made available under this heading in Public 
Law 104-208, $117,000,000 are rescinded 
OPERATION AND MAINTENANCE, DEFENSE-WIDE 
RESCISSION 
Of the funds made available under this heading in Public 
Law 104-208. $25.000,.000 are rescinded 
ENVIRONMENTAL RESTORATION, ARMY 
RESCISSION 
Of the funds made available under this heading in Public 
Law 104-208, $250,000 are rescinded 
ENVIRONMENTAL RESTORATION, NAVY 
RESCISSION 
Of the funds made available under this heading in Public 
Law 104-208, $250,000 are rescinded. 
ENVIRONMENTAL RESTORATION, AIR FORCE 
RESCISSION 
Of the funds made available under this heading in Public 
Law 104—208, $250,000 are rescinded 
ENVIRONMENTAL RESTORATION, DEFENSE-WIDE 
RESCISSION 
Of the funds made available under this heading in Public 
Law 104—208, $250,000 are rescinded. 
ENVIRONMENTAL RESTORATION, FORMERLY USED DEFENSE SITES 


RESCISSION 


Of the funds made available under this heading in Public 


Law 104-208, $250.000 are rescinded. 


FORMER SOVIET UNION THREAT REDUCTION 


RESCISSION 


Of the funds made available under this heading in Public 


Law 104—208, $2,000,000 are rescinded. 
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PROCUREMENT 
AiRCRAFT PROCUREMENT, ARMY 
RESCISSIONS) 


Of the funds made available under this heading in Public 
Law 103-335, $1,085,000 are rescinded. 

Of the funds made available under this heading in Public 
Law 104-61, $5,000,000 are rescinded. 

Of the funds made available under this heading 
Law 104-208, $13,000,000 are rescinded. 


n Public 


MISSILE PROCUREMENT, ARMY 
(RESCISSIONS) 


Of the funds made available under this heading in Public 
Law 103-335, $2,707,000 are rescinded. 

Of the funds made available under this heading in Public 
Law 104—208, $24,000,000 are rescinded. 


PROCUREMENT OF WEAPONS AND TRACKED COMBAT VEHICLES, 
ARMY 


RESCISSIONS) 


Of the funds made available under this heading in Public 
Law 103-335, $2,296,000 are rescinded. 

Of the funds made available under this heading in Public 
Law 104-61, $15,400,000 are rescinded 

Of the funds made available under this heading in Public 
Law 104-208, $5,000,000 are rescinded 


PROCUREMENT OF AMMUNITION, ARMY 
RESCISSIONS) 


Of the funds made available under this heading in Public 
Law 103-335, $3,236,000 are rescinded. 

Of the funds made available under this heading in Public 
Law 104-61, $18,000,000 are rescinded 

Of the funds made available under this heading in Public 
Law 104—208, $11,000,000 are rescinded 


OTHER PROCUREMENT, ARMY 
RESCISSIONS 


Of the funds made available under this heading in Public 
Law 103-335, $2,502,000 are rescinded. 

Of the funds made available under this heading in Public 
Law 104—208, $21,000,000 are rescinded 


AIRCRAFT PROCUREMENT, NAVY 
(RESCISSIONS 


Of the funds made available under this heading in Public 
Law 103-335, $34,000,000 are rescinded. 
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Of the funds made available under this heading in Public 
Law 104-208, $52,000,000 are rescinded. 


WEAPONS PROCUREMENT, NAVY 
RESCISSIONS 


Of the funds made available under this heading in Public 
Law 103-335, $16,000,000 are rescinded. 

Of the funds made available under this heading in Public 
Law 104-208, $6,000,000 are rescinded. 


PROCUREMENT OF AMMUNITION, NAVY AND MARINE CORPS 
RESCISSION 


Of the funds made available under this heading in Public 
Law 103-335, $812,000 are rescinded. 


SHIPBUILDING AND CONVERSION, NAVY 
RESCISSIONS 


Of the funds made available under this heading in Public 
Law 102-396, $10,000,000 are rescinded. 

Of the funds made available under this heading in Public 
Law 103-139, $18,700,000 are rescinded. 

Of the funds made available under this heading in Public 
Law 104-208, $33,000,000 are rescinded. 


OTHER PROCUREMENT, NAVY 
(RESCISSIONS) 


Of the funds made available under this heading in Public 
Law 103-335, $4,237,000 are rescinded. 

Of the funds made available under this heading in Public 
Law 104-61, $3,000,000 are rescinded. 

Of the funds made available under this heading in Public 
Law 104-208, $8,000,000 are rescinded 


PROCUREMENT, MARINE CORPS 
RESCISSION 


Of the funds made available under this heading in Public 
Law 103-335, $1,207,000 are rescinded. 


AIRCRAFT PROCUREMENT, AIR FORCE 
RESCISSIONS) 


Of the funds made available under this heading in Public 
Law 103-335, $49,376,000 are rescinded. 

Of the funds made available under this heading in Public 
Law 104-61, $40,000,000 are rescinded. 

Of the funds made available under this heading in Public 
Law 104-208, $41,000,000 are rescinded. 
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MISSILE PROCUREMENT, AIR FORCE 
RESCISSIONS 


n Public 


Of the funds made available under this heading 
Law 103-335, $16,020,000 are rescinded. 

Of the funds made available under this heading 
Law 104—208, $163,000,000 are rescinded. 


n Public 


PROCUREMENT OF AMMUNITION, AIR FORCE 
RESCISSION 


Of the funds made available under this heading in Public 
Law 104—61, $7,700,000 are rescinded 


OTHER PROCUREMENT, AIR FORCE 
(RESCISSIONS 


Of the funds made available under this heading in Public 
Law 103-335, $3,659,000 are rescinded. 

Of the funds made available under this heading in Public 
Law 104-61, $10,000,000 are rescinded. 

Of the funds made available under this heading in Public 
Law 104-208, $20,000,000 are rescinded. 


PROCUREMENT, DEFENSE-WIDE 
RESCISSIONS 


Of the funds made available under this heading in Public 
Law 103-335, $8,860,000 are rescinded 

Of the funds made available under this heading in Public 
Law 104-61, $16,113,000 are rescinded. 

Of the funds made available under this heading in Public 
Law 104—208, $5,000,000 are rescinded. 


NATIONAL GUARD AND RESERVE EQUIPMENT 
RESCISSIONS 
Of the funds made available under this heading in Public 
Law 103-335, $5,029,000 are rescinded 


Of the funds made available under this heading 
Law 104-208, $8,000,000 are rescinded 


n Public 


RESEARCH, DEVELOPMENT, TEST AND EVALUATION 
RESEARCH, DEVELOPMENT, TEST AND EVALUATION, ARMY 
RESCISSIONS 

Of the funds made available under this heading in Public 
Law 104-61, $4,366,000 are rescinded. 


Of the funds made available under this heading in Public 
Law 104—208, $18,000,000 are rescinded. 
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RESEARCH, DEVELOPMENT, TEST AND EVALUATION, NAV’ 
RESCISSIONS 
Of the funds made available under this heading in Public 
Law 104-61, $16,878,000 are rescinded. 
Of the funds made available under this heading in Public 
Law 104—208, $9,600,000 are rescinded. 
RESEARCH, DEVELOPMENT, TEST AND EVALUATION, AIR FORCE 
RESCISSIONS 
Of the funds made available under this heading in Public 
Law 104-61, $24,245,000 are rescinded 
Of the funds made available under this heading in Public 
Law 104—208, $172,000,000 are rescinded. 
RESEARCH, DEVELOPMENT, TEST AND EVALUATION, DEFENSE-WIDE 
RESCISSIONS 
Of the funds made available under this heading in Public 
Law 104-61, $95,714,000 are rescinded. 
Of the funds made available under this heading in Public 
Law 104—208, $87,000,000 are rescinded 
DEVELOPMENTAL TEST AND EVALUATION, DEFENSE 
RESCISSION 


Of the funds made available under this heading in Public 
Law 104-61, $6,692,000 are rescinded 


OPERATIONAL TEST AND EVALUATION, DEFENSE 
RESCISSION 


Of the funds made available under this heading in Public 
Law 104—61, $160,000 are rescinded. 


REVOLVING AND MANAGEMENT FUNDS 
NATIONAL DEFENSE SEALIFT FUND 
RESCISSION 


Of the funds made available under this heading in Public 
Law 104-208, $25,200,000 are rescinded. 


OTHER DEPARTMENT OF DEFENSE PROGRAMS 
DEFENSE HEALTH PROGRAM 
RESCISSION 


Of the funds made available under this heading in Public 
Law 104—208, $21,000,000 are rescinded. 
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CHEMICAL AGENTS AND MUNITIONS DESTRUCTION, DEFENSE 
RESCISSIONS 


Of the funds made available under this heading in Public 
Law 103-335, $456,000 are rescinded. 

Of the funds made available under this heading in Public 
Law 104-61, $20,652,000 are rescinded 

Of the funds made available under this heading in Public 
Law 104-208, $27,000,000 are rescinded. 


DRUG INTERDICTION AND COUNTER-DRUG ACTIVITIES, DEFENSE 
RESCISSION 


Of the funds made available under this heading in Public 
Law 104-208, $2,000,000 are rescinded. 


GENERAL PROVISIONS, CHAPTER 2 
RESCISSIONS) 


SEC. 201. Of the funds appropriated in the Military Construc- 
tion Appropriations Act, 1996 (Public Law 104-32), amounts are 
hereby rescinded from the following accounts in the specified 
amounts: 

“Military Construction, Air National Guard”, $5,000,000; 
“Military Construction, Defense-wide”, $41,000,000; 
“Base Realignment and Closure Account, Part II”, 
$35,391,000; 
“Base Realignment and Closure Account, Part III”, 
$75,638,000; and 
“Base Realignment and Closure Account, Part IV”, 
$22,971,000: 
Provided, That of the funds appropriated in the Military Construc- 
tion Appropriations Act, 1997 (Public Law 104-196), amounts are 
hereby rescinded from the following accounts in the specified 
amounts: 
“Military Construction, Army”, $1,000,000; 
“Military Construction, Navy”, $2,000,000; 
“Military Construction, Air Force”, $3,000,000; and 
“Military Construction, Defense-wide”, $3,000,000 


RESCISSION) 


SEc. 202. Of the funds appropriated for “Military Construction, 
Navy” under Public Law 103-307, $6,480,000 is hereby rescinded. 


CHAPTER 3 
GENERAL PROVISIONS—THIS TITLE 


SEc. 301. The Department of Defense is directed to report Reports 
to the congressional defense committees 30 days prior to transfer- 
ring management, development, and acquisition authority over the 
elements of the National Missile Defense Program from the Military 
Services: Provided, That the Joint Requirements Oversight Council 
is directed to conduct an analysis and submit recommendations 
as to the recommended future roles of the Military Seryices with 
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respect to development and deployment of the elements of the 
National Missile Defense Program: Provided further, That the 
analysis and recommendations shall be submitted to the congres- 
sional defense committees within 60 days of enactment of this 
Act: Provided further, That for 60 days following enactment of 
this Act, the Department of Defense shall take no actions to delay 
or defer planned activities under the National Missile Defense 
Program based solely on the conduct of the Joint Requirements 
Oversight Council analysis. 

SEc. 302. Notwithstanding section 3612(a) of title 22, United 
States Code, the incumbent may continue to serve as the Secretary 
of Defense designee on the Board of the Panama Canal Commission 
if he retires as an officer of the Department of Defense, until 
and unless the Secretary of Defense designates another person 
to serve in this position. 

SEc. 303. AUTHORITY OF SECRETARY OF DEFENSE TO ENTER 
INTO LEASE OF BUILDING No. 1, LEXINGTON BLUE GRAss STATION, 
LEXINGTON, KENTUCKY.— 

(a) AUTHORITY TO ENTER INTO LEASE.—The Secretary of 
Defense may enter into an agreement for the lease of Building 
No. 1, Lexington Blue Grass Station, Lexington, Kentucky, 
and any real property associated with the building, for purposes 
of the use of the building by the Defense Finance and Account- 
ing Service. The agreement shall meet the requirements of 
this section 

(b) TERM.—(1) The agreement under this section shall pro- 
vide for a lease term of not to exceed 50 years, but may 
provide for one or more options to renew or extend the term 
of the lease 

(2) The agreement shall include a provision specifying that, 
if the Secretary ceases to require the leased building for purpose 
of the use of the building by the Defense Finance and Account- 
ing Service before the expiration of the term of the lease (includ- 
ing any extension or renewal of the term under an option 
provided for in paragraph (1)), the remainder of the lease 
term may, upon the approval of the lessor of the building, 
be satisfied by the Secretary or another department or agency 
of the Federal Government (including a military department) 
for another purpose similar to such purpose 

(c) CONSIDERATION.—(1) The agreement under this section 
may not require rental payments by the United States under 
the lease under the agreement 

(2) The Secretary or other lessee, if any, under subsection 
(bX2) shall be responsible under the agreement for payment 
of any utilities associated with the lease of the building covered 
by the agreement and for maintenance and repair of the build- 
ing 

(d) IMPROVEMENT.—The agreement under this section may 
provide for the improvement of the building covered by the 
agreement by the Secretary or other lessee, if any, under sub- 
section (b)(2) 

(e) LIMITATION ON CERTAIN ACTIVITIES.—The Secretary may 
not obligate or expend funds for the costs of any utilities, 
maintenance and repair, or improvements under this lease 
under this section in any fiscal year unless funds are appro- 
priated or otherwise made available for the Department of 
Defense for such payment in such fiscal year. 
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SEc. 304. Notwithstanding 31 U.S.C. 1502(a), 31 U.S.C. 1552(a), 
and 31 U.S.C. 1553(a), funds appropriated in Public Law 101- 
511, Public Law 102-396, and Public Law 103-139, under the 
heading “Weapons Procurement, Navy”, that were obligated and 
expended to settle claims on the MK-50 torpedo program may 
continue to be obligated and expended to settle those claims. 

SEc. 305. None of the funds available to the Department of 
Defense in this or any other Act shall be available to pay the 
cost of operating a National Missile Defense Joint Program Office 
which includes more than 55 military and civilian personnel located 
in the National Capital Region. 

Sec. 306. Funds obligated by the National Aeronautics and 
Space Administration (NASA) in the amount of $61,300,000 during 
fiscal year 1996, pursuant to the “Memorandum of Agreement 
between the National Aeronautics and Space Administration and 
the United States Air Force on Titan IV/Centaur Launch Support 
for the Cassini Mission,” signed September 8, 1994, and September 
23, 1994, and Attachments A, B, and C to that Memorandum, 
shall be merged with Air Force appropriations available for 
research, development, test and evaluation and procurement for 
fiscal year 1996, and shall be available for the same time period 
as the appropriation with which merged, and shall be available 
for obligation only for those Titan IV vehicles and Titan IV-related 
activities under contract. 

SEc. 307. For the purposes of implementing the 1997 Defense 10 USC 2358 
Experimental Program to Stimulate Competitive Research te 
(DEPSCoR), the term “State” means a State of the United States, 
the District of Columbia, Puerto Rico, Guam and the Virgin Islands 
of the United States, American Samoa and the Commonwealth 
of the Northern Mariana Islands. 


TITLE II—EMERGENCY SUPPLEMENTAL APPROPRIATIONS 
FOR RECOVERY FROM NATURAL DISASTERS 


CHAPTER i 
DEPARTMENT OF AGRICULTURE 
FARM SERVICE AGENCY 
AGRICULTURAL CREDIT INSURANCE FUND PROGRAM ACCOUNT 


For an additional amount for the “Agricultural Credit Insurance 
Fund Program Account” for the additional cost of direct and guaran- 
teed loans authorized by 7 U.S.C. 1928-1929, including the cost 
of modifying such loans as defined in section 502 of the Congres- 
sional Budget Act of 1974, resulting from flooding and other natural 
disasters, $23,000,000, to remain available until expended, of which 
$18,000,000 shall be available for emergency insured loans and 
$5,000,000 shall be available for subsidized guaranteed operating 
loans: Provided, That the entire amount shall be available only 
to the extent that an official budget request for $23,000,000 that 
includes designation of the entire amount of the request as an 
emergency requirement as defined in the Balanced Budget and 
Emergency Deficit Control Act of 1985, as amended, is transmitted 
by the President to the Congress: Provided further, That such 
amount is designated by Congress as an emergency requirement 
pursuant to section 251(b)(2)(D)(i) of such Act. 


99-194 O- 97-7: QL3 Part 1 
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For an additional amount for the “Agricultural Credit Insurance 
Fund Program Account” for the additional cost of direct operating 
loans authorized by 7 U.S.C. 1928-1929, including the cost of 
modifying such loans as defined in section 502 of the Congressional 
Budget Act of 1974, $6,300,000, to remain available until expended. 


EMERGENCY CONSERVATION PROGRAM 


For an additional amount for “Emergency Conservation Pro- 
gram” for expenses, including carcass removal, resulting from flood- 
ing and other natural disasters, $70,000,000, to remain available 
until expended: Provided, That the entire amount shall be available 
only to the extent that an official budget request for $70,000,000, 
that includes designation of the entire amount of the request as 
an emergency requirement as defined in the Balanced Budget and 
Emergency Deficit Control Act of 1985, as amended, is transmitted 
by the President to the Congress: Provided further, That such 
amount is designated by Congress as an emergency requirement 
pursuant to section 251(b)(2)(D)(i) of such Act. 


TREE ASSISTANCE PROGRAM 


An amount of $9,000,000 is provided for assistance to small 
orchardists to replace or rehabilitate trees and vineyards damaged 
by natural disasters: Provided, That the entire amount shall be 
available only to the extent that an official budget request of 
$9,000,000, that includes designation of the entire amount of the 
request as an emergency requirement as defined in the Balanced 
Budget and Emergency Deficit Control Act of 1985, as amended, 
is transmitted by the President to the Congress: Provided further 
That such amount is designated by Congress as an emergency 
requirement pursuant to section 251(b\2)D)(i) of such Act 


COMMODITY CREDIT CORPORATION FUND 
DISASTER RESERVE ASSISTANCE PROGRAM 


Effective only for losses in the fiscal year beginning October 
1, 1996, through the date of enactment of this Act, the Secretary 
may use up to $50,000,000 from proceeds earned from the sale 
of grain in the disaster reserve established in the Agricultural 
Act of 1970 to implement a livestock indemnity program for losses 
from natural disasters pursuant to a Presidential or Secretarial 
declaration requested prior to the date of enactment of this Act 
in a manner similar to catastrophic loss coverage available for 
other commodities under 7 U.S.C. 1508(b): Provided, That in admin- 
istering a program described in the preceding sentence, the Sec- 
retary shall, to the extent practicable, utilize gross income and 
payment limitations conditions established for the Disaster Reserve 
Assistance Program for the 1996 crop year: Provided further, That 
notwithstanding any other provision of law, beginning on October 
1, 1997, grain in the disaster reserve established in the Agricultural 
Act of 1970 shall not exceed 20 million bushels: Provided further, 
That the entire amount shall be available only to the extent an 
official budget request, that includes designation of the entire 
amount of the request as an emergency requirement as defined 
in the Balanced Budget and Emergency Deficit Control Act of 
1985, as amended, is transmitted by the President to the Congress: 
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Provided further, That the entire amount is designated by Congress 
aS an emergency requirement pursuant to section 251(b)(2)(D)\i) 
of such Act. 


NATURAL RESOURCES CONSERVATION SERVICE 
WATERSHED AND FLOOD PREVENTION OPERATIONS 


For an additional amount for “Watershed and Flood Prevention 
Operations” to repair damages to the waterways and watersheds, 
including debris removal that would not be authorized under the 
Emergency Watershed Program, resulting from flooding and other 
natural disasters, including those in prior years, $166,000,000, to 
remain available until expended: Provided, That the entire amount 
shall be available only to the extent an official budget request 
for $166,000,000, that includes designation of the entire amount 
of the request as an emergency requirement as defined in the 
Balanced Budget and Emergency Deficit Control Act of 1985, as 
amended, is transmitted by the President to the Congress: Provided 
further, That the entire amount is designated by Congress as an 
emergency requirement pursuant to section 251(b)(2)(D)(i) of such 
Act: Provided further, That if the Secretary determines that the 
cost of land and farm structures restoration exceeds the fair market 
value of an affected agricultural land, the Secretary may use suffi- 
cient amounts, not to exceed $15,000,000, from funds provided 
under this heading to accept bids from willing sellers to provide 
floodplain easements for such agricultural land inundated by floods: 
Provided further, That none of the funds provided under this head- 
ing shall be used for the salmon memorandum of understanding 


RURAL HOUSING SERVICE 
RURAL HOUSING INSURANCE FUND PROGRAM ACCOUNT 
RURAL HOUSING ASSISTANCE PROGRAM 


Any unobligated balances remaining in the “Rural Housing 
Insurance Fund Program Account” from prior years’ disaster 
supplementals shall be available until expended for Section 502 
housing loans, Section 504 loans and grants, Section 515 loans, 
and domestic farm labor grants to meet emergency needs resulting 
from natural disasters: Provided, That such unobligated balances 
shall be available only to the extent an official budget request 
that includes designation of the entire amount of the request as 
an emergency requirement as defined in the Balanced Budget and 
Emergency Deficit Control Act of 1985 is transmitted by the Presi- 
dent to the Congress: Provided further, That such unobligated bal- 
ances are designated by Congress as an emergency requirement 
pursuant to section 251(b\(2)(D\i) of such Act: Provided further, 
That notwithstanding section 520 of the Housing Act of 1949, as 
amended, (42 U.S.C. 1490) the College Station area of Pulaski 
County, Arkansas shall be eligible for loans and grants available 
through the Rural Housing Service: Provided further, That funds 
made available in Public Law 104-180 for Community Facility 
Grants for the Rural Housing Assistance Program may be provided 
to any community otherwise eligible for a Community Facility Loan 
for expenses directly or indirectly resulting from flooding and other 
natural disasters. 
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RURAL UTILITIES SERVICE 
RURAL UTILITIES ASSISTANCE PROGRAM 


For an additional amount for “Rural Utilities Assistance Pro- 
gram”, for the cost of direct loans, loan guarantees, and grants, 
including the cost of modifying loans as defined in section 502 
of the Congressional Budget Act of 1974, for emergency expenses 
resulting from flooding and other natural disasters, $4,000,000, 
to remain available until September 30, 1998: Provided, That the 
entire amount shall be available only to the extent that an official 
budget request for $4,000,000, that includes designation of the 
entire amount of the request as an emergency requirement as 
defined in the Balanced Budget and Emergency Deficit Control 
Act of 1985, as amended, is transmitted by the President to the 
Congress: Provided further, That the entire amount is designated 
by Congress as an emergency requirement pursuant to section 
251(b\2)D\i) of the Balanced Budget and Emergency Deficit Con- 
trol Act of 1985, as amended. 


FOOD AND CONSUMER SERVICE 


SPECIAL SUPPLEMENTAL NUTRITION PROGRAM FOR WOMEN, INFANTS, 
AND CHILDREN (WIC 


For an additional amount for the “Special Supplemental Nutri- 
tion Program for Women, Infants, and Children (WIC)” as author- 
ized by section 17 of the Child Nutrition Act of 1966, as amended 
(42 U.S.C. et seq.), $76,000,000, to remain available through 
September 30, 1998: Provided, That the Secretary shall allocate 
such funds through the existing formula or, notwithstanding sec- 
tions 17(g), (h), or (i) of such Act and the regulations promulgated 
thereunder, such other means as the Secretary deems necessary 


GENERAL PROVISION, CHAPTER 1 


SEC. 1001. COLLECTION AND DISSEMINATION OF INFORMATION ON 
PRICES RECEIVED FOR BULK CHEESE. 


(a) IN GENERAL.—Not later than 30 days after the date of 
enactment of this Act, the Secretary of Agriculture shall collect 
and disseminate, on a weekly basis, statistically reliable informa- 
tion, obtained from cheese manufacturing areas in the United States 
on prices received and terms of trade involving bulk cheese, includ- 
ing information on the national average price for bulk cheese sold 
through spot and forward contract transactions. To the maximum 
extent practicable, the Secretary shall report the prices and terms 
of trade for spot and forward contract transactions separately. 

(b) CONFIDENTIALITY.—AIll information provided to, or acquired 
by, the Secretary under subsection (a) shall be kept confidential 
by each officer and employee of the Department of Agriculture 
except that general weekly statements may be issued that are 
based on the information and that do not identify the information 
provided by any person. 

(c) REPORT.—Not later than 150 days after the date of enact- 
ment of this Act, the Secretary shall report to the Committee 
on Agriculture, and the Committee on Appropriations, of the House 
of Representatives and the Committee on Agriculture, Nutrition, 
and Forestry, and the Committee on Appropriations, of the Senate, 








PUBLIC LAW 105-18—JUNE 12, 1997 111 STAT. 173 


on the rate of reporting compliance by cheese manufacturers with 
respect to the information collected under subsection (a). At the 
time of the report, the Secretary may submit legislative rec- 
ommendations to improve the rate of reporting compliance. 

(d) TERMINATION OF EFFECTIVENESS.—The authority provided 
by subsection (a) terminates effective April 5, 1999. 


CHAPTER 2 
DEPARTMENT OF COMMERCE 
ECONOMIC DEVELOPMENT ADMINISTRATION 
ECONOMIC DEVELOPMENT ASSISTANCE PROGRAMS 


For an additional amount for “Economic Development Assist- 
ance Programs” for emergency infrastructure expenses and the 
capitalization of revolving loan funds related to recent flooding 
and other natural disasters, $52,200,000, to remain available until 
expended, of which not to exceed $2,000,000 may be available 
for administrative expenses and may be transferred to and merged 
with the appropriations for “Salaries and Expenses”: Provided, That 
the entire amount is designated by Congress as an emergency 
requirement pursuant to section 251(b)\(2\D)(i) of the Balanced 
Budget and Emergency Deficit Control Act of 1985, as amended. 


NATIONAL INSTITUTE OF STANDARDS AND TECHNOLOGY 
INDUSTRIAL TECHNOLOGY SERVICES 


Of the amount provided under this heading in Public Law 
104-208 for the Advanced Technology Program, not to exceed 
$35,000,000 shall be available for the award of new grants. 


NATIONAL OCEANIC AND ATMOSPHERIC ADMINISTRATION 
OPERATIONS, RESEARCH, AND FACILITIES 


Within amounts available for “Operations, Research, and Facili- 
ties” for Satellite Observing Systems, not to exceed $7,000,000 
is available until expended to provide disaster assistance related 
to recent flooding and red tide pursuant to section 312(a) of the 
Magnuson-Stevens Fishery Conservation and Management Act, and 
not to exceed $2,000,000 is available until expended to implement 
the Magnuson-Stevens Fishery Conservation and Management Act: 
Provided, That the entire amount shall be available only to the 
extent that an official budget request for $9,000,000, that includes 
designation of the entire amount of the request as an emergency 
requirement as defined in the Balanced Budget and .Emergency 
Deficit Control Act of 1985, as amended, is transmitted by the 
President to Congress: Provided further, That the entire amount 
is designated by Congress as an emergency requirement pursuant 
to section 251(b)(2)(D)(i) of such Act. 


CONSTRUCTION 


For an additional amount for “Construction” for emergency 
expenses resulting from flooding and other natural disasters, 
$10,800,000, to remain available until expended: Provided, That 
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the entire amount is designated by Congress as an emergency 
requirement pursuant to section 251(b\2\D\i) of the Balanced 
Budget and Emergency Deficit Control Act of 1985, as amended. 


RELATED AGENCY 


COMMISSION ON THE ADVANCEMENT OF FEDERAL LAW 
ENFORCEMENT 


For an additional amount for the operations of the Commission 
on the Advancement of Federal Law Enforcement, $2,000,000, to 
remain available until expended. 


GENERAL PROVISIONS, CHAPTER 2 


Sec. 2001. Of the funds currently contained within the 
“Counterterrorism Fund” of the Department of Justice, $3,000,000 
is provided for allocation by the Attorney General to the appropriate 
unit or units of government in Ogden, Utah, for necessary expenses, 
including enhancements and upgrade of security and communica- 
tions infrastructure, to counter any potential terrorism threat 
related to the 2002 Winter Olympic games to be held in Utah. 

SEC. 2002. EXPANDING SMALL BUSINESS PARTICIPATION IN 
DREDGING.—Section 722(a) of the Small Business Competitiveness 
Demonstration Program Act of 1988 (15 U.S.C. 644 note) is amended 
by striking “September 30, 1996” and inserting “September 30, 
1997”. 

SEC. 2003. Section 101 of the Marine Mammal Protection Act 
of 1972 (16 U.S.C. 1371) is amended by adding at the end thereof 
the following: 

“(d) GooD SAMARITAN EXEMPTION.—It shall not be a violation 
of this Act to take a marine mammal if— 

“(1) such taking is imminently necessary to avoid sericus 
injury, additional injury, or death to a marine mammal entan- 
gled in fishing gear or debris; 

“(2) reasonable care is taken to ensure the safe release 
of the marine mammal, taking into consideration the equip- 
ment, expertise, and conditions at hand; 

“(3) reasonable care is exercised to prevent any further 
injury to the marine mammal; and 

“(4) such taking is reported to the Secretary within 48 
hours.” 

SEc. 2004. Notwithstanding any other provision of law, the 
Secretary of Commerce shall have the authority to reprogram or 
transfer up to $41,000,000 of the amounts provided under “National 
Oceanic and Atmospheric Administration, Operations, Research, 
and Facilities” for Satellite Observing Systems in Public Law 104— 
208 for other programmatic and operational requirements of the 
National Oceanic and Atmospheric Administration and the Depart- 
ment of Commerce subject to notification of the Committees on 
Appropriations of the House of Representatives and the Senate 
in accordance with section 605 of the Departments of Commerce, 
Justice, and State, the Judiciary, and Related Agencies Appropria- 
tions Act, 1997 and which shall not be available for obligation 
or expenditure except in compliance with the procedure set forth 
in that section. 
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CHAPTER 3 
DEPARTMENT OF DEFENSE—CIVIL 
DEPARTMENT OF THE ARMY 


CORPS OF ENGINEERS—CIVIL 


FLOOD CONTROL, MISSISSIPPI RIVER AND TRIBUTARIES, ARKANSAS, 
ILLINOIS, KENTUCKY, LOUISIANA, MISSISSIPPI, MISSOURI, AND 
TENNESSEE 


For an additional amount for “Flood Control, Mississippi River 
and Tributaries, Arkansas, Illinois, Kentucky, Louisiana, Mis- 
sissippi, Missouri, and Tennessee” for emergency expenses due to 
fieadlien and other natural disasters, $20,000,000, to remain avail- 
able until expended: Provided, That the entire amount is designated 
by Congress as an emergency requirement pursuant to section 
251(b\(2\D\i) of the Balanced Budget and Emergency Deficit Con- 
trol Act of 1985, as amended. 


OPERATION AND MAINTENANCE, GENERAL 


For an additional amount for “Operation and Maintenance, 
General” for emergency expenses due to flooding and other natural 
disasters, $150,000,000, to remain available until expended: Pro- 
vided, That of the total amount appropriated, the amount for eligible 
navigation projects which may be derived from the Harbor Mainte- 
nance Trust Fund pursuant to Public Law 99-662, shall be derived 
from that fund: Provided further, That of the total amount appro- 
priated, $5,000,000 shall be available solely for the Secretary of 
the Army, acting through the Chief of Engineers, to pay the costs 
of the Corps of Engineers and other Federal agencies associated 
with the development of necessary studies, an interagency manage- 
ment plan, environmental documentation, continued monitoring, 
and other activities related to allocations of water in the Alabama- 
Coosa-Tallapoosa and Apalachicola-Chattahoochee-Flint River 
Basins: Provided further, at no portion of such $5,000,000 may 
be used by the Corps of Engineers to revise its master operational 
manuals or water control plans for operation of the reservoirs 
for the two river basins until (1) the interstate compacts for the 
two river basins are ratified by the Congress by law; and (2) 
the water allocation formulas for the two river basins have been 
agreed to by the States of Alabama, Georgia, and Florida and 
the Federal representative to the compacts: Provided further, That 
the preceding proviso shall not apply to the use of such funds 
for any environmental reviews necessary for the Federal represent- 
ative to approve the water allocation formulas for the two river 
basins: Provided further, That the entire amount is designated 
by Congress as an emergency requirement pursuant to section 
251(b\(2\D)i) of the Balanced Budget and Emergency Deficit Con- 
trol Act of 1985, as amended. 


FLOOD CONTROL AND COASTAL EMERGENCIES 


For an additional amount for “Flood Control and Coastal Emer- 
gencies” due to flooding and other natural disasters, $415,000,000, 
to remain available until expended: Provided, That the entire 
amount is designated by Congress as an emergency requirement 
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ursuant to section 251(b\(2)(D\i) of the Balanced Budget and 
merece Deficit Control Act of 1985, as amended: Provided fur- 
ther, That with $5,000,000 of the funds appropriated herein, the 
Secretary of the Army is directed to initiate and complete 
preconstruction engineering and design and the associated Environ- 
mental Impact Statement for an emergency outlet from Devils 
Lake, North Dakota, to the Sheyenne River: Provided further, That 
of the funds appropriated under this paragraph, $5,000,000 shall 
be used for the project consisting of channel restoration and 
improvements on the James River authorized by section 401(b) 
of the Water Resources Development Act of 1986 (Public Law 99- 
662; 100 Stat. 4128) if the Secretary of the Army determines that 
the need for such restoration and improvements constitutes an 
emergency. 


DEPARTMENT OF THE INTERIOR 
BUREAU OF RECLAMATION 
OPERATION AND MAINTENANCE 


For an additional amount for “Operation and Maintenance”, 
$7,355,000, to remain available until expended, to repair damage 
caused by floods and other natural disasters: Provided, That of 
the total appropriated, the amount for program activities that can 
be financed by the Reclamation Fund shall be derived from that 
fund: Provided further, That the entire amount is designated by 
Congress aS an emergency requirement pursuant to section 
251(b\(2)(D)\(i) of the Balanced Budget and Emergency Deficit Con- 
trol Act of 1985, as amended. 


GENERAL PROVISIONS, CHAPTER 3 


Sec. 3001. (a) Beginning in fiscal year 1997 and thereafter, 
the United States members and the alternate members appointed 
under the Susquehanna River Basin Compact (Public Law 91- 
575), and the Delaware River Basin Compact (Public Law 87- 
328), shall be officers of the U.S. Army Corps of Engineers, who 
hold Presidential appointments as Regular Army officers with Sen- 
ate confirmation, and who shall serve without additional compensa- 
tion. 

(b) Section 2, Reservations, Paragraph (u) of Public Law 91- 
575 (84 Stat. 1509) and section 15.1, Reservations, Paragraph (d) 
of Public Law 87-328 (75 Stat. 688, 691) are hereby repealed. 

(c) Section 2.2 of Public Law 87-328 (75 Stat. 688, 691) is 
amended by striking the words “during the term of office of the 
President” and inserting the words “at the pleasure of the Presi- 
dent”. 

SEc. 3002. Notwithstanding section 5 of the Reclamation Safety 
of Dams Act of 1978, Public Law 95-578, as amended, the Secretary 
of the Interior is authorized to obligate up to $1,200,000 for carrying 
out actual construction for safety of dam purposes to modify the 
Willow Creek Dam, Sun River Project, Montana. 

SEC. 3003. (a) CONSULTATION AND CONFERENCING.—As provided 
by regulations issued under the Endangered Species Act (16 U.S.C. 
1531 et seq.) for emergency situations, formal consultation or con- 
ferencing under section 7(a)(2) or section 7(a)(4) of the Act for 
any action authorized, funded or carried out by any Federal agency 
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to repair a Federal or non-Federal flood control project, facility 
or structure may be deferred by the Federal agency authorizing, 
funding or carrying out the action, if the agency determines that 
the repair is needed to respond to an emergency causing an 
imminent threat to human lives and property in 1996 or 1997. 
Formal consultation or conferencing shall be deferred until the 
imminent threat to human lives and property has been abated. 
For purposes of this section, the term repair shall include preventive 
and remedial measures to restore the project, facility or structure 
to remove an imminent threat to human lives and property. 

(b) REASONABLE AND PRUDENT MEASURES.—Any reasonable and 
prudent measures specified under section 7 of the Endangered 
Species Act (16 U.S.C. 1536) to minimize the impact of an action 
taken under this section shall be related both in nature and extent 
to the effect of the action taken to repair the flood control project, 
facility or structure. 


CHAPTER 4 


FOREIGN OPERATIONS, EXPORT FINANCING, AND RELATED 
PROGRAMS 


ASSISTANCE TO UKRAINE 


SEc. 4001. The President may waive the minimum funding 
requirements contained in subsection (k) under the heading “Assist- 
ance for the New Independent States of the Former Soviet Union” 
contained in the Foreign Operations, Export Financing, and Related 
Programs Appropriations Act, 1997, as included in Public Law 
104—208, for activities for the government of Ukraine funded in 
that subsection, if he determines and so reports to the Committees 
on Appropriations that the government of Ukraine: 

(1) has not made progress toward implementation of com- 
prehensive economic reform; 

(2) is not taking steps to ensure that United States 
businesses and individuals are able to operate according to 
generally accepted business principles; or 

(3) is not taking steps to cease the illegal dumping of 
steel plate. 


CHAPTER 5 
DEPARTMENT OF THE INTERIOR 
BUREAU OF LAND MANAGEMENT 
CONSTRUCTION 
(INCLUDING TRANSFER OF FUNDS 


For an additional amount for “Construction” to repair damage 
caused by floods and other natural disasters, $4,796,000, to remain 
available until expended, of which $4,403,000 is to be derived by 
transfer from unobligated balances of funds under the heading, 
“Oregon and California Grant Lands”, made available as supple- 
mental appropriations in Public Law 104-134: Provided, That the 
entire amount is designated by Congress as an emergency require- 
ment pursuant to section 251(b)(2)(D\i) of the Balanced Budget 
and Emergency Deficit Control Act of 1985, as amended. 
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OREGON AND CALIFORNIA GRANT LANDS 


For an additional amount for “Oregon and California Grant 
Lands” to repair damage caused by floods and other natural disas- 
ters, $2,694,000, to remain available until expended and to be 
derived from unobligated balances of funds under the heading, 
“Oregon and California Grant Lands”, made available as supple- 
mental appropriations in Public Law 104-134: Provided, That the 
entire amount is designated by Congress as an emergency require- 
ment pursuant to section 251(b\(2)(D)(i) of the Balanced Budget 
and Emergency Deficit Control Act of 1985, as amended. 


UNITED STATES FISH AND WILDLIFE SERVICE 
RESOURCE MANAGEMENT 


For an additional amount for “Resource Management”, 
$5,300,000, to remain available until expended, for technical assist- 
ance and fish replacement made necessary by floods and other 
natural disasters, for restoration of public lands damaged by fire, 
and for payments to private landowners for the voluntary use 
of private land to store water in restored wetlands: Provided, That 
the entire amount is designated by Congress as an emergency 
requirement pursuant to section 251(bX2\D)i) of the Balanced 
Budget and Emergency Deficit Control Act of 1985, as amended. 


CONSTRUCTION 


For an additional amount for “Construction”, $88,000,000, to 
remain available until expended, to repair damage caused by floods 
and other natural disasters: Provided, That the entire amount 
is designated by Congress as an emergency requirement pursuant 
to section 251(b\2\D\i) of the Balanced Budget and Emergency 
Deficit Control! Act of 1985, as amended 


LAND ACQUISITION 


For an additional amount for “Land Acquisition”, $10,000,000 
to remain available until expended, for the cost-effective emergency 
acquisition of land and water rights necessitated by floods and 
other natural disasters: Provided, That the entire amount is des- 
ignated by Congress as an emergency requirement pursuant to 
section 251(b)(2)(D\(i) of the Balanced Budget and Emergency Defi- 
cit Control Act of 1985, as amended 


NATIONAL PARK SERVICE 
CONSTRUCTION 


For an additional amount for “Construction” for emergency 
expenses resulting from flooding and other natural disasters, 
$187,321,000, to remain available until expended: Provided, That 
the entire amount is designated by Congress as an emergency 
requirement pursuant to section 251(b2)D)i) of the Balanced 
Budget and Emergency Deficit Control Act of 1985, as amended: 
Provided further, That of this amount, $30,000,000 shall be avail- 
able only to the extent an official budget request for a specific 
dollar amount, that includes designation of the entire amount of 
the request as an emergency requirement as defined in such Act, 
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is transmitted by the President to Congress, and upon certification 
by the Secretary of the Interior to the President that a specific 
amount of such funds is required for (1) repair or replacement 
of concession use facilities at Yosemite National Park if the Sec- 
retary determines, after consulting with the Director of the Office 
of Management and Budget, that the repair or replacement of 
those facilities cannot be postponed until completion of an agree- 
ment with the Yosemite Concessions Services Corporation or any 
responsible third party to satisfy its repair or replacement obliga- 
tions for the facilities, or (2) the Federal portion, if any, of the 
costs of repair or replacement of such concession use facilities: 
Provided further, That nothing herein should be construed as 
impairing in any way the rights of the United States against 
the Yosemite Concession Services Corporation or any other party 
or as relieving the Corporation or any other party of its obligations 
to the United States: Provided further, That prior to any final Certification 
agreement by the Secretary with the Corporation or any other 
party concerning its obligation to repair or replace concession use 
facilities, the Solicitor of the Department of the Interior shall certify 
that the agreement fully satisfies the obligations of the Corporation 
or third party: Provided further, That nothing herein, or any pay- 
ments, repairs, or replacements made by the Corporation or a 
third party in fulfillment of the Corporation’s obligations to the 
United States to repair and replace damaged facilities, shall create 
any possessory interest for the Corporation or such third party 
in such repaired or replaced facilities: Provided further, That any 
payments made to the United States by the Corporation or a 
third party for repair or replacement of concession use facilities 
shall be deposited in the General Fund of the Treasury or, where 
facilities are repaired or replaced by the Corporation or any other 
third party, an equal amount of appropriations for “Construction” 
shall be rescinded 

For an additional amount for “Construction”, $10,000,000, to 
remain available until expended, to make repairs, construct facili- 
ties, and provide visitor transportation and for related purposes 
at Yosemite National Park 


UNITED STATES GEOLOGICAL SURVEY 
SURVEYS, INVESTIGATIONS, AND RESEARCH 


For an additional amount for “Surveys, Investigations, and 
Research”, $4,650,000, to remain available until September 30, 
1998, to repair or replace damaged equipment and facilities caused 
by floods and other natural disasters: Provided, That the entire 
amount is designated by Congress as an emergency requirement 
pursuant to section 251(b)(2\D)i) of the Balanced Budget and 
Emergency Deficit Control Act of 1985, as amended. 


BUREAU OF INDIAN AFFAIRS 
OPERATION OF INDIAN PROGRAMS 
For an additional amount for “Operation of Indian Programs”, 
$14,317,000, to remain available until September 30, 1998, for 
emergency response activities, including emergency school oper- 


ations, heating costs, emergency welfare assistance, and to repair 
and replace facilities and resources damaged by snow, floods, and 
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other natural disasters: Provided, That the entire amount is des- 
ignated by Congress as an emergency requirement pursuant to 
section 251(b)(2D)(i) of the Balanced Budget and Emergency Defi- 
cit Control Act of 1985, as amended. 


CONSTRUCTION 


For an additional amount for “Construction”, $6,249,000, to 
remain available until expended, to repair damages caused by floods 
and other natural disasters: Provided, That the entire amount 
is designated by Congress as an emergency requirement pursuant 
to section 251(b\(2)(D\(i) of the Balanced Budget and Emergency 
Deficit Control Act of 1985, as amended: Provided further, That 
notwithstanding any other provision of law, funds appropriated 
herein and in Public Law 104—208 to the Bureau of Indian Affairs 
for repair of the Wapato irrigation project shall be made available 
on a nonreimbursable basis. 


RELATED AGENCIES 
DEPARTMENT OF AGRICULTURE 
FOREST SERVICE 
NATIONAL FOREST SYSTEM 


For an additional amount for “National Forest System” for 
emergency expenses resulting from flooding and other natural disas- 
ters, $39,677,000, to remain available until expended: Provided, 
That the entire amount is designated by Congress as an emergency 
requirement pursuant to section 251(b\2)D)i) of the Balanced 
Budget and Emergency Deficit Control Act of 1985, as amended. 


RECONSTRUCTION AND CONSTRUCTION 


For an additional amount for “Reconstruction and Construction” 
for emergency expenses resulting from flooding and other natural 
disasters, $27,685,000, to remain available until expended: Pro- 
vided, That the entire amount is designated by Congress as an 
emergency requirement pursuant to section 251(b)(2)(D)(i) of the 
Balanced Budget and Emergency Deficit Control Act of 1985, as 
amended. 


DEPARTMENT OF HEALTH AND HUMAN SERVICES 
INDIAN HEALTH SERVICE 


INDIAN HEALTH SERVICES 


For an additional amount for “Indian Health Services” for emer- 
gency expenses resulting from flooding and other natural disasters, 
$1,000,000, to remain available until expended: Provided, That 
the entire amount is designated by Congress as an emergency 
requirement pursuant to section 251(b\(2)(D\i) of the Balanced 
Budget and Emergency Deficit Control Act of 1985, as amended. 
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INDIAN HEALTH FACILITIES 


For an additional amount for “Indian Health Facilities” for 
emergency expenses resulting from flooding and other natural disas- 
ters, $2,000,000, to remain available until expended: Provided, That 
the entire amount is designated by Congress as an emergency 
requirement pursuant to section 251(b\2\D)i) of the Balanced 
Budget and Emergency Deficit Control Act of 1985, as amended. 


GENERAL PROVISIONS, CHAPTER 5 


SEc. 5001. Section 101(c) of Public Law 104-134 is amended 
as follows: Under the heading “Title I1I—General Provisions” amend 
sections 315(c)(1)(A) and 315(c)(1\(B) by striking in each of those 16 USC 460/-6a 
sections “104%” and inserting in lieu thereof “100%”; by striking note 
in each of those sections “1995” and inserting in lieu thereof “1994”; 
and by striking in each of those sections “and thereafter annually 
adjusted upward by 4%,”. 

SEc. 5002. Section 101(d) of Public Law 104-208 is amended 
as follows: Under the heading “Administrative Provisions, Indian 
Health Service” strike the seventh proviso and insert the following 110 Stat 
in lieu thereof: “: Provided further, That with respect to functions 3009-213 
transferred by the Indian Health Service to tribes or tribal organiza- 
tions, the Indian Health Service is authorized to provide goods 
and services to those entities, on a reimbursable basis, including 
payment in advance with subsequent adjustment, and the 
reimbursements received therefrom, along with the funds received 
from those entities pursuant to the Indian Self Determination Act, 
may be credited to the same or subsequent appropriation account 
which provided the funding, said amounts to remain available until 
expended”. 

Sec. 5003. (a) EXTENSION AND EFFECTIVE DATE.—Section Arizona. 
3711(b)(1) of the San Carlos Apache Tribe Water Rights Settlement 25 USC 390 note 
Act of 1992 (106 Stat. 4752) is amended by striking “June 30, 

1997” and inserting “March 31, 1999” 

(b) EXTENSION FOR RIVER SYSTEM GENERAL ADJUDICATION.— 

Section 3711 of such Act is amended by adding at the end the 25 USC 390 note 
following new subsection: 

“(c) EXTENSION FOR RIVER SYSTEM GENERAL ADJUDICATION.— 

If, at any time prior to March 31, 1999, the Secretary notifies 
the Committee on Indian Affairs of the United States Senate or 
the Committee on Resources in the United States House of Rep- 
resentatives that the Settlement Agreement, as executed by the 
Secretary, has been submitted to the Superior Court of the State 
of Arizona in and for Maricopa County for consideration and 
approval as part of the General Adjudication of the Gila River 
System and Source, the March 31, 1999, referred to in subsection 
(b)(1) shall be deemed to be changed to December 31, 1999.”. 

(c) COUNTIES.—Section 3706(b\(3) of such Act is amended by 106 Stat. 4745 
inserting “Gila, Graham, Greenlee,” after “Maricopa,”. 

(d) PARTIES TO AGREEMENT.—Section 3703(2) of such Act is 106 Stat. 4741 
amended by adding at the end the following new sentence: “The 
Gila Valley Irrigation District and the Franklin Irrigation District 
shall be added as parties to the Agreement, but only so long 
as none of the aforementioned parties objects to adding the Gila 
Valley Irrigation and/or the Franklin Irrigation District as parties 
to the Agreement.”. 
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(e) DEFINITIONS.—Section 3703 of such Act is amended by add- 
ing the following new paragraphs: 

“(12) ‘Morenci mine complex’ means the lands owned or leased 
by Phelps Dodge Corporation, now or in the future, delineated 
in a map as ‘Phelps Dodge Mining, Mineral Processing, and Auxil- 
iary Facilities Water Use Area’, which map is dated March 19, 
1996, and is on file with the Secretary of the Interior. 

“(13) ‘Upper Eagle Creek Wellfield’ means that area in Greenlee 
County which is bounded by the eastern boundary of Graham 
County on the west, the southern boundary of the Black River 
watershed on the north, a line running north and south 5 miles 
east of the eastern boundary of Graham County on the east, and 
the southern boundary of the natural drainage of Cottonwood Can- 
yon on the south.”. 

(f) BLACK RIVER FACILITIES.—Section 3711 of such Act, as 
amended by subsection (b) of this Act, is further amended by 
adding at the end the following: 

“(d) BLACK RIVER FACILITIES.— 

“(1) IN GENERAL.—The provisions and agreements set forth 
or referred to in paragraphs (2), (3), and (4) below shall be 
enforceable against the United States in United States district 
court, and the immunity of the United States for such purposes 
and for no other purpose is hereby waived. The provisions 
and agreements set forth or referred to in paragraphs (2)(A), 
(3), and (4) below shall be enforceable against the Tribe in 
United States district court, and the immunity of the Tribe 
for such purposes and for no other purpose, is hereby waived 
The specific agreements made by the Tribe and set forth in 
paragraph (5) shall be enforceable against the Tribe in United 
States district court, and the immunity of the Tribe is hereby 
waived as to such specific agreements and for no other purpose. 

“(2) INTERIM PERIOD.— 

“(A) As of July 23, 1997, Phelps Dodge shall vacate 
the reservation and no longer rely upon permit #2000089, 
dated July 25, 1944. On such date the United States, 
through the Bureau of Reclamation, shall enter, operate, 
and maintain the Black River pump station, outbuildings, 
the pipeline, related facilities, and certain caretaker quar- 
ters (hereinafter referred to collectively as the ‘Black River 
facilities’). 

“(B) The United States and Phelps Dodge shall enter 
into a contract for delivery of water pursuant to subpara- 
graph (C), below. Water for delivery to Phelps Dodge from 
the Black River shall not exceed an annual average of 
40 acre feet per day, or 14,000 acre feet per year. All 
diversions from Black River to Phelps Dodge shall be junior 
to the diversion and use of up to 7,300 acre feet per 
year by the San Carlos Apache Tribe, and no such diversion 
for Phelps Dodge shall cause the flow of Black River to 
fall below 20 cubic feet per second. The United States 
shall account for the costs for operating and maintaining 
the Black River facilities, and Phelps Dodge shall 
reimburse the United States for such costs. Phelps Dodge 
shall pay to the United States, for delivery to the Tribe, 
the sum of $20,000 per month, with an annual CPI adjust- 
ment from July 23, 1997, for purposes of compensating 
the Tribe for United States use and occupancy of the Black 
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River facilities. Phelps Dodge and the Tribe shall cooperate 
with the United States in effectuating an orderly transfer 
of the operations of the Black River facilities from Phelps 
Dodge to the United States. 

“(C) Notwithstanding any other provision of law, the 
contract referred to in subparagraph (B) between the 
United States and Phelps Dodge which provides for the 
diversion of water from the Black River into the Black 
River facilities, and the delivery of such water to Phelps 
Dodge at that location where the channel of Eagle Creek 
last exits the reservation for use in the Morenci mine 
complex and the towns of Clifton and Morenci and at 
no other location, is ratified and confirmed. 

“(D) The power line right-of-way over the Tribe’s Res- 
ervation which currently is held by Phelps Dodge shall 
remain in place. During the interim period, Phelps Dodge 
shall provide power to the United States for operation 
of the pump station and related facilities without charge, 
and Phelps Dodge shall pay a monthly right-of-way fee 
to the Tribe of $5,000 per month, with an annual CPI 
adjustment from July 23, 1997. 

“(E) Any questions regarding the water claims associ- 
ated with Phelps Dodge’s use of the Upper Eagle Creek 
Wellfield, its diversions of surface water from Eagle Creek, 
the San Francisco River, Chase Creek, and/or its use of 
other water supplies are not addressed in this title. No 
provision in this subsection shall affect or be construed 
to affect any claims by the Tribe, the United States, or 
Phelps Dodge to groundwater or surface water. 

“(3) FINAL ARRANGEMENTS AND TERMS.—The interim period 
described in paragraph (2) shall extend until all conditions 
set forth in paragraph (3)(B) have been satisfied. At such time, 
the following final arrangements shall apply, based on the 
terms set forth below. Such terms shall bind the Tribe, the 
United States, and Phelps Dodge, and shall be enforceable 
pursuant to subsection (d)(1) of this Act. 

“(A) The United States shall hold the Black River 
facilities in trust for the Tribe, without cost to the Tribe 
or the United States. 

“(B) Responsibility for operation of the Black River 
facilities shall be transferred from the United States to 
the Tribe. The United States shall train Tribal members 
during the interim period, and the responsibility to operate 
the Black River facilities shall be transferred upon satisfac- 
tion of 2 conditions— 

“(i) a finding by the United States that the Tribe 
has completed necessary training and is qualified to 
operate the Black River facilities; and 

“(ii) execution of the contract described in para- 
graph (3)(E), which contract shall be executed on or 
before December 31, 1998. In the event that the con- 
tract is not executed by December 31, 1998, the trans- 
fer described in this subsection shall occur on Decem- 
ber 31, 1998 (so long as condition (i) of this subpara- 
graph has been satisfied), based on application of the 
contract terms described in paragraph (3)(E), which 
terms shal! be enforceable under this Act. Upon the 
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approval of the Secretary, the Tribe may contract with 

third parties to operate the Black River facilities. 

“(C) Power lines currently operated by Phelps Dodge 
on the Tribe’s Reservation, and the right-of-way associated 
with such power lines, shall be surrendered by Phelps 
Dodge to the Tribe, without cost to the Tribe. Prior to 
the surrender of the power lines, the Bureau of Reclamation 
shall arrange for an inspection of the power lines and 
associated facilities by a qualified third party and shall 
obtain a certification that such power lines and facilities 
are of sound design and are in good working order. Phelps 
Dodge shall pay for the cost of such inspection and certifi- 
cation. Concurrently with the surrender of the power lines 
and the right-of-way, Phelps Dodge shall construct a switch 
station at the boundary of the Reservation at which the 
Tribe may switch power on or off and shall deliver owner- 
ship and control of such switch station to the Tribe. Subse- 
quent to the transfer of the power lines and the right- 
of-way and the delivery of ownership and control of the 
switch station to the Tribe, Phelps Dodge shall have no 
further obligation or liability of any nature with respect 
to the ownership, operation, or maintenance of the power 
lines, the right-of-way, or the switch station. 

“(D) The Tribe and the United States will enter into 
an exchange agreement with the Salt River Project which 
will deliver CAP water controlled by the Tribe to the Salt 
River Project in return for the diversion of water from 
the Black River into the Black River facilities. The 
exchange agreement shall be subject to review and approval 
by Phelps Dodge, which approval shall not be unreasonably 
withheld. Notwithstanding any other provision of law, the 
contract referred to in this subparagraph is ratified and 
confirmed. 

“(E) The Tribe, the United States, and Phelps Dodge 
will execute a contract covering the lease and delivery 
of CAP water from the Tribe to Phelps Dodge on the 
following terms: 

“(i) The Tribe will lease to Phelps Dodge 14,000 
acre feet of CAP water per year as of the date on 
which the interim period referred to in paragraph (2) 
expires. The lease shall be subject to the terms and 
conditions identified in the Tribal CAP Delivery Con- 
tract referenced in section 3706(b). The leased CAP 
water shall be delivered to Phelps Dodge from the 
Black River pursuant to the exchange referred to in 
subparagraph (D) above, based on diversions from the 
Black River that shall not exceed an annual average 
of 40 acre feet per day and shall not cause the flow 
of Black River to fall below 20 cubic feet per second. 
Such CAP water shall be delivered to Phelps Dodge 
at that location where the channel of Eagle Creek 
last exits the Reservation, to be utilized in the Morenci 
mine complex and the towns of Clifton and Morenci, 
and at no other location. 

“(ii) The leased CAP water shall be junior to the 
diversion and use of up to 7,300 acre feet per year 
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from the Black and Salt Rivers by the San Carlos 
Apache Tribe. 

“(iii) The lease will be for a term of 50 years 
or, if earlier, the date upon which mining activities 
at the Morenci mine complex cease, with a right to 
renew for an additional 50 years upon a finding by 
the Secretary that the water is needed for continued 
mining activities at the Morenci mine complex. The 
lease shall have the following financial terms: 

“(I) The Tribe will lease CAP water at a cost 
of $1,200 per acre foot. Phelps Dodge shall pay 
to the United States, on behalf of the Tribe, the 
sum of $5,000,000 upon the earlier of the execution 
of the agreement, or upon the expiration of the 
interim period referred to in paragraph (2) hereof, 
which amount shall be a prepayment for and 
applicable to the first 4,166 acre feet of CAP water 
to be delivered in each year during the term of 
the lease. 

“(II) Phelps Dodge shall pay the United States, 
on behalf of the Tribe, the sum of $65 per acre 
foot per year, with an annual CPI adjustment for 
the remaining 9,834 acre feet of water to be deliv- 
ered pursuant to the lease each year. Such pay- 
ments shall be made in advance on January 1 
of each year, with a reconciliation made at year- 
end, if necessary, in the event that less than 14,000 
acre feet of CAP water is diverted from the Black 
River due to shortages in the CAP system or on 
the Black River. 

“(III) Phelps Dodge shall pay in advance each 
month the Tribe’s reasonable costs associated with 
the Tribe’s operation, maintenance, and replace- 
ment of the Black River facilities for purposes 
of delivering water to Phelps Dodge pursuant to 
the lease, which costs shall be based upon the 
experience of the Bureau of Reclamation in operat- 
ing the Black River facilities during the interim 
period referred to in paragraph (2), subject to an 
annual CPI adjustment, and providing for a credit 
for power provided by Phelps Dodge to the Tribe. 
In addition, Phelps Dodge shall pay a monthly 
fee of $30,000 to the United States, on behalf 
of the Tribe, to account for the use of the Tribe’s 
distribution system. 

“(IV) Phelps Dodge shall pay the United States 
operation, maintenance, and replacement charges 
associated with the leased CAP water and such 
reasonable interconnection charges as may be 
imposed by Salt River Project in connection with 
the exchange referred to in subparagraph (D) 
above. 

“(iv) Notwithstanding the provisions of section 
3707(b), any moneys, except Black River facilities 
OM&R, CAP OM&R and any charges associated with 
an exchange agreement with Salt River Project, paid 
to the United States on behalf of the Tribe from the 
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lease referred to under paragraph (3)(D\iii) shall be 

held in trust by the United States for the benefit 

of the Tribe. There is hereby established in the Treas- 
ury of the United States a fund to be known as the 

‘San Carlos Apache Tribe Lease Fund’ for such purpose. 

Interest accruing to the Fund may be used by the 

Tribe for economic and community development pur- 

poses upon presentation to the Secretary of a certified 

copy of a duly enacted resolution of the Tribal Council 
requesting distribution and a written budget approved 
by the Tribal Council. Such income may thereafter 
be expended only in accordance with such budget. 

Income not distributed shall be added to principal. 

The United States shall not be liable for any claim 

or causes of action arising from the Tribe’s use or 

expenditure of moneys distributed from the Fund. 

“(v) The lease is not assignable to any third party, 
except with the consent of the Tribe and Phelps Dodge, 
and with the approval of the Secretary. 

“(vi) Notwithstanding subsection (b) hereof, section 
3706 shall be fully effective immediately with respect 
to the CAP water lease provided for in this subpara- 
graph and the Secretary shall take all actions author- 
ized by section 3706 necessary for purposes of 
implementing this subparagraph. Notwithstanding any 
other provision of law, the contract referred to in this 
subparagraph is ratified and confirmed and shall be 
enforceable in United States district court. In the event 
that no lease authorized by this subparagraph is 
executed, this subparagraph, notwithstanding any 
other provision of law, shall be enforceable as a lease 
among the Tribe, the United States, and Phelps Dodge 
in the United States district court, and the Secretary 
shall take all action authorized by section 3706 for 
purposes of implementing this subparagraph in such 
an event. 

“(F) Any questions regarding the water claims associ- 
ated with Phelps Dodge’s use of the Eagle Creek Wellfield, 
its diversions of surface water from lower Eagle Creek, 
the San Francisco River, Chase Creek, and/or its use of 
other water supplies are not addressed by this title. No 
provision in this subsection shall affect or be construed 
to affect any claims by the Tribe, the United States, or 
Phelps Dodge to groundwater or surface water. 

“(4) EAGLE CREEK.—From the effective date of this sub- 
section, and during the Interim Period, the Tribe shall not, 
in any way, impede, restrict, or sue the United States regarding 
the passage of water from the Black River facilities into those 
portions of the channels of Willow Creek and Eagle Creek 
which flow through the Reservation. Phelps Dodge agrees to 
limit pumping from the Upper Eagle Creek Wellfield so that 
the combination of water from the Black River facilities and 
water pumped from the Upper Eagle Creek Wellfield does 
not exceed 22,000 acre feet per year of delivered water at 
the Phelps Dodge Lower Eagle Creek Pump Station below 
the Reservation. In calculating the pumping rates allowed 
under this subparagraph, transmission losses from Black River 
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and the Upper Eagle Creek Wellfield shall be estimated, but 

in no event shall such transmission losses be more than 10 

percent of the Black River or Upper Eagle Creek Wellfield 

water. Based on this agreement, the Tribe shall not, in any 
way, impede, restrict, or sue Phelps Dodge regarding the pas- 
sage of water from the Phelps Dodge Upper Eagle Creek 

Wellfield, except that— 

“(A) Phelps Dodge shall pay to the United States, 
on behalf of the Tribe, $5,000 per month, with an annual 
CPI adjustment from July 23, 1997, to account for the 
passage of such flows; and 

“(B) the Tribe and the United States reserve the right 
to challenge Phelps Dodge’s claims regarding the pumping 
of groundwater from the Upper Eagle Creek Wellfield, in 
accordance with paragraphs (2)(E) and (3)(F) above. In 
the event that a court determines that Phelps Dodge does 
not have the right to pump the Upper Eagle Creek 
Wellfield, the Tribe will no longer be subject to the restric- 
tion set forth in this subparagraph regarding the passage 
of water from the Wellfield through the Reservation. Noth- 
ing in this subsection shall affect the rights, if any, that 
Phelps Dodge might claim regarding the flow of water 
in the channel of Eagle Creek in the absence of this sub- 
section. 

“(5) PAST CLAIMS.—The Act does not address claims relating 
to Phelps Dodge’s prior occupancy and operation of the Black 
River facilities. The Tribe agrees not to bring any such claims 
against the United States. The Tribe also agrees that within 
30 days after Phelps Dodge has vacated the Reservation, it 
shall dismiss with prejudice the suit that it has filed in Tribal 
Court against Phelps Dodge (The San Carlos Apache Tribe 
v. Phelps Dodge, et al., Case No. C-97—118), which such dismis- 
sal shall not be considered a decision on the merits, and any 
claims that it might assert against Phelps Dodge in connection 
with Phelps Dodge’s prior occupancy and operation of the Black 
River facilities shall be brought exclusively in the United States 
district court. 

“(6) RELATIONSHIP TO SETTLEMENT.— 

“(A) The term ‘Agreement’, as defined by section 
3703(2), shall not include Phelps Dodge. 

“(B) Section 3706(j) and section 3705(f) shall be 106 Stat. 4745, 
repealed and shall have no effect. 4744. 
“(7) RATIFICATION OF SETTLEMENT.—The agreement 

between the San Carlos Apache Tribe, the Phelps Dodge Cor- 

poration, and the Secretary of the Interior, as set forth in 
this subsection, is hereby ratified and approved.”. 

(g) TECHNICAL AMENDMENT.—Section 3702(aX3) is amended 106 Stat. 4740 
by striking “qualification” and inserting “quantification”. 

Sec. 5004. Paragraph (5) of section 104(c) of the Marine Mam- 
mal Protection Act of 1972 (16 U.S.C. 1374(c\(5)) is amended as 
follows: 

(1) In subparagraph (A), by striking “, including polar 
bears taken but not imported prior to the date of enactment 
of the Marine Mammal Protection Act Amendments of 1994,”. 

(2) By adding the following new subparagraph at the end 
thereof: 
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“(D) The Secretary of the Interior shall, expeditiously after 
the expiration of the applicable 30 day period under subsection 
(dX2), issue a permit for the importation of polar bear parts (other 
than internal organs) from polar bears taken in sport hunts in 
Canada before the date of enactment of the Marine Mammal Protec- 
tion Act Amendments of 1994, to each applicant who submits, 
with the permit application, proof that the polar bear was legally 
harvested in Canada by the applicant. The Secretary shall issue 
such permits without regard to the provisions of subparagraphs 
(A) and (C)(ii) of this paragraph, subsection (d)(3) of this section, 
and sections 101 and 102. This subparagraph shall not apply to 
polar bear parts that were imported before the effective date of 
this subparagraph.”. 


CHAPTER 6 
DEPARTMENT OF HEALTH AND HUMAN SERVICES 


HEALTH RESOURCES AND SERVICES ADMINISTRATION 
HEALTH EDUCATION ASSISTANCE LOANS PROGRAM 


Public Law 104-208, under the heading “Health Education 
Assistance Loans Program” is amended by inserting after 
“$140,000,000” the following: “: Provided further, That the Secretary 
may use up to $499,000 derived by transfer from insurance pre- 
miums collected from guaranteed loans made under title VII of 
the Public Health Service Act for the purpose of carrying out section 
709 of that Act” 


ADMINISTRATION FOR CHILDREN AND FAMILIES 
CHILDREN AND FAMILIES SERVICES PROGRAMS 


Public Law 104-208, under the heading titled “Children and 
Families Services Programs” is amended by inserting after the 
reference to “part B(1) of title [V” the following: “and section 1110” 


OFFICE OF THE SECRETARY 
PUBLIC HEALTH AND SOCIAL SERVICES EMERGENCY FUND 


For expenses necessary to support high priority health research, 
$15,000,000, to remain available until expended: Provided, That 
the Secretary shall award such funds on a competitive basis. 


DEPARTMENT OF EDUCATION 
EDUCATION FOR THE DISADVANTAGED 


For additional amounts to carry out subpart 2 of part A of 
title I of the Elementary and Secondary Education Act of 1965, 
$101,133,000, of which $78,362,000 shall be for Basic Grants and 
$22,771,000 shall be for Concentration Grants, which shall be allo- 
cated, notwithstanding any other provision of law, only to those 
States, and counties within those States, that will receive, from 
funds available under the Department of Education Appropriations 
Act, 1997, smaller allocations for Grants to Local Educational Agen- 
cies than they would have received had those allocations been 
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calculated entirely on the basis of child poverty counts from the 
1990 census: Provided, That the Secretary of Education shall use 
these additional funds to provide those States with 50 percent 
of the difference between the allocations they would have received 
had the allocations under that Appropriations Act been calculated 
entirely on the basis of the 1990 census data and the allocations 
under the 1997 Appropriations Act: Provided further, That if any 
State’s total allocation under that Appropriations Act and this para- 
graph is less than its 1996 allocation for that subpart, that State 
shall receive, under this paragraph, the amount the State would 
have received had that allocation been calculated entirely on the 
basis of child poverty counts from the 1990 census: Provided further, 
That the Secretary shall ratably reduce the allocations to States 
under the preceding proviso for either Basic Grants or Concentra- 
tion Grants, or both, as the case may be, if the funds available 
are insufficient to make those allocations in full: Provided further, 
That the Secretary shall allocate, to such counties in each such 
State, additional amounts for Basic Grants and Concentration 
Grants that are in the same proportion, respectively, to the total 
amounts allocated to the State, as the differences between such 
counties’ initial allocations for Basic Grants and Concentration 
Grants, respectively (compared to what they would have received 
had the initial allocations been calculated entirely on the basis 
of 1990 census data), are to the differences between the State’s 
initial allocations for Basic Grants and Concentration Grants, 
respectively (compared to the amounts the State would have 
received had the initial allocations been calculated entirely on the 
basis of 1990 census data): Provided further, That the funds appro- 
priated under this paragraph shall become available on July 1, 
1997 and shall remain available through September 30, 1998: Pro- 
vided further, That the additional amounts appropriated under 
this paragraph shall not be taken into account in determining 
State allocations under any other program administered by the 
Secretary. 


RELATED AGENCY 
NATIONAL COMMISSION ON THE COST OF HIGHER EDUCATION 
SALARIES AND EXPENSES 


For necessary expenses for the National Commission on the 
Cost of Higher Education, $650,000, to remain available until 
expended. 


GENERAL PROVISIONS, CHAPTER 6 


SEc. 6001. Notwithstanding any other provision of law, fiscal 
year 1995 funds awarded under State-administered programs of 
the Department of Education and funds awarded for fiscal year 
1996 for State-administered programs under the Rehabilitation Act 
of the Department of Education to recipients in Presidentially 
declared disaster areas, which were declared as such during fiscal 
year 1997, are available to those recipients for obligation until 
September 30, 1998: Provided, That for the purposes of assisting 
those recipients, the Secretary’s waiver authority under section 
14401 of the Elementary and Secondary Education Act of 1965 
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shall be extended to all State-administered programs of the Depart- 
ment of Education. This special waiver authority applies only to 
funds awarded for fiscal years 1995, 1996, and 1997. 

Sec. 6002. Notwithstanding any other provision of law, the 
Secretary of Education may waive or modify any statutory or regu- 
latory provision applicable to the student financial aid programs 
under title IV of the Higher Education Act that the Secretary 
deems necessary to assist individuals and other program partici- 
pants who suffered financial harm from natural disasters and who, 
at the time the disaster struck were operating, residing at, or 
attending an institution of higher education, or employed within 
these areas on the date which the President declared the existence 
of a major disaster (or, in the case of an individual who is a 
dependent student, whose parent or stepparent suffered financial 
harm from such disaster, and who resided, or was employed in 
such an area at that time): Provided further, That such authority 
shall be in effect only for awards for award years 1996-1997 and 
1997-1998. 

SEC. 6003. None of the funds provided in this Act or in any 
other Act making appropriations for fiscal year 1997 may be used 
to administer or implement in Denver, Colorado, the Medicare 
Competitive Pricing/Open Enrollment Demonstration, as titled in 
the April 1, 1997, Final Request for Proposals (RFP). 


SEC. 6004. EMERGENCY USE OF CHILD CARE FUNDS. 


(a) IN GENERAL.—Notwithstanding any other provision of law 
during the period beginning on April 30, 1997, and ending on 
July 30, 1997, the Governors of the States described in paragraph 
(1) of subsection (b) may, subject to subsection (c), use amounts 
received for the provision of child care assistance or services under 
the Child Care and Development Block Grant Act of 1990 (42 
U.S.C. 9801 et seq.) to provide emergency child care services to 
individuals described in paragraph (2) of subsection (b). 

(b) ELIGIBILITY.— 

(1) OF STATES.—A State described in this paragraph is 

a State in which the President, pursuant to section 401 of 

the Robert T. Stafford Disaster Relief and Emergency Assist- 

ance Act (42 U.S.C. 5121), has determined that a major disaster 
exists, or that an area within the State is determined to be 
eligible for disaster relief under other Federal law by reason 

of damage related to flooding in 1997. 

(2) OF INDIVIDUALS.—An individual described in this sub- 
section is an individual who— 

(A) resides within any area in which the President, 
pursuant to section 401 of the Robert T. Stafford Disaster 
Relief and Emergency Assistance Act (42 U.S.C. 5121) 
has determined that a major disaster exists, or within 
an area determined to be eligible for disaster relief under 
other Federal law by reason of damage related to flooding 
in 1997; and 

(B) is involved in unpaid work activities (including 
the cleaning, repair, restoration, and rebuilding of homes, 
businesses, and schools) resulting from the flood emergency 
described in subparagraph (A) 

(c) LIMITATIONS.— 

(1) REQUIREMENTS.—With respect to assistance provided 
to individuals under this section, the quality, certification and 
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licensure, health and safety, nondiscrimination, and other 
requirements applicable under the Federal programs referred 
to in subsection (a) shall apply to child care provided or obtained 
under this section. 

(2) AMOUNT OF FUNDS.—The total amount utilized by each 
of the States under subsection (a) during the period referred 


to in such subsection shall not exceed the total amount of 


such assistance that, notwithstanding the enactment of this 

section, would otherwise have been expended by each such 

State in the affected region during such period 

(d) PrRiorRITY.—In making assistance available under this sec- 
tion, the Governors described in subsection (a) shall give priority 
to eligible individuals who do not have access to income, assets, 
or resources as a direct result of the flooding referred to in sub- 
section (b)(2)(A). 


EXTENSION OF SSI REDETERMINATION PROVISIONS 


SEc. 6005. (a) Section 402(a)(2)(D)\(i) of the Personal Respon- 
sibility and Work Opportunity Reconciliation Act of 1996 (8 U.S.C. 
1612(a)(2)(D\(i)) is amended 

(1) in subclause (I), by striking “the date which is 1 year 
after such date of enactment,” and inserting “September 30, 
1997,”; and 

(2) in subclause (III), by striking “the date of the redeter- 
mination with respect to such individual” and inserting 

“September 30, 1997,” 

(b) The amendment made by subsection (a) shall be effective 
as if included in the enactment of section 402 of the Personal 
Responsibility and Work Opportunity Reconciliation Act of 1996. 





CHAPTER 7 
CONGRESSIONAL OPERATIONS 
SENATE 
CONTINGENT EXPENSES OF THE SENATE 
SECRETARY OF THE SENATE 
(TRANSFER OF FUNDS) 


For an additional amount for expenses of the “Office of the 
Secretary of the Senate”, to carry out the provisions of section 
8 of the Legislative Branch Appropriations Act, 1997, $5,000,000, 
to remain available until September 30, 2000, to be derived by 
transfer from funds previously appropriated from fiscal year 1997 
funds under the heading “SENATE”, subject to the approval of 
the Committee on Appropriations. 


HOUSE OF REPRESENTATIVES 


PAYMENTS TO WIDOWS AND HEIRS OF DECEASED MEMBERS OF 
CONGRESS 


For payment to Marissa, Sonya, and Frank (III) Tejeda, chil- 
dren of Frank Tejeda, late a Representative from the State of 
Texas, $133,600. 


Effective date 
8 USC 1612 note 


Marissa Tejeda 
Sonya Tejeda. 
Frank Tejeda, 
Ill. 





Effective date 


Effective date 
2 USC 65f note 


41 USC 253/-1 
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OTHER AGENCY 
BOTANIC GARDEN 


SALARIES AND EXPENSES 


For an additional amount for “Salaries and Expenses, Botanic 
Garden”, $33,500,000, to remain available until expended, for emer- 
gency repair and renovation of the Conservatory. 


GENERAL PROVISIONS, CHAPTER 7 


Sec. 7001. Section 105(f) of the Legislative Branch Appropria- 
tion Act, 1968 (2 U.S.C. 61-1(f)) is amended by adding at the 
end the following: “The limitation on the minimum rate of gross 
compensation under this subsection shall not apply to any member 
or civilian employee of the Capitol Police whose compensation is 
disbursed by the Secretary of the Senate.”. 

SEc. 7002. (a) Notwithstanding any other provision of law 
or regulation, with the approval of the Committee on Rules and 
Administration of the Senate, the Sergeant at Arms and Doorkeeper 
of the Senate is authorized to provide additional facilities, services, 
equipment, and office space for use by a Senator in that Senator’s 
State in connection with a disaster or emergency declared by the 
President under the Robert T. Stafford Disaster Relief and Emer- 
gency Assistance Act. Expenses incurred by the Sergeant at Arms 
and Doorkeeper of the Senate under this section shall be paid 
from the appropriation account, within the contingent fund of the 
Senate, for expenses of the Office of the Sergeant at Arms and 
Doorkeeper of the Senate, upon vouchers signed by the Sergeant 
at Arms and Doorkeeper of the Senate with the approval of the 
Committee on Rules and Administration of the Senate. 

(b) This section is effective on and after the date of enactment 
of this Act. 

SEc. 7003. (a) Section 2 of Public Law 100-71 (2 U.S.C. 65f) 
is amended by adding at the end the following: 

“(c) Upon the written request of the Secretary of the Senate, 
with the approval of the Committee on Appropriations of the Senate, 
there shall be transferred any amount of funds available under 
subsection (a) specified in the request, but not to exceed $10,000 
in any fiscal year, from the appropriation account (within the contin- 
gent fund of the Senate) for expenses of the Office of the Secretary 
of the Senate to the appropriation account for the expense allowance 
of the Secretary of the Senate. Any funds so transferred shall 
be available in like manner and for the same purposes as are 
other funds in the account to which the funds are transferred.”. 

(b) The amendment made by subsection (a) shall be effective 
with respect to appropriations for fiscal years beginning on or 
after October 1, 1996 

SEc. 7004. The Comptroller General may use available funds, 
now and hereafter, to enter into contracts for the acquisition of 
severable services for a period that begins in one fiscal year and 
ends in the next fiscal year and to enter in multiyear contracts 
for the acquisition of property and nonaudit-related services, to 
the same extent as executive agencies under the authority of sec- 
tions 303L and 304B, respectively, of the Federal Property and 
Administrative Services Act (41 U.S.C. 253] and 254c). 
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CHAPTER 8 
DEPARTMENT OF TRANSPORTATION 
CoasT GUARD 
OPERATING EXPENSES 


For an additional amount for “Operating Expenses”, $1,600,000, 
for necessary expenses directly related to support activities in the 
TWA Flight 800 crash investigation, to remain available until 
expended. 


RETIRED PAY 
For an additional amount for “Retired Pay”, $9,200,000. 
FEDERAL HIGHWAY ADMINISTRATION 
FEDERAL-AID HIGHWAYS 
EMERGENCY RELIEF PROGRAM 
(HIGHWAY TRUST FUND) 


For an additional amount for the Emergency Relief Program 
for emergency expenses resulting from flooding and other natural 
disasters, as authorized by 23 U.S.C. 125, $650,000,000, to be 
derived from the Highway Trust Fund and to remain available 
until expended: Provided, That the entire amount is designated 
by the Congress as an emergency requirement pursuant to section 
251(b\(2)D\i) of the Balanced Budget and Emergency Deficit Con- 
trol Act of 1985, as amended: Provided further, That 23 U.S.C 
125(b)(1) shall not apply to projects resulting from the December 
1996 and January 1997 flooding in the western States. 


FEDERAL-AID HIGHWAYS 
LIMITATION ON OBLIGATIONS) 
(HIGHWAY TRUST FUND) 


The limitation under this heading in Public Law 104-205 is 
increased by $694,810,534: Provided, That such additional authority 
shall remain available during fiscal year 1997: Provided further, 
That notwithstanding any other provision of law, the authority 
provided herein above shall be distributed to ensure that States 
receive an amount they would have received had the Highway 
Trust Fund fiscal year 1994 income statement not been understated 
prior to the revision on December 24, 1996: Provided further, That 
notwithstanding any other provision of law, $318,077,043 of the 
amount provided herein above shall be distributed to assure that 
States receive obligation authority that they would have received 
had the Highway Trust Fund fiscal year 1995 income statement 
not been revised on December 24, 1996: Provided further, That 
the remaining authority provided herein above shall be distributed 
to those States whose share of Federal-aid obligation limitation 
under section 310 of Public Law 104~205 is less than the amount 
such States received under section 310(a) of Public Law 104-50 
in fiscal year 1996 in a ratio equal to the amounts necessary 
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to bring each such State to the Federal-aid obligation limitation 
distributed under section 310(a) of Public Law 104-50. 


FEDERAL RAILROAD ADMINISTRATION 
EMERGENCY RAILROAD REHABILITATION AND REPAIR 


For necessary expenses to repair and rebuild freight rail lines 
of regional and short line railroads or a State entity damaged 
by floods, $18,900,000, to be awarded subject to the discretion 
of the Secretary on a case-by-case basis: Provided, That up to 
$900,000 shall be solely for damage incurred in West Virginia 
in September 1996 and $18,000,000 shall be solely for damage 
incurred in the Northern Plains States in March and April 1997: 
Provided further, That funds provided under this head shall be 
available for rehabilitation of railroad rights-of-way, bridges, and 
other facilities which are part of the general railroad system of 
transportation, and primarily used by railroads to move freight 
traffic: Provided further, That railroad rights-of-way, bridges, and 
other facilities owned by class I railroads are not eligible for funding 
under this head unless the rights-of-way, bridges or other facilities 
are under contract lease to a class II or class III railroad under 
which the lessee is responsible for all maintenance costs of the 
line: Provided further, That railroad rights-of-way, bridges and other 
facilities owned by passenger railroads, or by tourist, scenic, or 
historic railroads are not eligible for funding under this head: 
Provided further, That these funds shall be available only to the 
extent an official budget request, for a specific dollar amount, 
that includes designation of the entire amount as an emergency 
requirement as defined in the Balanced Budget and Emergency 
Deficit Control Act of 1985, as amended, is transmitted by the 
President to the Congress: Provided further, That the entire amount 
is designated by Congress as an emergency requirement pursuant 
to section 251(b\(2D\i) of the Balanced Budget and Emergency 
Deficit Control Act of 1985, as amended: Provided further, That 
all funds made available under this head are to remain available 
until September 30, 1997. 


RELATED AGENCY 


NATIONAL TRANSPORTATION SAFETY BOARD 
SALARIES AND EXPENSES 


For an additional amount for “Salaries and Expenses”, for 
emergency expenses resulting from the crashes of TWA Flight 800, 
ValuJet Flight 592, and Comair Flight 3272, and for assistance 
to families of victims of aviation accidents as authorized by Public 
Law 104-264, $29,859,000, of which $4,877,000 shall remain avail- 
able until expended: Provided, That these funds shall be available 
only to the extent an official budget request, for a specific dollar 
amount, that includes designation of the entire amount as an emer- 
gency requirement as defined in the Balanced Budget and Emer- 
gency Deficit Control Act of 1985, as amended, is transmitted 
by the President to the Congress: Provided further, That the entire 
amount is designated by Congress as an emergency requirement 
pursuant to section 251(b)\(2D)i) of the Balanced Budget and 
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Emergency Deficit Control Act of 1985, as amended: Provided fur- 
ther, That notwithstanding any other provision of law, not more 
than $10,330,000 shall be provided by the National Transportation 
Safety Board to the Department of the Navy as reimbursement 
for costs incurred in connection with recovery of wreckage from 
TWA Flight 800 and shall be credited to the appropriation contained 
in the Omnibus Consolidated Appropriations Act, 1997, which is 
available for the same purpose as the appropriation originally 
charged for the expense for which the reimbursements are received, 
to be merged with, and to be available for the same purpose as 
the appropriation to which such reimbursements are credited: Pro- 
vided further, That notwithstanding any other provision of law, 
of the amount provided to the National Transportation Safety 
Board, not more than $6,059,000 shall be made available to the 
State of New York and local counties in New York, as reimburse- 
ment for costs incurred in connection with the crash of TWA Flight 
800: Provided further, That notwithstanding any other provision 
of law, of the amount provided, not more than $3,100,000 shall 
be made available to Metropolitan Dade County, Florida as 
reimbursement for costs incurred in connection with the crash 
of ValuJet Flight 592: Provided further, That notwithstanding any 
other provision of law, of the amount provided, not more than 
$300,000 shall be made available to Monroe County, Michigan 
as reimbursement for costs incurred in connection with the crash 
of Comair Flight 3272. 


GENERAL PROVISIONS, CHAPTER 8 


SEc. 8001. Title I of the Department of Transportation and 
Related Agencies Appropriations Act, 1997 (Public Law 104-205) 
is amended under the heading “Federal Transit Administration— 
Discretionary Grants” by striking “$661,000,000” and inserting 110 Stat. 2964. 
“$661,000”. 

SEc. 8002. Section 325 of title III of the Department of 
Transportation and Related encies Appropriations Act, 1997 
(Public Law 104-205) is amended by deleting all text following: 110 Stat. 2973. 
“Provided, That such funds shall not be subject to the obligation 
limitation for Federal-aid highways and highway safety construc- 
tion.”. 

Sec. 8003. Section 410(j) of title 23, United States Code, is 
amended by striking the period after “1997” and inserting “, and 
an additional $500,000 for fiscal year 1997.”. 

SEc. 8004. Section 30308(a) of title 49, United States Code, 
is amended by striking “and 1996” and inserting “, 1996, and 
1997”. 


CHAPTER 9 
DEPARTMENT OF THE TREASURY 
DEPARTMENTAL OFFICES 
SALARIES AND EXPENSES 
For an additional amount under the heading “Departmental 
Offices, Salaries and Expenses”, $1,950,000: Provided, That the 


Secretary of the Treasury may utilize the law enforcement services, 
personnel, equipment, and facilities of the State of Colorado, the 
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Reports 


Reports 


County of Denver, and the City of Denver, with their consent, 
and shall reimburse the State of Colorado, the County of Denver, 
and the City of Denver for the utilization of such law enforcement 
services, personnel (for salaries, overtime, and benefits), equipment, 
and facilities for security arrangements for the Denver Summit 
of Eight being held June 20 through June 22, 1997, in Denver, 
Colorado subject to verification of appropriate costs. 


COUNTER-TERRORISM AND DRUG LAW ENFORCEMENT 
DEPARTMENT OF THE TREASURY 


UNITED STATES CUSTOMS SERVICE 
SALARIES AND EXPENSES 


Of the funds made available under this heading in Public 
Law 104-208, $16,000,000 shall be available until September 30, 
1998 to develop further the Automated Targeting System. 


U.S. POSTAL SERVICE 


PAYMENT TO THE POSTAL SERVICE FUND 


For an additional amount for the Postal Service Fund for reve- 
nue forgone on free and reduced rate mail, pursuant to subsection 
(d) of section 2401 of title 39, United States Code, $5,383,000. 


GENERAL PROVISIONS, CHAPTER 9 


Sec. 9001. The Administrator of General Services is authorized 
to obligate the funds appropriated in Public Law 104~—208 for 
construction of the Montgomery, Alabama courthouse. 

SEC. 9002. None of the funds appropriated or made available 
in this Act or any other Act may be used by the General Services 
Administration to implement section 1555 of the Federal Acquisition 
Streamlining Act of 1994 (Public Law 103-355) prior to the date 
of adjournment of the first session of the 105th Congress. 

SEc. 9003. (a) The Bureau of Engraving and Printing and 
the Department of the Treasury shall not award a contract for 
Solicitation No. BEP-97-13(TN) or Solicitation No. BEP—96-13(TN) 
until the General Accounting Office (GAO) has completed a com- 
prehensive analysis of the optimum circumstances for government 
procurement of distinctive currency paper. The GAO shall report 
its findings to the House and Senate Saeniiiess on Appropriations 
no later than August 1, 1998 

(b) The contractual term of the distinctive currency paper 
“bridge” contract shall not exceed 24 months, and the contract 
shall not be effective until the Secretary of the Department of 
the Treasury certifies that the price under the terms of any “bridge” 
contract is fair and reasonable and that the terms of any “bridge” 
contract are customary and appropriate according to Federal 
procurement regulations. In addition, the Secretary of the Treasury 
shall report to the Committees on Appropriations on the price 
and profit levels of any “bridge” contract at the time of certification. 

SEC. 9004. (a) Chapter 63 of title 5, United States Code, is 
amended by adding after subchapter V the following: 
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“SUBCHAPTER VI—LEAVE TRANSFER IN DISASTERS AND 
EMERGENCIES 


“$6391. Authority for leave transfer program in disasters 
and emergencies 


“(a) For the purpose of this section— 

“(1) ‘employee’ means an employee as defined in section 

6331(1); and 

“(2) ‘agency’ means an Executive agency. 

“(b) In the event of a major disaster or emergency, as declared 
by the President, that results in severe adverse effects for a substan- 
tial number of employees, the President may direct the Office 
of Personnel Management to establish an emergency leave transfer 
program under which any employee in any agency may donate 
unused annual leave for transfer to employees of the same or 
other agencies who are adversely affected by such disaster or emer- 
gency. 

“(c) The Office shall establish appropriate requirements for 
the operation of the emergency leave transfer program under sub- 
section (b), including appropriate limitations on the donation and 
use of annual leave under the program. An employee may receive 
and use leave under the program without regard to any requirement 
that any annual leave and sick leave to a leave recipient’s credit 
must be exhausted before any transferred annual leave may be 
used. 

“(d) A leave bank established under subchapter IV may, to 
the extent provided in regulations prescribed by the Office, donate 
annual leave to the emergency leave transfer program established 
under subsection (b). 

“(e) Except to the extent that the Office may prescribe by 
regulation, nothing in section 7351 shall apply to any solicitation, 
donation, or acceptance of leave under this section. 

“(f) The Office shall prescribe regulations necessary for the Regulations 
administration of this section.” 

(b) The analysis for chapter 63 of title 5, United States Code, 
is amended by adding at the end the following: 


“SUBCHAPTER VI—LEAVE TRANSFER IN DISASTERS AND EMERGENCIES 


“6391. Authority for leave transfer program in disasters and emergencies.” 


CHAPTER 10 
DEPARTMENT OF VETERANS AFFAIRS 


VETERANS BENEFITS ADMINISTRATION 
COMPENSATION AND PENSIONS 


For an additional amount for “Compensation and pensions”, 
$928,000,000, to remain available until expended 


ADMINISTRATIVE PROVISION 


The Secretary of Veterans Affairs may carry out the construc- 
tion of a multi-story parking garage at the Department of Veterans 
Affairs medical center in Cleveland, Ohio, in the amount of 
$12,300,000, and there is authorized to be appropriated for fiscal 
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year 1997 for the Parking Revolving Fund account, a total of 
$12,300,000 for this project. 


DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT 
HOUSING PROGRAMS 
ANNUAL CONTRIBUTIONS FOR ASSISTED HOUSING 


Notwithstanding any other provision of law, of the $1,000,000 
appropriated for special purpose grants in Public Law 102-139, 
for a parking garage in Ashland, Kentucky, $500,000 shall be 
made available instead for use in acquiring parking in Ashland, 
Kentucky and $500,000 shall be made available instead for the 
restoration of the Paramount Theater in Ashland, Kentucky. 


PRESERVING EXISTING HOUSING INVESTMENT 


For an additional amount for “Preserving existing housing 
investment”, to be made available for use in conjunction with prop- 
erties that are eligible for assistance under the Low-Income Housing 
Preservation and Resident Homeownership Act of 1990 or the Emer- 
gency Low Income Housing Preservation Act of 1987, $3,500,000, 
to remain available until expended: Provided, That up to such 
amount shall be for a project in Syracuse, New York, the processing 
for which was suspended, deferred or interrupted for a period 
of nine months or more because of differing interpretations, by 
the Secretary of Housing and Urban Development and an owner, 
concerning the timing of the ability of an uninsured section 236 
property to prepay, or by the Secretary and a State rent regulatory 
agency concerning the effect of a presumptively applicable State 
rent control law or regulation on the determination of preservation 
value under section 213 of such Act, if the owner of such project 
filed a notice of intent to extend the low-income affordability restric- 
tions of the housing on or before August 23, 1993, and the Secretary 
approved the plan of action on or before July 25, 1996 


CAPACITY BUILDING FOR COMMUNITY DEVELOPMENT AND 
AFFORDABLE HOUSING 


TRANSFER OF FUNDS 


For “Capacity building for community development and afford- 
able housing”, as authorized by section 4 of the HUD Demonstration 
Act of 1993 (Public Law 103-120), $30,200,000, to remain available 
until expended, and to be derived by transfer from the Homeowner- 
ship and Opportunity for People Everywhere Grants account: Pro- 
vided, That at least $10,000,000 of the funding under this head 
be used in rural areas, including tribal areas. 


COMMUNITY PLANNING AND DEVELOPMENT 
COMMUNITY DEVELOPMENT BLOCK GRANTS FUND 


For an additional amount for “Community development block 
grants fund”, as authorized under title I of the Housing and Commu- 
nity Development Act of 1974, $500,000,000, of which $250,000,000 
shall become available for obligation on October 1, 1997, cll of 
which shall remain available until September 30, 2000, for use 
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only for buyouts, relocation, long-term recovery, and mitigation 
in communities affected by the flooding in the upper Midwest and 
other disasters in fiscal year 1997 and such natural disasters des- 
ignated 30 days prior to the start of fiscal year 1997, except those 
activities reimbursable or for which funds are made available by 
the Federal Emergency Management Agency, the Small Business 
Administration, or the Army Corps of Engineers: Provided, That 
in administering these amounts, the Secretary may waive, or specify 
alternative requirements for, any provision of any statute or regula- 
tion that the Secretary administers in connection with the obligation 
by the Secretary or the use by the recipient of these funds, except 
for statutory requirements related to civil rights, fair housing and 
nondiscrimination, the environment, and labor standards, upon a 
finding that such waiver is required to facilitate the use of sek 
funds, and would not be inconsistent with the overall purpose 
of the statute: Provided further, That the Secretary of Housing Federal Register, 
and Urban Development shall publish a notice in the Federal Reg- publication 
ister governing the use of community development block grants 
funds in conjunction with any program administered by the Director 
of the Federal Emergency Management Agency for buyouts for 
structures in disaster areas: Provided further, That for any funds 
under this head used for buyouts in conjunction with any program 
administered by the Director of the Federal Emergency Manage- 
ment Agency, each State or unit of general local government 
requesting funds from the Secretary of Housing and Urban Develop- 
ment for buyouts shall submit a plan to the Secretary which must 
be approved by the Secretary as consistent with the requirements 
of this program: Provided further, That the Secretary of Housing Reports 
and Urban Development and the Director of the Federal Emergency 
Management Agency shall submit quarterly reports to the House 
and Senate Committees on Appropriations on all disbursements 
and uses of funds for or associated with buyouts: Provided further, 
That for purposes of disasters eligible under this head the Secretary 
of Housing and Urban Development may waive, on a case-by-case 
basis and upon such other terms as the Secretary may specify, 
in whole or in part, the requirements that activities benefit persons 
of low- and moderate-income pursuant to section 122 of the Housing 
and Community Development Act of 1974, and may waive, in whole 
or in part, the requirements that housing qualify as affordable 
housing pursuant to section 290 of the HOME Investment Partner- 
ships Act: Provided further, That the entire amount shall be avail- 
able only to the extent an official budget request, that includes 
designation of the entire amount of the request as an emergency 
requirement as defined by the Balanced Budget and Emergency 
Deficit Control Act of 1985, as amended, is transmitted by the 
President to the Congress: Provided further, That the entire amount 
is designated by the Congress as an emergency requirement pursu- 
ant to section 251(b)(2)(D)(i) of the Balanced Budget and Emergency 
Deficit Control Act of 1985, as amended. 


MANAGEMENT AND ADMINISTRATION 
SALARIES AND EXPENSES 


Of the funds appropriated under this head in Public Law 104— Contracts 
204, the Secretary of Housing and Urban Development shall enter 
into a contract with the National Academy of Public Administration 
not to exceed $1,000,000 no later than one month after enactment 
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of this Act for an evaluation of the Department of Housing and 
Urban Development’s management systems. 


INDEPENDENT AGENCIES 
ENVIRONMENTAL PROTECTION AGENCY 
BUILDINGS AND FACILITIES 


From the amounts appropriated under this heading in prior 
appropriation Acts for the Center for Ecology Research and Training 
(CERT), the Environmental Protection Agency (EPA) shall, after 
the closing of the period for filing CERT-related claims pursuant 
to the Uniform Relocation Assistance and Real Property Acquisition 
Policies Act of 1970 (42 U.S.C. 4601 et seq.), obligate the maximum 
amount of funds necessary to settle all outstanding CERT-related 
claims against the EPA pursuant to such Act. To the extent that 
unobligated balances then remain from such amounts previously 
appropriated, the EPA is authorized beginning in fiscal year 1997 
to make grants to the City of Bay City, Michigan, for the purpose 
of EPA-approved environmental remediation and rehabilitation of 
publicly owned real property included in the boundaries of the 
CERT project. 


STATE AND TRIBAL ASSISTANCE GRANTS 


The funds appropriated in Public Law 104-204 to the Environ- 
mental Protection Agency under this heading for grants to States 
and federally recognized tribes for multi-media or single media 
pollution prevention, control, and abatement and related activities, 
$674,207,000, may also be used for the direct implementation by 
the Federal Government of a program required by law in the 
absence of an acceptable State or tribal program. 


FEDERAL EMERGENCY MANAGEMENT AGENCY 
DISASTER RELIEF 


For an additional amount for “Disaster relief”, $3,300,000,000, 
to remain available until expended: Provided, That $2,300,000,000 
shall become available for obligation on September 30, 1997, but 
shall not become available until the Director of the Federal Emer- 
gency Management Agency submits to the Congress a legislative 
proposal to control disaster relief expenditures including the elimi- 
nation of funding for certain revenue producing facilities: Provided 
further, That of the funds made available under this heading, 
up to $20,000,000 may be transferred to the Disaster Assistance 
Direct Loan Program for the cost of direct loans as authorized 
under section 417 of the Robert T. Stafford Disaster Relief and 
Emergency Assistance Act (42 U.S.C. 5121 et seq.): Provided further, 
That such transfer may be made to subsidize gross obligations 
for the principal amount of direct loans not to exceed $21,000,000 
under section 417 of the Stafford Act: Provided further, That any 
such transfer of funds shall be made only upon certification by 
the Director of the Federal Emergency Management Agency that 
all requirements of section 417 of the Stafford Act will be complied 
with: Provided further, That the entire amount appropriated herein 
shall be available only to the extent that an official budget request 
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for a specific dollar amount, that includes designation of the entire 
amount of the request as an emergency requirement as defined 
in the Balanced Budget and Emergency Deficit Control Act of 
1985, as amended, is transmitted by the President to Congress: 
Provided further, That the entire amount appropriated herein is 
designated by Congress as an emergency requirement pursuant 
to section 251(b)(2)(D)(i) of the Balanced Budget and Emergency 
Deficit Control Act of 1985, as amended. 


GENERAL PROVISIONS, CHAPTER 10 


SEc. 10001. The Secretary shall submit semi-annually to the Records 
Committees on Appropriations a list of all contracts and task orders Contracts. 
issued under such contracts in excess of $250,000 which were 4? USC 3548. 
entered into during the prior 6-month period by the Secretary, 
the Government National Mortgage Association, and the Office 
of Federal Housing Enterprise Oversight (or by any officer of the 
Department of Housing and Urban Development, the Government 
National Mortgage Association, or the Office of Federal Housing 
Enterprise Oversight acting in his or her capacity to represent 
the Secretary or these entities). Each listing shall identify the 
parties to the contract, the term and amount of the contract, and 
the subject matter and responsibilities of the parties to the contract. 

SEC. 10002. Section 8(c)(9) of the United States Housing Act 
of 1937 is amended by striking out “Not less than one year prior 42 USC 1437f 
to terminating any contract” and inserting in lieu thereof: “Not 
less than 180 days prior to terminating any contract”. 

SEc. 10003. The first sentence of section 542(c)(4) of the Hous- 
ing and Community Development Act of 1992 is amended by strik- 12 USC 1707 
ing out “on not more than 12,000 units during fiscal year 1996” note. 
and inserting in lieu thereof: “on not more than 12,000 units during 
fiscal year 1996 and not more than an additional 7,500 units during 
fiscal year 1997”. 

SEC. 10004. Section 4(a) and (b\(3) of the HUD Demonstration 
Act of 1993 is amended by inserting after “National Community 42 USC 9816 


Development Initiative”: “, Local Initiatives Support Corporation, >t. 
The Enterprise Foundation, Habitat for Humanity, and Youthbuild 
USA”. 


SEc. 10005. Section 234(c) of the National Housing Act is 12 USC 1715y. 
amended by inserting after “203(b)(2)” the following: “or pursuant 
to section 203(h) under the conditions described in section 203(h)”. 
SEC. 10006. Section 211(b)(4)(B) of the Departments of Veterans 
Affairs and Housing and Urban Development, and Independent 
Agencies Appropriations Act, 1997 (Public Law 104-204) is amended 42 USC 1437f 
by inserting the following at the end: “The term ‘owner’, as used note 
in this subparagraph, in addition to it having the same meaning 
as in section 8(f) of the United States Housing Act of 1937, also 
means an affiliate of the owner. The term ‘affiliate of the owner’ 
means any person or entity (including, but not limited to, a general 
partner or managing member, or an officer of either) that controls 
an owner, is controlled by an owner, or is under common control 
with the owner. The term ‘control’ means the direct or indirect 
power (under contract, equity ownership, the right to vote or deter- 
mine a vote, or otherwise) to direct the financial, legal, beneficial, 
or other interests of the owner.”. 
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CHAPTER 11 
OFFSETS AND RESCISSIONS 
DEPARTMENT OF AGRICULTURE 
OFFICE OF THE SECRETARY 
FUND FOR RURAL AMERICA 


Of the funds provided on January 1, 1997 for section 793 
of Public Law 104-127, Fund for Rural America, not more than 
$80,000,000 shall be available 


FOOD AND CONSUMER SERVICE 
THE EMERGENCY FOOD ASSISTANCE PROGRAM 
Notwithstanding section 27(a) of the Food Stamp Act, the 
amount specified for allocation under such section for fiscal year 
1997 shall be $80,000,000 
FOREIGN AGRICULTURAL SERVICE AND GENERAL SALES MANAGER 
EXPORT CREDIT 


None of the funds made available in the Agriculture, Rural 
Development, Food and Drug Administration, and Related Agencies 
Appropriations Act, 1997, Public Law 104-180, may be used to 
pay the salaries and expenses of personnel to carry out a combined 
program for export credit guarantees, supplier credit guarantees, 
and emerging democracies facilities guarantees at a level which 
exceeds $3,500,000,000 


EXPORT ENHANCEMENT PROGRAM 
None of the funds appropriated or otherwise made available 
in Public Law 104-180 shall be used to pay the salaries and 
expenses of personnel to carry out an export enhancement program 


if the aggregate amount of funds and/or commodities under such 
program exceeds $10,000,000 


DEPARTMENT OF JUSTICE 
GENERAL ADMINISTRATION 
WORKING CAPITAL FUND 
RESCISSION 


Of the unobligated balances available under this heading, 
$6,400,000 are rescinded 


LEGAL ACTIVITIES 
ASSETS FORFEITURE FUND 


RESCISSION) 


Of the amounts made available to the Attorney General on 
October 1, 1996, from surplus balances declared in prior years 
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pursuant to 28 U.S.C. 524(c), authority to obligate $3,000,000 of 
such funds in fiscal year 1997 is rescinded. 


IMMIGRATION AND NATURALIZATION SERVICE 
CONSTRUCTION 
RESCISSION 


Of the unobligated balances under this heading from amounts 
made available in Public Law 103-317, $1,000,000 are rescinded. 


DEPARTMENT OF COMMERCE 
NATIONAL INSTITUTE OF STANDARDS AND TECHNOLOGY 
INDUSTRIAL TECHNOLOGY SERVICES 
RESCISSION 


Of the unobligated balances available under this heading for 
the Advanced Technology Program, $7,000,000 are rescinded. 


RELATED AGENCIES 
FEDERAL COMMUNICATIONS COMMISSION 
SALARIES AND EXPENSES 
RESCISSION 


Of the unobligated balances available under this heading, 
$1,000,000 are rescinded. 


OUNCE OF PREVENTION COUNCIL 
RESCISSION 


Of the amounts made available under this heading in Public 
Law 104-208, $1,000,000 are rescinded. 


DEPARTMENT OF ENERGY 
ENERGY PROGRAMS 
ENERGY SUPPLY, RESEARCH AND DEVELOPMENT ACTIVITIES 
RESCISSION) 
Of the funds made available under this heading in Public 


Law 104-206 and prior years’ Energy and Water Development 
Appropriations Acts, $11,180,000 are rescinded. 


CLEAN COAL TECHNOLOGY 
RESCISSION) 


Of the funds made available under this heading for obligation 
in fiscal year 1997 or prior years, $17,000,000 are rescinded: Pro- 
vided, That funds made available in previous appropriations Acts 
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shall be available for any ongoing project regardless of the separate 
request for proposal under which the project was selected 
STRATEGIC PETROLEUM RESERVE 
RESCISSION 


Of the funds made available under this heading in previous 
appropriations Acts, $11,000,000 are rescinded. 


POWER MARKETING ADMINISTRATIONS 


CONSTRUCTION, REHABILITATION, OPERATION AND MAINTENANCE, 
WESTERN AREA POWER ADMINISTRATION 


RESCISSION 


Of the funds made available under this heading in Public 
Law 104-206 and prior years’ Energy and Water Development 
Appropriations Acts, $11,352,000 are rescinded 


DEPARTMENT OF HEALTH AND HUMAN SERVICES 
ADMINISTRATION FOR CHILDREN AND FAMILIES 
JOB OPPORTUNITIES AND BASIC SKILLS 
RESCISSION 


Of the funds made available under this heading in Public 
Law_ 104-208, there is rescinded an amount equal to the total 
of the funds within each State’s limitation for fiscal year 1997 
that are not necessary to pay such State’s allowable claims for 
such fiscal year. 

42 USC 61 Section 403(k)(3)(F) of the Social Security Act (as in effect 
on October 1, 1996) is amended by adding after the “,” the following: 
“reduced by an amount equal to the total of those funds that 
are within each State’s limitation for fiscal year 1997 that are 
not necessary to pay such State’s allowable claims for such fiscal 
year (except that such amount for such year shall be deemed 
to be $1,000,000,000 for the purpose of determining the amount 
of the payment under subsection (1) to which each State is enti- 


tled), 
DEPARTMENT OF TRANSPORTATION 
FEDERAL AVIATION ADMINISTRATION 
GRANTS-IN-AID FOR AIRPORTS 
AIRPORT AND AIRWAY TRUST FUND 


RESCISSION OF CONTRACT AUTHORIZATION 


Of the unobligated balances authorized under 49 U.S.C. 48103 
as amended, $750,000,000 are rescinded 
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NATIONAL HIGHWAY TRAFFIC SAFETY ADMINISTRATION 
HIGHWAY TRAFFIC SAFETY GRANTS 
(HIGHWAY TRUST FUND) 

(RESCISSION OF CONTRACT AUTHORIZATION 


Of the available balances of contract authority under this head- 
ing, $13,000,000 are rescinded. 


FEDERAL TRANSIT ADMINISTRATION 
TRUST FUND SHARE OF EXPENSES 
(HIGHWAY TRUST FUND) 
(RESCISSION OF CONTRACT AUTHORIZATION) 


Of the available balances of contract authority under this head- 
ing, $271,000,000 are rescinded. 


DISCRETIONARY GRANTS 
(HIGHWAY TRUST FUND) 
(RESCISSION OF CONTRACT AUTHORIZATION) 


Of the available balances of contract authority under this head- 
ing, for fixed guideway modernization and bus activities under 
49 U.S.C. 5309(m)A) and (C), $588,000,000 are rescinded. 


INDEPENDENT AGENCY 


GENERAL SERVICES ADMINISTRATION 
EXPENSES, PRESIDENTIAL TRANSITION 
(RESCISSION) 


Of the amounts made available under this heading in Public 
Law 104-208, $5,600,000 are rescinded 


DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT 


HOUSING PROGRAMS 
ANNUAL CONTRIBUTIONS FOR ASSISTED HOUSING 
(INCLUDING RESCISSION) 


Of the amounts recaptured under this heading during fiscal 
year 1997 and prior years, $3,650,000,000 are rescinded: Provided, 
That the Secretary of Housing and Urban Development shall recap- 
ture at least $5,800,000,000 in amounts heretofore maintained as 
section 8 reserves made available to housing agencies for tenant- 
based assistance under the section 8 existing housing certificate 
and housing voucher programs: Provided further, That all additional 
section 8 reserve funds of an amount not less than $2,150,000,000 
and any recaptures (other than funds already designated for other 
uses) specified in section 214 of Public Law 104—204 shall be pre- 
served under the head “Section 8 Reserve Preservation Account” 
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for use in extending section 8 contracts expiring in fiscal year 
1998 and thereafter: Provided further, That the Secretary may 
recapture less than $5,800,000,000 and reserve less than 
$2,150,000,000 where the Secretary determines that insufficient 
section 8 funds are available for current fiscal year contract obliga- 
tions: Provided further, That the Comptroller General of the United 
States shall conduct an audit of all accounts of the Department 
of Housing and Urban Development to determine whether the 
Department’s systems for budgeting and accounting for section 8 
rental assistance ensure that unexpended funds do not reach 
unreasonable levels and that obligations are spent in a timely 
manner. 


INDEPENDENT AGENCY 


NATIONAL AERONAUTICS AND SPACE ADMINISTRATION 
NATIONAL AERONAUTICS FACILITIES 
(RESCISSION) 


Of the funds made available under this heading in Public 
Law 103-327, $365,000,000 are rescinded. 


FUNDS APPROPRIATED TO THE PRESIDENT 
UNANTICIPATED NEEDS 
RESCISSION) 


Of the funds made available under this heading in Public 
Law 103-211 to NASA for “Space flight, control, and data commu- 
nications”, $4,200,000 are rescinded. 


TITLE III 
GENERAL PROVISIONS—THIS ACT 


Sec. 30001. No part of any appropriation contained in this 
Act shall remain available for obligation beyond the current fiscal 
year unless expressly so provided herein. 


BUY-AMERICAN REQUIREMENTS 


SEC. 30002. (a) COMPLIANCE WITH BUY AMERICAN ACT.—None 
of the funds made available in this Act may be expended by an 
entity unless the entity agrees that in expending the funds the 
entity will comply with the Buy American Act (41 U.S.C. 10a- 
10c). 

(b) SENSE OF CONGRESS; REQUIREMENT REGARDING NOTICE.— 

(1) PURCHASE OF AMERICAN-MADE EQUIPMENT AND PROD- 
ucTts.—In the case of any equipment or product that may 
be authorized to be purchased with financial assistance pro- 
vided using funds made available in this Act, it is the sense 
of the Congress that entities receiving the assistance should, 
in expending the assistance, purchase only American-made 
equipment and products. 

(2) NOTICE TO RECIPIENTS OF ASSISTANCE.—In providing 
financial assistance using funds made available in this Act, 
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the head of each Federal agency shall provide to each recipient 

of the assistance a notice describing the statement made in 

paragraph (1) by the Congress. 

(c) PROHIBITION OF CONTRACTS WITH PERSONS FALSELY LABEL- 
ING PRODUCTS AS MADE IN AMERICA.—If it has been finally deter- 
mined by a court or Federal agency that any person intentionally 
affixed a label bearing a “Made in America” inscription, or any 
inscription with the same meaning, to any product sold in or shipped 
to the United States that is not made in the United States, the 
person shall be ineligible to receive any contract or subcontract 
made with funds made available in this Act, pursuant to the debar- 
ment, suspension, and ineligibility procedures described in sections 
9.400 through 9.409 of title 48, Code of Federal Regulations. 

SEC. 30003. The Office of Management and Budget is directed 
to work with Federal agencies, as appropriate, to support the exten- 
sion and revision of Federal grants, contracts, and cooperative 
agreements at universities affected by flooding in designated Fed- 
eral disaster areas where work on such grants, contracts, and 
cooperative agreements was suspended as a result of the flood 


disaster. 
TITLE IV—COST OF HIGHER EDUCATION REVIEW Cost of Higher 
Education 
SEC. 40001. SHORT TITLE; FINDINGS. a Act of 


(a) SHORT TITLE.—This title may be cited as the “Cost of 
Higher Education Review Act of 1997” 
(b) FINDINGS.—The Congress finds the following: 

(1) According to a report issued by the General Accounting 
Office, tuition at 4-year public colleges and universities 
increased 234 percent from school year 1980-1981 through 
school year 1994-1995, while median household income rose 
82 percent and the cost of consumer goods as measured by 
the Consumer Price Index rose 74 percent over the same time 
period. 

(2) A 1995 survey of college freshmen found that concern 
about college affordability was the highest it has been in the 
last 30 years. 

(3) Paying for a college education now ranks as one of 
the most costly investments for American families. 


SEC. 40002. ESTABLISHMENT OF NATIONAL COMMISSION ON THE COST 
OF HIGHER EDUCATION. 


There is established a Commission to be known as the “National 
Commission on the Cost of Higher Education” (hereafter in this 
title referred to as the “Commission”). 


SEC. 40003. MEMBERSHIP OF COMMISSION. 


(a) APPOINTMENT.—The Commission shall be composed of 11 
members as follows: 

(1) Three individuals shall be appointed by the Speaker 
of the House. 

(2) Two individuals shall be appointed by the Minority 
Leader of the House. 

(3) Three individuals shall be appointed by the Majority 
Leader of the Senate. 

(4) Two individuals shall be appointed by the Minority 
Leader of the Senate. 
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(5) One individual shall be appointed by the Secretary 
of Education. 

(b) ADDITIONAL QUALIFICATIONS.—Each of the individuals 
appointed under subsection (a) shall be an individual with expertise 
and experience in higher education finance (including the financing 
of State institutions of higher education), Federal financial aid 
programs, education economics research, public or private higher 
education administration, or business executives who have managed 
successful cost reduction programs. 

(c) CHAIRPERSON AND VICE CHAIRPERSON.—The members of 
the Commission shall elect a Chairperson and a Vice Chairperson. 
In the absence of the Chairperson, the Vice Chairperson will assume 
the duties of the Chairperson 

(d) QUORUM.—A majority of the members of the Commission 
shall constitute a quorum for the transaction of business. 

(e) APPOINTMENTS.—All appointments under subsection (a) 
shall be made within 30 days after the date of enactment of this 
Act. In the event that an officer authorized to make an appointment 
under subsection (a) has not made such appointment within such 
30 days, the appointment may be made for such officer as follows: 

(1) the Chairman of the Committee on Education and the 
Workforce may act under such subsection for the Speaker of 
the House of Representatives; 

(2) the Ranking Minority Member of the Committee on 
Education and the Workforce may act under such subsection 
for the Minority Leader of the House of Representatives; 

(3) the Chairman of the Committee on Labor and Human 
Resources may act under such subsection for the Majority 
Leader of the Senate; and 

(4) the Ranking Minority Member of the Committee on 
Labor and Human Resources may act under such subsection 
for the Minority Leader of the Senate. 

(f) VoTING.—Each member of the Commission shall be entitled 
to one vote, which shall be equal to the vote of every other member 
of the Commission. 

(g) VACANCIES.—Any vacancy on the Commission shall not 
affect its powers, but shall be filled in the manner in which the 
original appointment was made. 

(h) PROHIBITION OF ADDITIONAL PAY.—Members of the Commis- 
sion shall receive no additional pay, allowances, or benefits by 
reason of their service on the Commission. Members appointed 
from among private citizens of the United States may be allowed 
travel expenses, including per diem, in lieu of subsistence, as 
authorized by law for persons serving intermittently in the govern- 
ment service to the extent funds are available for such expenses. 

(i) INITIAL MEETING.—The initial meeting of the Commission 
shall occur within 40 days after the date of enactment of this 
Act 


SEC. 40004. FUNCTIONS OF COMMISSION. 


(a) SPECIFIC FINDINGS AND RECOMMENDATIONS.—The Commis- 
sion shall study and make findings and specific recommendations 
regarding the following 

(1) The increase in tuition compared with other commod- 
ities and services. 
(2) Innovative methods of reducing or stabilizing tuition. 
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(3) Trends in college and university administrative costs, 
including administrative staffing, ratio of administrative staff 
to instructors, ratio of administrative staff to students, remu- 
neration of administrative staff, and remuneration of college 
and university presidents or chancellors. 

(4) Trends in (A) faculty workload and remuneration 
(including the use of adjunct faculty), (B) faculty-to-student 
ratios, (C) number of hours spent in the classroom by faculty, 
and (D) tenure practices, and the impact of such trends on 
tuition. 

(5) Trends in (A) the construction and renovation of aca- 
demic and other collegiate facilities, and (B) the modernization 
of facilities to access and utilize new technologies, and the 
impact of such trends on tuition. 

(6) The extent to which increases in institutional financial 
aid and tuition discounting have affected tuition increases, 
including the demographics of students receiving such aid, the 
extent to which such aid is provided to students with limited 
need in order to attract such students to particular institutions 
or major fields of study, and the extent to which Federal finan- 
cial aid, including loan aid, has been used to offset such 
increases. 

(7) The extent to which Federal, State, and local laws, 
regulations, or other mandates contribute to increasing tuition, 
and recommendations on reducing those mandates 

(8) The establishment of a mechanism for a more timely 
and widespread distribution of data on tuition trends and other 
costs of operating colleges and universities. 

(9) The extent to which student financial aid programs 
have contributed to changes in tuition 

(10) Trends in State fiscal policies that have affected college 
costs. 

(11) The adequacy of existing Federal and State financial 
aid programs in meeting the costs of attending colleges and 
universities. 

(12) Other related topics determined to be appropriate by 
the Commission. 

(b) FINAL REPORT.— 

(1) IN GENERAL.—Subject to paragraph (2), the Commission 
shall submit to the President and to the Congress, not later 
than 120 days after the date of the first meeting of the Commis- 
sion, a report which shall contain a detailed statement of the 
findings and conclusions of the Commission, including the 
Commission’s recommendations for administrative and legisla- 
tive action that the Commission considers advisable. 

(2) MAJORITY VOTE REQUIRED FOR RECOMMENDATIONS.— 
Any recommendation described in paragraph (1) shall be made 
by the Commission to the President and to the Congress only 
if such recommendation is adopted by a majority vote of the 
members of the Commission who are present and voting. 

(3) EVALUATION OF DIFFERENT CIRCUMSTANCES.—In making 
any findings under subsection (a) of this section, the Commis- 
sion shall take into account differences between public and 
private colleges and universities, the length of the academic 
program, the size of the institution’s student population, and 
the availability of the institution’s resources, including the size 
of the institution’s endowment. 
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SEC. 40005. POWERS OF COMMISSION. 


(a) HEARINGS.—The Commission may, for the purpose of carry- 
ing out this title, hold such hearings and sit and act at such 
times and places, as the Commission may find advisable. 

(b) RULES AND REGULATIONS.—The Commission may adopt such 
rules and regulations as may be necessary to establish the Commis- 
sion’s procedures and to govern the manner of the Commission’s 
operations, organization, and personnel. 

(c) ASSISTANCE FROM FEDERAL AGENCIES.— 

(1) INFORMATION.—The Commission may request from the 
head of any Federal agency or instrumentality such information 
as the Commission may require for the purpose of this title. 
Each such agency or instrumentality shall, to the extent per- 
mitted by law and subject to the exceptions set forth in section 
552 of title 5, United States Code (commonly referred to as 
the Freedom of Information Act), furnish such information to 
the Commission, upon request made by the Chairperson of 
the Commission. 

(2) FACILITIES AND SERVICES, PERSONNEL DETAIL AUTHOR- 
IZED.—Upon request of the Chairperson of the Commission, 
the head of any Federal agency or instrumentality shall, to 
the extent possible and subject to the discretion of such head— 

(A) make any of the facilities and services of such 
agency or instrumentality available to the Commission; 
and 

(B) detail any of the personnel of such agency or 
instrumentality to the Commission, on a nonreimbursable 
basis, to assist the Commission in carrying out the Commis- 
sion’s duties under this title 

(d) MAILS.—The Commission may use the United States mails 
in the same manner and under the same conditions as other Federal 
agencies 

(e) CONTRACTING.—The Commission, to such extent and in such 
amounts as are provided in appropriation Acts, may enter into 
contracts with State agencies, private firms, institutions, and 
individuals for the purpose of conducting research or surveys nec- 
essary to enable the Commission to discharge the Commission’s 
duties under this title. 

(f) StarF.—Subject to such rules and regulations as may be 
adopted by the Commission, and to such extent and in such amounts 
as are provided in appropriation Acts, the Chairperson of the 
Commission shall have the power to appoint, terminate, and fix 
the compensation (without regard to the provisions of title 5, United 
States Code, governing appointments in the competitive service, 
and without regard to the provisions of chapter 51 and subchapter 
III of chapter 53 of such title, or of any other provision, or of 
any other provision of law, relating to the number, classification, 
and General Schedule rates) of an Executive Director, and of such 
additional staff as the Chairperson deems advisable to assist the 
Commission, at rates not to exceed a rate equal to the maximum 
rate for level IV of the Executive Schedule under section 5332 
of such title. 


SEC. 40006. FUNDING OF COMMISSION. 


There is authorized to be appropriated for fiscal year 1997 
for carrying out this title, $650,000, to remain available until 
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expended, or until one year after the termination of the Commission 
pursuant to section 40007, whichever occurs first. 


SEC. 40007. TERMINATION OF COMMISSION. 


The Commission shall cease to exist on the date that is 60 
days after the date on which the Commission is required to submit 
its final report in accordance with section 40004(b). 


TITLE V—DEPOSITORY INSTITUTION DISASTER RELIEF Depository 


Institutions 
SEC. 50001. SHORT TITLE. yop aed 
This title may be cited as the “Depository Institutions Disaster 12 USC 1811 
Relief Act of 1997”. note 
SEC. 50002. TRUTH IN LENDING ACT; EXPEDITED FUNDS AVAILABILITY 12 USC 4008 
ACT. note 


(a) TRUTH IN LENDING AcT.—During the 240-day period begin- 
ning on the date of enactment of this Act, the Board of Governors 
of the Federal Reserve System may make exceptions to the Truth 
in Lending Act for transactions within an area in which the Presi- 
dent, pursuant to section 401 of the Robert T. Stafford Disaster 
Relief and Emergency Assistance Act, has determined, on or after 
February 28, 1997, that a major disaster exists, or within an area 
determined to be eligible for disaster relief under other Federal 
law by reason of damage related to the 1997 flooding of the Red 
River of the North, the Minnesota River, and the tributaries of 
such rivers, if the Board determines that the exception can reason- 
ably be expected to alleviate hardships to the public resulting 
from such disaster that outweigh possible adverse effects. 

(b) EXPEDITED FUNDS AVAILABILITY ACT.—During the 240-day 
period beginning on the date of enactment of this Act, the Board 
of Governors of the Federal Reserve System may make exceptions 
to the Expedited Funds Availability Act for depository institution 
offices located within any area referred to in subsection (a) of 
this section if the Board determines that the exception can reason- 
ably be expected to alleviate hardships to the public resulting 
from such disaster that outweigh possible adverse effects. 

(c) TIME LIMIT ON EXCEPTIONS.—Any exception made under 
this section shall expire not later than September 1, 1998. 

(d) PUBLICATION REQUIRED.—The Board of Governors of the Federal Register, 
Federal Reserve System shall publish in the Federal Register a _ publication 
statement that— 

(1) describes any exception made under this section; and 

(2) explains how the exception can reasonably be expected 
to produce benefits to the public that outweigh possible adverse 
effects. 


SEC. 50003. DEPOSIT OF INSURANCE PROCEEDS. . 12 USC 18310 


(a) IN GENERAL.—The appropriate Federal banking agency may, — 


by order, permit an insured depository institution to subtract from 

the institution’s total assets, in calculating compliance with the 

leverage limit prescribed under section 38 of the Federal Deposit 

Insurance Act, an amount not exceeding the qualifying amount 

attributable to insurance proceeds, if the agency determines that— 
(1) the institution— 

(A) had its principal place of business within an area 

in which the President, pursuant to section 401 of the 
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Robert T. Stafford Disaster Relief and Emergency Assist- 

ance Act, has determined, on or after February 28, 1997, 

that a major disaster exists, or within an area determined 

to be eligible for disaster relief under other Federal law 
by reason of damage related to the 1997 flooding of the 

Red River of the North, the Minnesota River, and the 

tributaries of such rivers, on the day before the date of 

any such determination; 

(B) derives more than 60 percent of its total deposits 
from persons who normally reside within, or whose prin- 
cipal place of business is normally within, areas of intense 
devastation caused by the major disaster; 

(C) was adequately capitalized (as defined in section 
38 of the Federal Deposit Insurance Act) before the major 
disaster; and 

(D) has an acceptable plan for managing the increase 
in its total assets and total deposits; and 
(2) the subtraction is consistent with the purpose of section 

38 of the Federal Deposit Insurance Act. 

(b) TIME LIMIT ON EXCEPTIONS.—Any exception made under 
this section shall expire not later than February 28, 1999. 

(c) DEFINITIONS.—For purposes of this section: 

(1) APPROPRIATE FEDERAL BANKING AGENCY.—The term 
“appropriate Federal banking agency” has the same meaning 
as in section 3 of the Federal Deposit Insurance Act. 

(2) INSURED DEPOSITORY INSTITUTION.—The term “insured 
depository institution” has the same meaning as in section 
3 of the Federal: Deposit Insurance Act. 

(3) LEVERAGE LIMIT.—The term “leverage limit” has the 
same meaning as in section 38 of the Federal Deposit Insurance 
Act 

(4) QUALIFYING AMOUNT ATTRIBUTABLE TO INSURANCE PRO- 
CEEDS.—The term “qualifying amount attributable to insurance 
proceeds” means the amount (if any) by which the institution’s 
total assets exceed the institution’s average total assets during 
the calendar quarter ending before the date of any determina- 
tion referred to in subsection (a)(1)(A), because of the deposit 
of insurance payments or governmental assistance made with 
respect to damage caused by, or other costs resulting from, 
the major disaster 





SEC. 50004. BANKING AGENCY PUBLICATION REQUIREMENTS. 

a) IN GENERAL.—A qualifying regulatory agency may take 
any of the following actions with respect to depository institutions 
or other regulated entities whose principal place of business is 
within, or with respect to transactions or activities within, an 
area in which the President, pursuant to section 401 of the Robert 
T. Stafford Disaster Relief and Emergency Assistance Act, has 
determined, on or after February 28, 1997, that a major disaster 
exists, or within an area determined to be eligible for disaster 
relief under other Federal law by reason of damage related to 
the 1997 flooding of the Red River of the North, the Minnesota 
River, and the tributaries of such rivers, if the agency determines 
that the action would facilitate recovery from the major disaster: 

(1) PROCEDURE.—Exercising the agency’s authority under 
provisions of law other than this section without complying 
with— 
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(A) any requirement of section 553 of title 5, United 

States Code; or 

(B) any provision of law that requires notice or oppor- 
tunity for hearing or sets maximum or minimum time 
limits with respect to agency action. 

(2) PUBLICATION REQUIREMENTS.—Making exceptions, with 
respect to institutions or other entities for which the agency 
is the primary Federal regulator, to— 

(A) any publication requirement with respect to 
establishing branches or other deposit-taking facilities; or 
(B) any similar publication requirement. 
(b) PUBLICATION REQUIRED.—A qualifying regulatory agency Federal Register, 
shall publish in the Federal Register a statement that— publication 

(1) describes any action taken under this section; and 

(2) explains the need for the action. 

(c) QUALIFYING REGULATORY AGENCY DEFINED.—For purposes 
of this section, the term “qualifying regulatory agency” means— 

(1) the Board of Governors of the Federal Reserve System; 

(2) the Comptroller of the Currency; 

(3) the Director of the Office of Thrift Supervision; 

(4) the Federal Deposit Insurance Corporation; 

(5) the Financial Institutions Examination Council; 

(6) the National Credit Union Administration; and 

(7) with respect to chapter 53 of title 31, United States 
Code, the Secretary of the Treasury 
(d) EXPIRATION.—Any exception made under this section shall 

expire not later than February 28, 1998. 


SEC. 50005. SENSE OF THE CONGRESS. 


(a) FINANCIAL SERVICES.—It is the sense of the Congress that 
the Board of Governors of the Federal Reserve System, the 
Comptroller of the Currency, the Director of the Office of Thrift 
Supervision, the Federal Deposit Insurance Corporation, and the 
National Credit Union Administration should encourage depository 
institutions to meet the financial services needs of their commu- 
nities and customers located in areas affected by the 1997 flooding 
of the Red River of the North, the Minnesota River, and the tribu- 
taries of such rivers. 

(b) APPRAISAL STANDARDS.—It is the sense of the Congress 
that each Federal financial institutions regulatory agency should, 
by regulation or order, make exceptions to the appraisal standards 
prescribed by title XI of the Financial Institutions Reform, Recovery, 
and Enforcement Act of 1989 (12 U.S.C. 3331 et seq.) for trans- 
actions involving institutions for which the agency is the primary 
Federal regulator with respect to real property located within a 
disaster area pursuant to section 1123 of the Financial Institutions 
Reform, Recovery, and Enforcement Act of 1989 (12 U.S.C. 3352), 
if the agency determines that the exceptions can reasonably be 
expected to alleviate hardships to the public resulting from such 
disaster that outweigh possible adverse effects. 


SEC. 50006. OTHER AUTHORITY NOT AFFECTED. 12 USC 1811 


No provision of this title shall be construed as limiting the oe 


authority of any department or agency under any other provision 
of law. 
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TITLE VI—TECHNICAL AMENDMENTS WITH RESPECT TO 
EDUCATION 


SEC. 60001. TECHNICAL AMENDMENTS RELATING TO DISCLOSURES 
REQUIRED WITH RESPECT TO GRADUATION RATES. 
(a) AMENDMENTS.—Section 485 of the Higher Education Act 
of 1965 (20 U.S.C. 1092) is amended— 
(1) in subsection (a\(3)(B), by striking “June 30” and insert- 
ing “August 31”; and 
(2) in subsection (e)(9), by striking “August 30” and insert- 
ing “August 31”. 
20 USC 1092 (b) EFFECTIVE DATES.— 
note (1) IN GENERAL.—Except as provided in paragraph (2), 
the amendments made by subsection (a) are effective upon 
enactment. 
(2) INFORMATION DISSEMINATION.—No institution shall be 
required to comply with the amendment made by subsection 
(a1) before July 1, 1998: 
SEC. 60002. DATE EXTENSION. 


Section 1501(a)(4) of the Elementary and Secondary Education 

Act of 1965 (20 U.S.C. 6491(a)(4)) is amended by striking “January 
1, 1998” and inserting “January 1, 1999”. 

Kansas SEC. 60003. TIMELY FILING OF NOTICE. 

oe Notwithstanding any other provision of law, the Secretary of 
Education shall deem Kansas and New Mexico to have timely 
submitted under section 8009(c)(1) of the Elementary and Secondary 
Education Act of 1965 (20 U.S.C. 7709(c)\(1)) the States’ written 
notices of intent to consider payments described in section 8009(b)(1) 
of the Act (20 U.S.C. 7709(b)(1)) in providing State aid to local 
educational agencies for school year 1997-1998, except that the 
Secretary may require the States to submit such additional informa- 
tion as the Secretary may require, which information shall be 
considered part of the notices 


SEC. 60004. HOLD HARMLESS PAYMENTS. 


Section 8002(h)(1) of the Elementary and Secondary Education 
Act of 1965 (20 U.S.C. 7702(h)(1)) is amended— 
(1) in subparagraph (A), by striking “or” after the 
semicolon; 
(2) in subparagraph (B), by striking the period and 
inserting “; and”; and 
(3) by adding at the end the following: 
“(C) for fiscal year 1997 and each succeeding fiscal 
year through fiscal year 2000 shall not be less than 85 
percent of the amount such agency received for fiscal year 
1996 under subsection (b).”. 
SEC. 60005. DATA. 


(a) IN GENERAL.—Section 8003(f4) of the Elementary and 
Secondary Education Act of 1965 (20 U.S.C. 7703(f)(4)) is amended— 
(1) in subparagraph (A)— 
(A) by inserting “expenditure,” after “revenue,”; and 
(B) by striking the semicolon and inserting a period; 
(2) by striking “the Secretary” and all that follows through 
“shall use” and inserting “the Secretary shall use”; and 
(3) by striking subparagraph (B). 
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(b) EFFECTIVE DATE.—The amendments made by subsection 20 USC 7703 
(a) shall apply with respect to fiscal years after fiscal year 1997. note 


SEC. 60006. PAYMENTS RELATING TO FEDERAL PROPERTY. 


Section 8002(i) of the Elementary and Secondary Education 
Act of 1965 (20 U.S.C. 7702(i)) is amended to read as follows: 
“(i) PRIORITY PAYMENTS.— 

“(1) IN GENERAL.—Notwithstanding subsection (b)(1)(B), 
and for any fiscal year beginning with fiscal year 1997 for 
which the amount appropriated to carry out this section exceeds 
the amount so appropriated for fiscal year 1996— 

“(A) the Secretary shall first use the excess amount 
(not to exceed the amount equal to the difference of (i) 
the amount appropriated to carry out this section for fiscal 
year 1997, and (ii) the amount appropriated to carry out 
this section for fiscal year 1996) to increase the payment 
that would otherwise be made under this section to not 
more than 50 percent of the maximum amount determined 
under subsection (b) for any local educational agency 
described in paragraph (2); and 

“(B) the Secretary shall use the remainder of the excess 
amount to increase the payments to each eligible local 
educational agency under this section. 

“(2) LOCAL EDUCATIONAL AGENCY DESCRIBED.—A local edu- 
cational agency described in this paragraph is a local edu- 
cational agency that— 

“(A) received a payment under this section for fiscal 
year 1996; 

“(B) serves a school district that contains all or a 
portion of a United States military academy; 

“(C) serves a school district in which the local tax 
assessor has certified that at least 60 percent of the real 
property is federally owned; and 

“(D) demonstrates to the satisfaction of the Secretary 
that such agency’s per-pupil revenue derived from local 
sources for current expenditures is not less than that reve- 
nue for the preceding fiscal year.” 


SEC. 60007. TIMELY FILING UNDER SECTION 8003. 


The Secretary of Education shall treat as timely filed, and 
shall process for payment, an amendment to an application for 
a fiscal year 1997 payment from a local educational agency under 
section 8003 of the Elementary and Secondary Education Act of 
1965 if— 

(1) that agency is described in subsection (a)(3) of that 
section, as amended by section 376 of the National Defense 
Authorization Act for Fiscal Year 1997 (Public Law 104~201); 

(2) that agency was not described in that subséction prior 
to that amendment; and 

(3) the Secretary received the amendment to the agency’s 
application prior to the enactment of this Act. 
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STATE OPTION TO ISSUE FOOD STAMP BENEFITS TO CERTAIN 
INDIVIDUALS MADE INELIGIBLE BY WELFARE REFORM 


a) IN GENERAL.—Section 7 of the Food Stamp Act of 1977 


(7 U.S.C. 2016) is amended— 


(1) in subsection (a), by inserting after “necessary, and” 
the following: “(except as provided in subsection (j))”; and 

2) by adding at the end the following: 
“(j) STATE OPTION TO ISSUE BENEFITS TO CERTAIN INDIVIDUALS 


MADE INELIGIBLE BY WELFARE REFORM.— 


‘(1) IN GENERAL.—Notwithstanding any other provision of 
law, a State agency may, with the approval of the Secretary, 
issue benefits under this Act to an individual who is ineligible 
to participate in the food stamp program solely as a result 
of section 6(0)(2) of this Act or section 402 or 403 of the 
Personal Responsibility and Work Opportunity Reconciliation 
Act of 1996 (8 U.S.C. 1612 or 1613). 

“(2) STATE PAYMENTS TO SECRETARY.— 

“(A) IN GENERAL.—Not later than the date the State 
agency issues benefits to individuals under this subsection, 
the State agency shall pay the Secretary, in accordance 
with procedures established by the Secretary, an amount 
that is equal to— 

‘(i) the value of the benefits; and 

‘(ii) the costs of printing, shipping, and redeeming 
coupons, and other Federal costs, incurred in providing 
the benefits, as determined by the Secretary 

“(B) CREDITING.—Notwithstanding section 3302(b) of 
title 31, United States Code, payments received under 
subparagraph (A) shall be credited to the food stamp pro- 
gram appropriation account or the account from which 
the costs were drawn, as appropriate, for the fiscal year 
in which the payment is received 
“(3) REPORTING.—To be eligible to issue benefits under 

this subsection, a State agency shall comply with reporting 
requirements established by the Secretary to carry out this 
subsection. 

“(4) PLAN.—To be eligible to issue benefits under this sub- 
section, a State agency shall— 

“(A) submit a plan to the Secretary that describes 
the conditions and procedures under which the benefits 
will be issued, including eligibility standards, benefit levels, 
and the methodology the State agency will use to determine 
amounts due the Secretary under paragraph (2); and 

“(B) obtain the approval of the Secretary for the plan. 
“(5) VIOLATIONS.—A sanction, disqualification, fine, or other 

penalty prescribed under Federal law (including sections 12 
and 15) shall apply to a violation committed in connection 
with a coupon issued under this subsection. 

“(6) INELIGIBILITY FOR ADMINISTRATIVE REIMBURSEMENT.— 
Administrative and other costs incurred in issuing a benefit 
under this subsection shall not be eligible for Federal funding 
under this Act 
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“(7) EXCLUSION FROM ENHANCED PAYMENT ACCURACY SYS- 
TEMS.—Section 16(c) shall not apply to benefits issued under 
this subsection.”. 

(b) CONFORMING AMENDMENTS.—Section 17(b)(1)(B)(iv) of the 
Food Stamp Act of 1977 (7 U.S.C. 2026(b)(1)(B)(iv)) is amended— 

(1) in subclause (V), by striking “or” at the end; 

(2) in subclause (VI), by striking the period at the end 
and inserting “; or”; and 

(3) by adding at the end the following: 

“(VII) waives a provision of section 7(j).”. 


TITLE VIII—2000 DECENNIAL CENSUS 


The Department of Commerce is directed within thirty days 
of enactment of this Act to provide to the Congress a comprehensive 
and detailed plan outlining its proposed methodologies for conduct- 
ing the 2000 decennial Census and available methods to conduct 
an actual enumeration of the population. This plan description 
shall specifically include: 

(1) a list of all statistical methodologies that may be used 
in conducting the Census; 

(2) an explanation of these statistical methodologies; 

(3) a list of statistical errors which may occur as a result 
of the use of each statistical methodology; 

(4) the estimated error rate down to the census tract level; 

(5) a cost estimation showing cost allocations for each cen- 
sus activity plan; and 

(6) an analysis of all available options for counting hard- 
to-enumerate individuals, without utilizing sampling or any 
other statistical methodology, including efforts like the Milwau- 
kee Complete Count project. The Department of Commerce 
is also directed within thirty days of enactment of this Act 
to provide to the Congress an estimate and explanation of 

the error rate at the census block level based upon the 1995 

test data. 

This Act may be cited as the “1997 Emergency Supplemental 
Appropriations Act for Recovery from Natural Disasters, and for 
Overseas Peacekeeping Efforts, Including Those in Bosnia” 


Approved June 12, 1997 


LEGISLATIVE HISTORY—H.R. 1871: 


CONGRESSIONAL RECORD, Vol. 143 (1997) 
June 12, considered and passed House and Senate 

WEEKLY COMPILATION OF PRESIDENTIAL DOCUMENTS, Vol. 33 (1997): 
June 12, Presidential statement. 
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Public Law 105-19 
105th Congress 


An Act 
June 18, 1997 To provide certain protections to volunteers, nonprofit organizations, and govern- 
~ {S. 543] mental entities in lawsuits based on the activities of volunteers. 


Be it enacted by the Senate and House of Representatives of 


Volunteer the United States of America in Congress assembled, 

Protection Act of 

1997. SECTION 1. SHORT TITLE. 

— aU 6501 This Act may be cited as the “Volunteer Protection Act of 
1997”. 

42 USC 14501 SEC. 2. FINDINGS AND PURPOSE. 


(a) FINDINGS.—The Congress finds and declares that— 

(1) the willingness of volunteers to offer their services 
is deterred by the potential for liability actions against them; 

(2) as a result, many nonprofit public and private organiza- 
tions and governmental entities, including voluntary associa- 
tions, social service agencies, educational institutions, and other 
civic programs, have been adversely affected by the withdrawal 
of volunteers from boards of directors and service in other 
capacities; 

(3) the contribution of these programs to their communities 
is thereby diminished, resulting in fewer and higher cost pro- 
grams than would be obtainable if volunteers were participat- 
ing; 

(4) because Federal funds are expended on useful and 
cost-effective social service programs, many of which are 
national in scope, depend heavily on volunteer participation, 
and represent some of the most successful public-private part- 
nerships, protection of volunteerism through clarification and 
limitation of the personal liability risks assumed by the volun- 
teer in connection with such participation is an appropriate 
subject for Federal legislation; 

(5) services and goods provided by volunteers and nonprofit 
organizations would often otherwise be provided by private 
entities that operate in interstate commerce; 

(6) due to high liability costs and unwarranted litigation 
costs, volunteers and nonprofit organizations face higher costs 
in purchasing insurance, through interstate insurance markets, 
to cover their activities; and 

(7) clarifying and limiting the liability risk assumed by 
volunteers is an appropriate subject for Federal legislation 
because— 

(A) of the national scope of the problems created by 
the legitimate fears of volunteers about frivolous, arbitrary, 
or capricious lawsuits; 
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(B) the citizens of the United States depend on, and 
the Federal Government expends funds on, and provides 
tax exemptions and other consideration to, numerous social 
programs that depend on the services of volunteers; 

(C) it is in the interest of the Federal Government 
to encourage the continued operation of volunteer service 
organizations and contributions of volunteers because the 
Federal Government lacks the capacity to carry out all 
of the services provided by such organizations and volun- 
teers; and 

(DXi) liability reform for volunteers, will promote the 
free flow of goods and services, lessen burdens on interstate 
commerce and uphold constitutionally protected due proc- 
ess rights; and 

(ii) therefore, liability reform is an appropriate use 
of the powers contained in article 1, section 8, clause 3 
of the United States Constitution, and the fourteenth 
amendment to the United States Constitution. 

(b) PURPOSE.—The purpose of this Act is to promote the 
interests of social service program beneficiaries and taxpayers and 
to sustain the availability of programs, nonprofit organizations, 
and governmental entities that depend on volunteer contributions 
by reforming the laws to provide certain protections from liability 
abuses related to volunteers serving nonprofit organizations and 
governmental entities. 


SEC. 3. PREEMPTION AND ELECTION OF STATE NONAPPLICABILITY. 42 USC 14502. 


(a) PREEMPTION.—This Act preempts the laws of any State 
to the extent that such laws are inconsistent with this Act, except 
that this Act shall not preempt any State law that provides addi- 
tional protection from liability relating to volunteers or to any 
category of volunteers in the performance of services for a nonprofit 
organization or governmental entity. 

(b) ELECTION OF STATE REGARDING NONAPPLICABILITY.—This 
Act shall not apply to any civil action in a State court against 
a volunteer in which all parties are citizens of the State if such 
State enacts a statute in accordance with State requirements for 
enacting legislation— 

(1) citing the authority of this subsection; 

(2) declaring the election of such State that this Act shall 
not apply, as of a date certain, to such civil action in the 
State; and 

(3) containing no other provisions. 


SEC. 4. LIMITATION ON LIABILITY FOR VOLUNTEERS. 42 USC 14503. 


(a) LIABILITY PROTECTION FOR VOLUNTEERS.—Except as pro- 
vided in subsections (b) and (d), no volunteer of a nonprofit organiza- 
tion or governmental entity shall be liable for harm caused by 
an act or omission of the volunteer on behalf of the organization 
or entity if— 

(1) the volunteer was acting within the scope of the volun- 
teer’s responsibilities in the nonprofit organization or govern- 
mental entity at the time of the act or omission; 

(2) if appropriate or required, the volunteer was properly 
licensed, certified, or authorized by the appropriate authorities 
for the activities or practice in the State in which the harm 
occurred, where the activities were or practice was undertaken 
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within the scope of the volunteer’s responsibilities in the non- 

profit organization or governmental entity; 

(3) the harm was not caused by willful or criminal mis- 
conduct, gross negligence, reckless misconduct, or a conscious, 
flagrant indifference to the rights or safety of the individual 
harmed by the volunteer; and 

(4) the harm was not caused by the volunteer operating 
a motor vehicle, vessel, aircraft, or other vehicle for which 
the State requires the operator or the owner of the vehicle, 
craft, or ats to— 

(A) possess an operator’s license; or 
(B) maintain insurance. 

(b) CONCERNING RESPONSIBILITY OF VOLUNTEERS TO ORGANIZA- 
TIONS AND ENTITIES.—Nothing in this section shall be construed 
to affect any civil action brought by any nonprofit organization 
or any governmental entity against any volunteer of such organiza- 
tion or entity. 

(c) NO EFFECT ON LIABILITY OF ORGANIZATION OR ENTITY.— 
Nothing in this section shall be construed to affect the liability 
of any nonprofit organization or governmental entity with respect 
to harm caused to any person. 

(d) EXCEPTIONS TO VOLUNTEER LIABILITY PROTECTION.—If the 
laws of a State limit volunteer liability subject to one or more 
of the following conditions, such conditions shall not be construed 
as inconsistent with this section: 

(1) A State law that requires a nonprofit organization or 
governmental entity to adhere to risk management procedures, 
including mandatory training of volunteers. 

(2) A State law that makes the organization or entity 
liable for the acts or omissions of its volunteers to the same 
extent as an employer is liable for the acts or omissions of 
its employees. 

(3) A State law that makes a limitation of liability inap- 
plicable if the civil action was brought by an officer of a State 
or local government pursuant to State or local law. 

(4) A State law that makes a limitation of liability 
applicable only if the nonprofit organization or governmental 
entity provides a financially secure source of recovery for 
individuals who suffer harm as a result of actions taken by 
a volunteer on behalf of the organization or entity. A financially 
secure source of recovery may be an insurance policy within 
specified limits, comparable coverage from a risk pooling mecha- 
nism, equivalent assets, or alternative arrangements that sat- 
isfy the State that the organization or entity will be able 
to pay for losses up to a specified amount. Separate standards 
for different types of liability exposure may be specified. 

(e) LIMITATION ON PUNITIVE DAMAGES BASED ON THE ACTIONS 
OF VOLUNTEERS.— 

(1) GENERAL RULE.—Punitive damages may not be awarded 
against a volunteer in an action brought for harm based on 
the action of a volunteer acting within the scope of the volun- 
teer’s responsibilities to a nonprofit organization or govern- 
mental entity unless the claimant establishes by clear and 
convincing evidence that the harm was proximately caused 
by an action of such volunteer which constitutes willful or 
criminal misconduct, or a conscious, flagrant indifference to 
the rights or safety of the individual harmed. 
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(2) CONSTRUCTION.—Paragraph (1) does not create a cause 
of action for punitive damages and does not preempt or super- 
sede any Federal or State law to the extent that such law 
would further limit the award of punitive damages. 

(f) EXCEPTIONS TO LIMITATIONS ON LIABILITY.— 

(1) IN GENERAL.—The limitations on the liability of a volun- 
teer under this Act shall not apply to any misconduct that— 

(A) constitutes a crime of violence (as that term is 
defined in section 16 of title 18, United States Code) or 
act of international terrorism (as that term is defined in 
section 2331 of title 18) for which the defendant has been 
convicted in any court; 

(B) constitutes a hate crime (as that term is used 
in the Hate Crime Statistics Act (28 U.S.C. 534 note)); 

(C) involves a sexual offense, as defined by applicable 
State law, for which the defendant has been convicted 
in any court; 

(D) involves misconduct for which the defendant has 
been found to have violated a Federal or State civil rights 
law; or 

(E) where the defendant was under the influence (as 
determined pursuant to applicable State law) of intoxicat- 
ing alcohol or any drug at the time of the misconduct. 
(2) RULE OF CONSTRUCTION.—Nothing in this subsection 

shall be construed to effect subsection (a)(3) or (e). 


SEC. 5. LIABILITY FOR NONECONOMIC LOSS. 42 USC 14504. 


(a) GENERAL RULE.—In any civil action against a volunteer, 
based on an action of a volunteer acting within the scope of the 
volunteer’s responsibilities to a nonprofit organization or govern- 
mental entity, the liability of the volunteer for noneconomic loss 
shall be determined in accordance with subsection (b). 

(b) AMOUNT OF LIABILITY.— 

(1) IN GENERAL.—Each defendant who is a volunteer, shall 
be liable only for the amount of noneconomic loss allocated 
to that defendant in direct proportion to the percentage of 
responsibility of that defendant (determined in accordance with 
paragraph (2)) for the harm to the claimant with respect to 
which that defendant is liable. The court shall render a separate 
judgment against each defendant in an amount determined 
pursuant to the preceding sentence. 

(2) PERCENTAGE OF RESPONSIBILITY.—F or purposes of deter- 
mining the amount of noneconomic loss allocated to a defendant 
who is a volunteer under this section, the trier of fact shall 
determine the percentage of responsibility of that defendant 
for the claimant's harm. 


SEC. 6. DEFINITIONS. 42 USC 14505. 


For purposes of this Act: 

(1) Economic Loss.—The term “economic loss” means any 
pecuniary loss resulting from harm (including the loss of earn- 
ings or other benefits related to employment, medical expense 
loss, replacement services loss, loss due to death, burial costs, 
and loss of business or employment opportunities) to the extent 
recovery for such loss is allowed under applicable State law. 

(2) HARM.—The term “harm” includes physical, nonphys- 
ical, economic, and noneconomic losses. 
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(3) NONECONOMIC LOSSES.—The term “noneconomic losses” 
means losses for physical and emotional pain, suffering, 
inconvenience, physical impairment, mental anguish, disfigure- 
ment, loss of enjoyment of life, loss of society and companion- 
ship, loss of consortium (other than loss of domestic service), 
hedonic damages, injury to reputation and all other nonpecu- 
niary losses of any kind or nature. 

(4) NONPROFIT ORGANIZATION.—The term “nonprofit 
organization” means— 

(A) any organization which is described in section 
501(cX3) of the Internal Revenue Code of 1986 and exempt 
from tax under section 501(a) of such Code and which 
does not practice any action which constitutes a hate crime 
referred to in subsection (bX1) of the first section of the 
Hate Crime Statistics Act (28 U.S.C. 534 note); or 

(B) any not-for-profit organization which is organized 
and conducted for public benefit and operated primarily 
for charitable, civic, educational, religious, welfare, or 
health purposes and which does not practice any action 
which constitutes a hate crime referred to in subsection 
(bX 1) of the first section of the Hate Crime Statistics Act 
(28 U.S.C. 534 note). 

(5) STATE.—The term “State” means each of the several 
States, the District of Columbia, the Commonwealth of Puerto 
Rico, the Virgin Islands, Guam, American Samoa, the Northern 
Mariana Islands, any other territory or possession of the United 
States, or any political subdivision of any such State, territory, 
or possession. 

(6) VOLUNTEER.—The term “volunteer” means an individual 
performing services for a nonprofit organization or a govern- 
mental entity who does not receive— 

(A) compensation (other than reasonable reimburse- 
ment or allowance for expenses actually incurred); or 

(B) any other thing of value in lieu of compensation, 

in excess of $500 per year, and such term includes a volunteer 
serving as a director, officer, trustee, or direct service volunteer. 
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SEC. 7. EFFECTIVE DATE. 

(a) IN GENERAL.—This Act shall take effect 90 days after the 
date of enactment of this Act 

(b) APPLICATION.—This Act applies to any claim for harm 
caused by an act or omission of a volunteer where that claim 
is filed on or after the effective date of this Act but only if the 
harm that is the subject of the claim or the conduct that caused 
such harm occurred after such effective date 


Approved June 18, 1997 
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Drug-Free 
Communities Act 
of 1997 

21 USC 1501 
note 


21 USC 1521 


Public Law 105-20 
105th Congress 


An Act 
To amend the National Narcotics Leadership Act of 1988 to establish a program 
to support and encourage local communities that first demonstrate a comprehen- 
sive, long-term commitment to reduce substance abuse among youth, and for 


other purposes 
Be it enacted by the Senate and House of Representatives of 
the United States of America in Congress assembled, 
SECTION 1. SHORT TITLE. 
This Act may be cited as the “Drug-Free Communities Act 
of 1997”. 
SEC. 2. NATIONAL DRUG CONTROL PROGRAM. 


(a) IN GENERAL.—The National Narcotics Leadership Act of 
1988 (21 U.S.C. 1501 et seq.) is amended— 
(1) by inserting between sections 1001 and 1002 the 


following: 
“CHAPTER 1—OFFICE OF NATIONAL DRUG CONTROL 
POLICY”; 
and 


(2) by adding at the end the following: 
“CHAPTER 2—DRUG-FREE COMMUNITIES 


“SEC. 1021. FINDINGS. 


“Congress finds the following: 

“(1) Substance abuse among youth has more than doubled 
in the 5-year period preceding 1996, with substantial increases 
in the use of marijuana, inhalants, cocaine, methamphetamine, 
LSD, and heroin. 

“(2) The most dramatic increases in substance abuse has 
occurred among 13- and 14-year-olds. 

“(3) Casual or periodic substance abuse by youth today 
will contribute to hard core or chronic substance abuse by 
the next generation of adults. 

“(4) Substance abuse is at the core of other problems, 
such as rising violent teenage and violent gang crime, increas- 
ing health care costs, HIV infections, teenage pregnancy, high 
school dropouts, and lower economic productivity. 

“(5) Increases in substance abuse among youth are due 
in large part to an erosion of understanding by youth of the 
high risks associated with substance abuse, and to the softening 
of peer norms against use. 
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“(6(A) Substance abuse is a preventable behavior and a 
treatable disease; and 

“(B\i) during the 13-year period beginning with 1979, 
monthly use of illegal drugs among youth 12 to 17 years of 
age declined by over 70 percent; and 

“(ii) data suggests that if parents would simply talk to 
their children regularly about the dangers of substance abuse, 
use among youth could be expected to decline by as much 
as 30 percent. 

“(7) Community anti-drug coalitions throughout the United 
States are successfully developing and implementing com- 
prehensive, long-term strategies to reduce substance abuse 
among youth on a sustained basis. 

“(8) Intergovernmental cooperation and _ coordination 
through national, State, and local or tribal leadership and 
partnerships are critical to facilitate the reduction of substance 
abuse among youth in communities throughout the United 
States. 


“SEC. 1022. PURPOSES. 21 USC 1522. 


“The purposes of this chapter are— 

“(1) to reduce substance abuse among youth in communities 
throughout the United States, and over time, to reduce sub- 
stance abuse among adults; 

“(2) to strengthen collaboration among communities, the 
Federal Government, and State, local, and tribal governments; 

“(3) to enhance intergovernmental cooperation and 
coordination on the issue of substance abuse among youth; 

“(4) to serve as a catalyst for increased citizen participation 
and greater collaboration among all sectors and organizations 
of a community that first demonstrates a long-term commit- 
ment to reducing substance abuse among youth; 

“(5) to rechannel resources from the fiscal year 1998 
Federal drug control budget to provide technical assistance, 
guidance, and financial support to communities that dem- 
onstrate a long-term commitment in reducing substance abuse 
among youth; 

“(6) to disseminate to communities timely information 
regarding the state-of-the-art practices and initiatives that have 
proven to be effective in reducing substance abuse among youth; 

“(7) to enhance, not supplant, local community initiatives 
for reducing substance abuse among youth; and 

“(8) to encourage the creation of and support for community 
anti-drug coalitions throughout the United States. 


“SEC. 1023. DEFINITIONS. 21 USC 1523. 


“In this chapter: 

“(1) ADMINISTRATOR.—The term ‘Administrator’ means the 
Administrator appointed by the Director under section 103i(c). 

“(2) ADVISORY COMMISSION.—The term ‘Advisory Commis- 
sion’ means the Advisory Commission established under section 
1041. 

“(3) COMMUNITY.—The term ‘community’ shall have the 
meaning provided that term by the Administrator, in consulta- 
tion with the Advisory Commission. 

“(4) DiRECTOR.—The term ‘Director’ means the Director 
of the Office of National Drug Control Policy. 
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21 USC 1524. 


21 USC 1531 


Grants 


“(5) ELIGIBLE COALITION.—The term ‘eligible coalition’ 
means a coalition that meets the applicable criteria under 
section 1032(a). 

“(6) GRANT RECIPIENT.—The term ‘grant recipient’ means 
the recipient of a grant award under section 1032. 

“(7) NONPROFIT ORGANIZATION.—The term ‘nonprofit 
organization’ means an organization described under section 
501(cX3) of the Internal Revenue Code of 1986 that is exempt 
from taxation under section 501(a) of the Internal Revenue 
Code of 1986. 

“(8) PROGRAM.—The term ‘Program’ means the program 
established under section 1031(a). 

“(9) SUBSTANCE ABUSE.—The term ‘substance abuse’ 
means— 

“(A) the illegal use or abuse of drugs, including sub- 

stances listed in schedules I through V of section 112 

of the Controlled Substances Act (21 U.S.C. 812); 

“(B) the abuse of inhalants; or 
“(C) the use of alcohol, tobacco, or other related product 
as such use is prohibited by State or local law. 

“(10) YouTH.—The term ‘youth’ shall have the meaning 
provided that term by the Administrator, in consultation with 
the Advisory Commission. 


“SEC. 1024. AUTHORIZATION OF APPROPRIATIONS. 


“(a) IN GENERAL.—There are authorized to be appropriated 
to the Office of National Drug Control Policy to carry out this 
chapter— 

“(1) $10,000,000 for fiscal year 1998; 
“(2) $20,000,000 for fiscal year 1999; 
“(3) $30,000,000 for fiscal year 2000; 
“(4) $40,000,000 for fiscal year 2001; and 
“(5) $43,500,000 for fiscal year 2002. 

“(b) ADMINISTRATIVE CosTts.—Not more than the following 
percentages of the amounts authorized under subsection (a) may 
be used to pay administrative costs: 

“(1) 10 percent for fiscal year 1998. 
“(2) 6 percent for fiscal year 1999. 
“(3) 4 percent for fiscal year 2000. 
“(4) 3 percent for fiscal year 2001. 
“(5) 3 percent for fiscal year 2002. 


“Subchapter I—Drug-Free Communities Support Program 


“SEC. 1031. ESTABLISHMENT OF DRUG-FREE COMMUNITIES SUPPORT 
PROGRAM. 


“(a) ESTABLISHMENT.—The Director shall establish a program 
to support communities in the development and implementation 
of comprehensive, long-term plans and programs to prevent and 
treat substance abuse among youth. 

: ye PROGRAM.—In carrying out the Program, the Director 
shall— 

“(1) make and track grants to grant recipients; 

“(2) provide for technical assistance and training, data 
collection, and dissemination of information on state-of-the- 
art practices that the Director determines to be effective in 
reducing substance abuse; and 
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“(3) provide for the general administration of the Program. 

“(c) ADMINISTRATION.—Not later than 30 days after receiving 
recommendations from the Advisory Commission under section 
1042(a\(1), the Director shall appoint an Administrator to carry 
out the Program. 

“(d) CONTRACTING.—The Director may employ any necessary 
staff and may enter into contracts or agreements with national 
drug control agencies, including interagency agreements to delegate 
authority for the execution of grants and for such other activities 
necessary to carry out this chapter. 


“SEC. 1032. PROGRAM AUTHORIZATION. 21 USC 1532. 


“(a) GRANT ELIGIBILITY.—To be eligible to receive an initial 
grant or a renewal grant under this subchapter, a coalition shall 
meet each of the following criteria: 

“(1) APPLICATION.—The coalition shall submit an applica- 

tion to the Administrator in accordance with section 1033(a)(2). 

“(2) MAJOR SECTOR INVOLVEMENT.— 

“(A) IN GENERAL.—The coalition shall consist of 1 or 
more representatives of each of the following categories: 

“(i) Youth. 

“(ii) Parents. 

“(iii) Businesses. 

“(iv) The media. 

“(v) Schools. 

“(vi) Organizations serving youth. 

“(vii) Law enforcement. 

“(viii) Religious or fraternal organizations. 

“(ix) Civic and volunteer groups. 

“(x) Health care professionals. 

“(xi) State, local, or tribal governmental agencies 
with expertise in the field of substance abuse (includ- 
ing, if applicable, the State authority with primary 
authority for substance abuse). 

“(xii) Other organizations involved in reducing 
substance abuse. 

“(B) ELECTED OFFICIALS.—If feasible, in addition to 
representatives from the categories listed in subparagraph 
(A), the coalition shall have an elected official (or a rep- 
resentative of an elected official) from— 

“(i) the Federal Government; and 

“(ii) the government of the appropriate State and 
political subdivision thereof or the governing body or 
an Indian tribe (as that term is defined in section 
4(e) of the Indian Self-Determination Act (25 U.S.C. 
450b(e))). 

“(C) REPRESENTATION.—An individual who is a member 
of the coalition may serve on the coalition as a representa- 
tive of not more than 1 category tisted under subparagraph 
(A). 

“(3) COMMITMENT.—The coalition shall demonstrate, to the 
satisfaction of the Administrator— 

“(A) that the representatives of the coalition have 
worked together on substance abuse reduction initiatives, 
which, at a minimum, includes initiatives that target drugs 
referenced in section 1023(9A), for a period of not less 
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than 6 months, acting through entities such as task forces, 
subcommittees, or community boards; and 

“(B) substantial participation from volunteer leaders 
in the community involved (especially in cooperation with 
individuals involved with youth such as parents, teachers, 
coaches, youth workers, and members of the clergy). 
“(4) MISSION AND STRATEGIES.—The coalition shall, with 


respect to the community involved— 


“(A) have as its principal mission the reduction of 
substance abuse, hick. at a minimum, includes the use 
and abuse of drugs referenced in section 1023(9)A), in 
a comprehensive and long-term manner, with a primary 
focus on youth in the community; 

“(B) describe and document the nature and extent of 
the substance abuse problem, which, at a minimum, 
includes the use and abuse of drugs referenced in section 
1023(9)A), in the community; 

“(C\(i) provide a description of substance abuse preven- 
tion and treatment programs and activities, which, at a 
minimum, includes programs and activities relating to the 
use and abuse of drugs referenced in section 1023(9)A), 
in existence at the time of the grant application; and 

“(ii) identify substance abuse programs and service 
gaps, which, at a minimum, includes programs and gaps 
relating to the use and abuse of drugs referenced in section 
1023(9)A), in the community; 

“(D) develop a strategic plan to reduce substance abuse 
among youth, which, at a minimum, includes the use and 
abuse of drugs referenced in section 1023(9)(A), in a com- 
prehensive and long-term fashion; and 

“(E) work to develop a consensus regarding the prior- 
ities of the community to combat substance abuse among 
youth, which, at a minimum, includes the use and abuse 
of drugs referenced in section 1023(9)A). 

“(5) SUSTAINABILITY.—The coalition shall demonstrate that 


the coalition is an ongoing concern by demonstrating that the 
coalition— 


“(A) is— 

“(iX1I) a nonprofit organization; or 

“(II) an entity that the Administrator determines 
to be appropriate; or 

“(ii) part of, or is associated with, an established 
legal entity; 

“(B) receives financial support (including, in the 
discretion of the Administrator, in-kind contributions) from 
non-Federal sources; and 

“(C) has a strategy to solicit substantial financial 
support from non-Federal sources to ensure that the coali- 
tion and the programs operated by the coalition are self- 
sustaining. 

“(6) ACCOUNTABILITY.—The coalition shall— 

“(A) establish a system to measure and report 

outcomes— 
“(i) consistent with common indicators and evalua- 
tion protocols established by the Administrator; and 
“(ii) approved by the Administrator; 
“(B) conduct— 
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“(i) for an initial grant under this subchapter, an 
initial benchmark survey of drug use among youth 
(or use local surveys or performance measures avail- 
able or accessible in the community at the time of 
the grant application); and 
“(ii) biennial surveys (or incorporate local surveys 
in existence at the time of the evaluation) to measure 
the progress and effectiveness of the coalition; and 
“(C) provide assurances that the entity conducting an 
evaluation under this paragraph, or from which the coali- 
tion receives information, has experience— 
“(i) in gathering data related to substance abuse 
among youth; or 
“(ii) in evaluating the effectiveness of community 
anti-drug coalitions. 
“(b) GRANT AMOUNTS.— 
“(1) IN GENERAL.— 
“(A) GRANTS.— 

“(i) IN GENERAL.—Subject to clause (iv), for a fiscal 
year, the Administrator may grant to an eligible coali- 
tion under this paragraph, an amount not to exceed 
the amount of non-Federal funds raised by the coali- 
tion, including in-kind contributions, for that fiscal 
year. 

“(ii) SUSPENSION OF GRANTS.—If such grant recipi- 
ent fails to continue to meet the criteria specified in 
subsection (a), the Administrator may suspend the 
grant, after providing written notice to the grant recipi- 
ent and an opportunity to appeal. 

“(iii) RENEWAL GRANTS.—Subject to clause (iv), the 
Administrator may award a renewal grant to a grant 
recipient under this subparagraph for each fiscal year 
following the fiscal year for which an initial grant 
is awarded, in an amount not to exceed the amount 
of non-Federal funds raised by the coalition, including 
in-kind contributions, for that fiscal year, during the 
4-year period following the period of the initial grant. 

“(iv) LIMITATION.—The amount of a grant award 
under this subparagraph may not exceed $100,000 for 
a fiscal year. 

“(B) COALITION AWARDS.— 

“(i) IN GENERAL.—Except as provided in clause 
(ii), the Administrator may, with respect to a commu- 
nity, make a grant to 1 eligible coalition that represents 
that community. 

“(ii) EXCEPTION.—The Administrator may make a 
grant to more than 1 eligible coalition that represents 
a community if— 

“(I) the eligible coalitions demonstrate that the 
coalitions are collaborating with one another; and 
“(II) each of the coaiitions has independently 

met the requirements set forth in subsection (a). 
RURAL COALITION GRANTS.— 

“(A) IN GENERAL.— 

“(i) IN GENERAL.—In addition to awarding grants 
under paragraph (1), to stimulate the development of 
coalitions in sparsely populated and rural areas, the 
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Administrator, in consultation with the Advisory 
Commission, may award a grant in accordance with 
this section to a coalition that represents a county 
with a population that does not exceed 30,000 individ- 
uals. In awarding a grant under this paragraph, the 
Administrator may waive any requirement under sub- 
section (a) if the Administrator considers that waiver 
to be appropriate. 

“(ii) MATCHING REQUIREMENT.—Subject to 
subparagraph (C), for a fiscal year, the Administrator 
may grant to an eligible coalition under this paragraph, 
an amount not to exceed the amount of non-Federal 
funds raised by the coalition, including in-kind con- 
tributions, for that fiscal year. 

“(iii) SUSPENSION OF GRANTS.—If such grant recipi- 
ent fails to continue to meet any criteria specified 
in subsection (a) that has not been waived by the 
Administrator pursuant to clause (i), the Administrator 
may suspend the grant, after providing written notice 
to the grant recipient and an opportunity to appeal. 
“(B) RENEWAL GRANTS.—The Administrator may award 

a renewal grant to an eligible coalition that is a grant 
recipient under this paragraph for each fiscal year following 
the fiscal year for which an initial grant is awarded, in 
an amount not to exceed the amount of non-Federal funds 
raised by the coalition, including in-kind contributions, dur- 
ing the 4-year period following the period of the initial 
grant. 
“(C) LIMITATIONS.— 

“(i) AMOUNT.—The amount of a grant award under 
this paragraph shall not exceed $100,000 for a fiscal 
year. 

“(ii) AWARDS.—With respect to a county referred 
to in subparagraph (A), the Administrator may award 
a grant under this section to not more than 1 eligible 
coalition that represents the county. 


“SEC. 1033. INFORMATION COLLECTION AND DISSEMINATION WITH 


RESPECT TO GRANT RECIPIENTS. 


“(a) COALITION INFORMATION.— 
“(1).GENERAL AUDITING AUTHORITY.—For the purpose of 
audit and examination, the Administrator— 

“(A) shall have access to any books, documents, papers, 
and records that are pertinent to any grant or grant 
renewal request under this chapter; and 

“(B) may periodically request information from a grant 
— to ensure that the grant recipient meets the 
applicable criteria under section 1032(a). 

“(2) APPLICATION PROCESS.—The Administrator shall issue 
a request for proposal regarding, with respect to the grants 
awarded under section 1032, the application process, grant 
renewal, and suspension or withholding of renewal grants. Each 
application under this paragraph shall be in writing and shall 
be subject to review by the Administrator. 

“(3) REPORTING.—The Administrator shall, to the maximum 
extent practicable and in a manner consistent with applicable 
law, minimize reporting requirements by a grant recipient and 
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expedite any application for a renewal grant made under this 
subchapter. 

“(b) DATA COLLECTION AND DISSEMINATION.— 

; “(1) IN GENERAL.—The Administrator may collect data 
rom— 

“(A) national substance abuse organizations that work 
with eligible coalitions, community anti-drug coalitions, 
departments or agencies of the Federal Government, or 
State or local governments and the governing bodies of 
Indian tribes; and 

“(B) any other entity or organization that carries out 
activities that relate to the purposes of the Program. 

“(2) ACTIVITIES OF ADMINISTRATOR.—The Administrator 
may— 

“(A) evaluate the utility of specific initiatives relating 
to the purposes of the Program; 

“(B) conduct an evaluation of the Program; and 

“(C) disseminate information described in this sub- 
section to— 

“(i) eligible coalitions and other substance abuse 
organizations; and 
“(ii) the general public. 


“SEC. 1034. TECHNICAL ASSISTANCE AND TRAINING. 21 USC 1534. 


“(a) IN GENERAL.— 

“(1) TECHNICAL ASSISTANCE AND AGREEMENTS.—With 
respect to any grant recipient or other organization, the 
Administrator may— 

“(A) offer technical assistance and training; and 
“(B) enter into contracts and cooperative agreements. 

“(2) COORDINATION OF PROGRAMS.—The Administrator may 
facilitate the coordination of programs between a grant recipi- 
ent and other organizations and entities. 

“(b) TRAINING.—The Administrator may provide training to any 
representative designated by a grant recipient in— 

“(1) coalition building; 

“(2) task force development; 

“(3) mediation and facilitation, direct service, assessment 
and evaluation; or 

“(4) any other activity related to the purposes of the 
Program. 


“Subchapter II—Advisory Commission 


“SEC. 1041. ESTABLISHMENT OF ADVISORY COMMISSION. 21 USC 1541. 


“(a) ESTABLISHMENT.—There is established a commission to 
be known as the ‘Advisory Commission on Drug-Free Communities’. 
“(b) PURPOSE.—The Advisory Commission shall advise, consult 
with, and make recommendations to the Director concerning 
matters related to the activities carried out under the Program. 


“SEC. 1042. DUTIES. 21 USC 1542. 


“(a) IN GENERAL.—The Advisory Commission— 

“(1) shall, not later than 30 days after its first meeting, 
make recommendations to the Director regarding the selection 
of an Administrator; 
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Notification. 


21 USC 1543. 
President. 


21 USC 1544. 


“(2) may make recommendations to the Director regarding 
any grant, contract, or cooperative agreement made by the 
Program; 

“(3) may make recommendations to the Director regarding 
the activities of the Program; 

“(4) may make recommendations to the Director regarding 
any policy or criteria established by the Director to carry out 
the Program; 

“(5) may— 

“(A) collect, by correspondence or by personal investiga- 
tion, information concerning initiatives, studies, services, 
programs, or other activities of coalitions or organizations 
working in the field of substance abuse in the United 
States or any other country; and 

“(B) with the approval of the Director, make the 
information referred to in subparagraph (A) available 
through appropriate publications or other methods for the 
benefit of eligible coalitions and the general public; and 
“(6) may appoint subcommittees and convene workshops 

and conferences. 

“(b) RECOMMENDATIONS.—If the Director rejects any rec- 
ommendation of the Advisory Commission under subsection (a\1), 
the Director shall notify the Advisory Commission in writing of 
the reasons for the rejection not later than 15 days after receiving 
the recommendation. 

“(c) CONFLICT OF INTEREST.—A member of the Advisory 
Commission shall recuse himself or herself from any decision that 
would constitute a conflict of interest. 


“SEC. 1043. MEMBERSHIP. 


“(a) IN GENERAL.—The President shall appoint 11 members 
to the Advisory Commission as follows: 

“(1) four members shall be appointed from the general 
public and shall include leaders— 

“(A) in fields of youth development, public policy, law, 
or business; or 

“(B) of nonprofit organizations or private foundations 
that fund substance abuse programs. 

“(2) four members shall appointed from the leading 
representatives of national substance abuse reduction organiza- 
tions, of which no fewer than three members shall have exten- 
sive training or experience in drug prevention. 

“(3) three members shall be appointed from the leading 
representatives of State substance abuse reduction organiza- 
tions. 

“(b) CHAIRPERSON.—The Advisory Commission shall elect a 
chairperson or co-chairpersons from among its members. 

“(c) Ex OFFICIO Meunens.—The ex officio membership of the 
Advisory Commission shall consist of any two officers or employees 
of the United States that the Director determines to be necessary 
for the Advisory Commission to effectively carry out its functions. 


“SEC. 1044. COMPENSATION. 


“(a) IN GENERAL.—Members of the Advisory Commission who 
are officers or employees of the United States shall not receive 
any additional compensation for service on the Advisory Commis- 
sion. The remaining members of the Advisory Commission shall 
receive, for each day (including travel time) that they are engaged 
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in the performance of the functions of the Advisory Commission, 
compensation at rates not to exceed the daily equivalent to the 
annual rate of basic pay payable for grade GS-10 of the General 
Schedule. 

“(b) TRAVEL EXPENSES.—Each member of the Advisory Commis- 
sion shall receive travel expenses, including per diem in lieu of 
subsistence, in accordance with sections 5702 and 5703 of title 
5, United States Code. 

“SEC. 1045. TERMS OF OFFICE. 21 USC 1545 

“(a) IN GENERAL.—Subject to subsection (b), the term of office 
of a member of the Advisory Commission shall be 3 years, except 
that, as designated at the time of appointment— 

“(1) of the initial members appointed under section 

1043(a)(1), two shall be appointed for a term of 2 years; 

“(2) of the initial members appointed under section 

1043(a\(2), two shall be appointed for a term of 2 years; and 

“(3) of the initial members appointed under section 

1043(a\(3), one shall be appointed for a term of 1 year. 

“(b) VACANCIES.—Any member appointed to fill a vacancy for 
an unexpired term of a member shall serve for the remainder 
of the unexpired term. A member of the Advisory Commission 
may serve after the expiration of such member’s term until a 
successor has been appointed and taken office. 

“SEC. 1046. MEETINGS. 21 USC 1546. 

“(a) IN GENERAL.—After its initial meeting, the Advisory 
Commission shall meet, with the advanced approval of the Adminis- 
trator, at the call of the Chairperson (or Co-chairpersons) of the 
Advisory Commission or a majority of its members or upon the 
request of the Director or Administrator of the Program. 

“(b) QUORUM.—Six members of the Advisory Commission shall 
constitute a quorum. 


“SEC. 1047. STAFF. 21 USC 1547 


“The Administrator shall make available to the Advisory 
Commission adequate staff, information, and other assistance. 


pan 
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21 USC 1548 


21 USC 1501 
note 
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“SEC. 1048. TERMINATION. 


“The Advisory Commission shall terminate at the end of fiscal 
year 2002.”. 

(b) REFERENCES.—Each reference in Federal law to subtitle 
A of the Anti-Drug Abuse Act of 1988, with the exception of section 
1001 of such subtitle, in any provision of law that is in effect 
on the day before the date of enactment of this Act shall be deemed 
to be a reference to chapter 1 of the National Narcotics Leadership 
Act of 1988 (as so designated by this section). 


Approved June 27, 1997. 


LEGISLATIVE HISTORY—H.R. 956 (S. 536): OO 
HOUSE REPORTS: No. 105-105, Pt. 1 (Comm. on Government Reform and Over- 
sight). 
CONGRESSIONAL RECORD, Vol. 143 (1997): 
May 22, considered and passed House. 
June 18, considered and passed Senate. 
WEEKLY COMPILATION OF PRESIDENTIAL DOCUMENTS, Vol. 33 (1997): 
June 27, Presidential remarks. 
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Public Law 105-21 
105th Congress 
Joint Resolution 


To consent to certain amendments enacted by the Legislature of the State of 
Hawaii to the Hawaiian Homes Commission Act, 1920 


Resolved by the Senate and House of Representatives of the 
United States of America in Congress assembled, That, as required 
by section 4 of the Act entitled “An Act to provide for the admission 
of the State of Hawaii into the Union”, approved March 18, 1959 
(73 Stat. 4), the United States consents to the following amendments 
to the Hawaiian Homes Commission Act, 1920, adopted by the 
State of Hawaii in the manner required for State legislation: 

(1) Act 339 of the Session Laws of Hawaii, 1993. 
(2) Act 37 of the Session Laws of Hawaii, 1994. 


Approved June 27, 1997. 


LEGISLATIVE HISTORY—H.J. Res. 32: aa 
CONGRESSIONAL RECORD, Vol. 143 (1997): 

Mar. 11 considered and passed House 

June 12, considered and passed Senate. 











June 27, 1997 


(H.J. Res. 32) 





48 USC prec. 491 
note. 
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June 27, 1997 


(S.342]) 


22 USC 288k 


Public Law 105-22 
105th Congress 
An Act 


To extend certain privileges, exemptions, and immunities to Hong Kong Economic 
and Trade Offices. 


Be it enacted by the Senate and House of Representatives of 
the United States of America in Congress assembled, 


SECTION 1. EXTENSION OF CERTAIN PRIVILEGES, EXEMPTIONS, AND 
IMMUNITIES TO HONG KONG ECONOMIC AND TRADE 
OFFICES. 


(a) APPLICATION OF INTERNATIONAL ORGANIZATIONS IMMUNITIES 
Act.—The provisions of the International Organizations Immunities 
Act (22 U.S.C. 288 et seq.) may be extended to the Hong Kong 
Economic and Trade Offices in the same manner, to the same 
extent, and subject to the same conditions as such provisions may 
be extended to a public international organization in which the 
United States participates pursuant to any treaty or under the 
authority of any Act of Congress authorizing such participation 
or making an appropriation for such participation. 

(b) APPLICATION OF INTERNATIONAL AGREEMENT ON CERTAIN 
STATE AND LOCAL TAXATION.—The President is authorized to apply 
the provisions of Article I of the Agreement on State and Local 
Taxation of Foreign Employees of Public International Organiza- 
tions, done at Washington on April 21, 1994, to the Hong Kong 
Economic and Trade Offices. 

(c) DEFINITION.—The term “Hong Kong Economic and Trade 
Offices” refers to Hong Kong’s official economic and trade missions 
in the United States. 


Approved June 27, 1997. 


LEGISLATIVE HISTORY—S. 342: 
CONGRESSIONAL RECORD, Vol. 143 (1997): 


May 20, considered and passed Senate. 
June 17, considered and passed House 
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Public Law 105-23 
105th Congress 
An Act 


To amend section 2118 of the Energy Policy Act of 1992 to extend the Electric 
and Magnetic Fields Research and Public Information Dissemination program 


Be it enacted by the Senate and House of Representatives of 
the United States of America in Congress assembled, 


SECTION 1. AMENDMENTS. 


Section 2118 of the Energy Policy Act of 1992 (42 U.S.C. 13478) 
is amended— 

(1) in subsections (c)\(5), (e5), (g3)B), G1), and (1) by 
striking “1997” each place it appears and inserting in lieu 
thereof “1998”; and 

(2) in subsection (j)(1), by striking “$65,000,000” and 
inserting in lieu thereof “$46,000,000”. 


Approved July 3, 1997. 


LEGISLATIVE HISTORY—H.R. 363: 

HOUSE REPORTS: No. 105-60, Pt. 1 (Comm. on Commerce) and Pt. 2 (Comm. on 
Science). 

SENATE REPORTS: No. 105-27 (Comm. on Energy and Natural Resources) 

CONGRESSIONAL RECORD, Vol. 143 (1997): 

Apr. 29, considered and passed House. 

June 20, considered and passed Senate. 








July 3, 1997 


(H.R. 363) 
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Public Law 105-24 
105th Congress 
An Act 


To amend Federal law to clarify the applicability of host State laws to any branch 
h State of an out-of-State bank, and for other purposes 


Be it enacted by the Senate and House of Representatives of 
the United States of America in Congress assembled, 


SECTION 1. SHORT TITLE. 


This Act may be cited as the “Riegle-Neal Amendments Act 
of 1997” 

SEC. 2. INTERSTATE BRANCHING. 

a) ACTIVITIES OF BRANCHES OF OUT-OF-STATE BANKS.—Sub- 
section 24(j) of the Federal Deposit Insurance Act (12 U.S.C. 
1831a(j)) is amended to read as follows: 

“(j) ACTIVITIES OF BRANCHES OF OUT-OF-STATE BANKS.— 

“(1) APPLICATION OF HOST STATE LAW.—The laws of a host 
State, including laws regarding community reinvestment, 
consumer protection, fair lending, and establishment of 
intrastate branches, shall apply to any branch in the host 
State of an out-of-State State bank to the same extent as 
such State laws apply to a branch in the host State of an 
out-of-State national bank. To the extent host State law is 
inapplicable to a branch of an out-of-State State bank in such 
host State pursuant to the preceding sentence, home State 
law shall apply to such branch. 

‘(2) ACTIVITIES OF BRANCHES.—An insured State bank that 
establishes a branch in a host State may conduct any activity 
at such branch that is permissible under the laws of the home 
State of such bank, to the extent such activity is permissible 
either for a bank chartered by the host State (subject to the 
restrictions in this section) or for a branch in the host State 
of an out-of-State national bank. 

“(3) SAVINGS PROVISION.—No provision of this subsection 
shall be construed as affecting the applicability of— 

“(A) any State law of any home State under subsection 

(b), (c), or (d) of section 44; or 

(B) Federal law to State banks and State bank 
branches in the home State or the host State. 

“(4) DEFINITIONS.—The terms ‘host State’, ‘home State’, 
and ‘out-of-State bank’ have the same meanings as in section 
44(f).”. 
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b) LAW APPLICABLE TO INTERSTATE BRANCHING OPERATIONS 
Section 5155(f)(1) of the Revised Statutes (12 U.S.( 36(f)( 1 
amended by adding a he following: 
REPORT ON ACTIONS BY COMPTRO 
ler of the Currency shall conduct ar 
actions it has taken with regard 
if State law to national banks (or 
ng the preceding year, and shal 
report required under section 333 
es (12 U.S.C. 14) the results of the 
sons for each such action. The first 
sport after the date of enactment o 
1all encompass all such actio iken 
1992.” 
SEC. 3. RIGHT OF STATE TO OPT OUT 21 
in this Act alters the right of States under sectior 





Nothi 


5 of Public Law 96—221 


—~ 


Approved July 3, 1997 


LEGISLATIVE HISTORY—H.R. 1306 


CONGRESSIONAL RECORD, Vol. 143 (1997 
May 21, considered and passed House. 
considered and passed Senate, amended 


June 12, 
24, House concurred in Senate amendment 


June 
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(H.R. 155 


Public Law 105-25 
105th Congress 
An Act 


To amend the President John F. Kennedy Assassination Records Collection Act 


of 1992 to extend the authorization of the Assassination Records Review Board 


until September 30, 1998 


Be it enacted by the Senate and House of Representatives of 
the United States of America in Congress assembled, 


SECTION 1. EXTENSION OF AUTHORIZATION OF ASSASSINATION 
RECORDS REVIEW BOARD. 


The President John F. Kennedy Assassination Records Collec- 
tion Act of 1992 (44 U.S.C. 2107 note) is amended— 

(1) in section 7(o01), by striking “September 30, 1996” 
and all that follows through the end of the paragraph and 
inserting “September 30, 1998.”; and 

(2) in section 13(a), by striking “such sums” and all that 
follows through “expended” and inserting “to carry out the 
provisions of this Act $1,600,000 for fiscal year 1998”. 


Approved July 3, 1997. 


LEGISLATIVE HISTORY—H.R. 1553 
HOUSE REPORTS: No. 105-138, Pt. 1 (Comm. on Government Reform and Over- 
sight). 
CONGRESSIONAL RECORD, Vol. 143 (1997) 
June 23, considered and passed House 
June 25, considered and passed Senate 
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Public Law 105-26 
105th Congress 
An Act 


To immunize donations made in the form of charitable gift annuities and charitable July 3. 1997 
remainder trusts from the antitrust laws and State laws similar to the antitrust —2UY% *994 _ 
laws. {H.R. 1902) 


Be it enacted by the Senate and House of Representatives of 
the United States of America in Congress assembled, Charitable 


Donation 
SECTION 1. SHORT TITLE. Antitrust 


; ‘ . : j , I ity Act 
This Act may be cited as the “Charitable Donation Antitrust on am 


Immunity Act of 1997”. 15 USC 1 note 
SEC. 2. IMMUNITY FROM ANTITRUST LAWS. 


The Charitable Gift Annuity Antitrust Relief Act of 1995 (15 
U.S.C. 37 et seq.) is amended— 
(1) by amending section 2 to read as follows: 15 USC 37. 


“SEC. 2. IMMUNITY FROM ANTITRUST LAWS. 


“(a) INAPPLICABILITY OF ANTITRUST LAWS.—Except as provided 
in subsection (d), the antitrust laws, and any State law similar 
to any of the antitrust laws, shall not apply to charitable gift 
annuities or charitable remainder trusts. 

“(b) IMMUNITY.—Except as provided in subsection (d), any per- 
son subjected to any legal proceeding for damages, injunction, 
penalties, or other relief of any kind under the antitrust laws, 
or any State law similar to any of the antitrust laws, on account 
of setting or agreeing to rates of return or other terms for, negotiat- 
ing, issuing, participating in, implementing, or otherwise being 
involved in the planning, issuance, or payment of charitable gift 
annuities or charitable remainder trusts shall have immunity from 
suit under the antitrust laws, including the right not to bear the 
cost, burden, and risk of discovery and trial, for the conduct set 
forth in this subsection. 

“(c) TREATMENT OF CERTAIN ANNUITIES AND TRUSTS.—Any 
annuity treated as a charitable gift annuity, or any trust treated 
as a charitable remainder trust, either— 

“(1) in any filing by the donor with the Internal Revenue 

Service; or 

“(2) in any schedule, form, or written document provided 

by or on behalf of the donee to the donor; 

shall be conclusively presumed for the purposes of this Act to 
be respectively a charitable gift annuity or a charitable remainder 
trust, unless there has been a final determination by the Internal 
Revenue Service that, for fraud or otherwise, the donor’s 
annuity or trust did not qualify respectively as a charitable 
gift annuity or charitable remainder trust when created. 
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15 USC 37a 


15 USC 37 note 


15 USC 37 note 


“(d) LIMITATION.—Subsections (a) and (b) shall not apply with 
respect to the enforcement of a State law similar to any of the 
antitrust laws, with respect to charitable gift annuities, or 
charitable remainder trusts, created after the State enacts a statute, 
not later than December 8, 1998, that expressly provides that 
subsections (a) and (b) shall not apply with respect to such chari- 
table gift annuities and such charitable remainder trusts.”; and 

(2) in section 3— 

(A) by striking paragraph (1); 

(B) by redesignating paragraph (2) as paragraph (1); 

(C) by inserting after paragraph (1), as so redesignated, 
the following: 

“(2) CHARITABLE REMAINDER TRUST.—The term ‘charitable 
remainder trust’ has the meaning given it in section 664(d) 
of the Internal Revenue Code of 1986 (26 U.S.C. 664(d)).”; 

(D) by redesignating paragraphs (4) and (5) as para- 
graphs (5) and (6), respectively; and 
(E) by inserting after paragraph (3) the following: 

“(4) FINAL DETERMINATION. —The term ‘final determination’ 
includes an Internal Revenue Service determination, after 
exhaustion of donor’s and donee’s administrative remedies, dis- 
allowing the donor’s charitable deduction for the year in which 
the initial contribution was made because of the donee’s failure 
to comply at such time with the requirements of section 
501(m\(5) or 664(d), respectively, of the Internal Revenue Code 
of 1986 (26 U.S.C. 501(m 5), 664(d)).”. 


SEC. 3. APPLICATION OF ACT. 


This Act, and the amendments made by this Act, shall apply 
with respect to all conduct occurring before, on, or after the date 
of the enactment of this Act and shall apply in all administrative 
and judicial actions pending on or commenced after the date of 
the enactment of this Act. 


SEC. 4. STUDY AND REPORT. 


(a) STUDY AND REPORT.—The Attorney General shall carry out 
a study to determine the effect of this Act on markets for nonchari- 
table annuities, charitable gift annuities, and charitable remainder 
trusts. The Attorney General shall prepare a report summarizing 
the results of the study. 

(b) DETAILS OF STUDY AND REPORT.—The report referred to 
in subsection (a) shall include any information on possible inappro- 
priate activity resulting from this Act and any recommendations 
for legislative changes, including recommendations for additional 
enforcement resources. 
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(c) SUBMISSION OF REPORT.—The Attorney General shall submit 
the report referred to in subsection (a) to the Chairman and the 
ranking member of the Committee on the Judiciary of the House 
of Representatives, and to the Chairman and the ranking member 
of the Committee on the Judiciary of the Senate, not later than 
27 months after the date of the enactment of this Act. 


Approved July 3, 1997. 


LEGISLATIVE HISTORY—H.R. 1902 
HOUSE REPORTS: No. 105-146 (Comm. on the Judiciary 
CONGRESSIONAL RECORD, Vol. 143 (1997): 

June 23, considered and passed House 

June 24, considered and passed Senate 
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July 18, 1997 


(H R. 173 


Public Law 105-27 
105th Congress 
An Act 


To amend the Federal Property and Administrative Services Act of 1949 to authorize 
donation of Federal law enforcement canines that are no longer needed for official 
purposes to individuals with experience handling canines in the performance 
of law enforcement duties 


Be it enacted by the Senate and House of Representatives of 
the United States of America in Congress assembled, 


SECTION 1. AUTH *RIZATION TO DONATE SURPLUS LAW ENFORCE- 
MENT CANINES TO THEIR HANDLERS. 

Section 203 of the Federal Property and Administrative Services 
Act of 1949 (40 U.S.C. 484) is amended by adding at the end 
the following: 

“(r) The head of a Federal agency having control of a canine 
that has been used by a Federal agency in the performance of 
law enforcement duties and that has been determined by the agency 
to be no longer needed for official purposes may donate the canine 
to an individual who has experience handling canines in the 
performance of those duties.”. 


Approved July 18, 1997. 


LEGISLATIVE HISTORY—H.R. 173 

CONGRESSIONAL RECORD, Vol. 143 (1997) 
Apr. 16, considered and passed House. 
June 27, considered and passed Senate 
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Public Law 105-28 
105th Congress 
An Act 


To amend sections of the Department of Energy Organization Act that are obsolete 
or inconsistent with other statutes and to repeal a related section of the Federal “ : 
Energy Administration Act of 1974 {H.R. 649] 


July 18, 1997 


Be it enacted by the Senate and House of Representatives of 


the United States of America in Congress assembled, Department of 
Energy 
SECTION 1. SHORT TITLE. Standardization 


‘ : a ; Act of 1997 
This Act may be cited as the “Department of Energy Standard- 42 USC 7101 


ization Act of 1997”. note. 


SEC. 2. STANDARDIZATION OF DEPARTMENT OF ENERGY REQUIRE- 
MENTS WITH GOVERNMENT-WIDE REQUIREMENTS. 


(a) DEPARTMENT OF ENERGY REGULATIONS.—Section 501 of the 
Department of Energy Organization Act (42 U.S.C. 7191) is 
amended— 

(1) by striking subsections (b) and (d), 
(2) by redesignating subsection (c) as subsection (b) and 
by redesignating subsections (e), (f), and (g) as subsections 

(c), (d), and (e), respectively, and 

(3) in subsection (c) (as so redesignated), by striking “sub- 

sections (b), (c), and (d)” and inserting “subsection (b)”. 

(b) SPECIAL REQUIREMENTS AFFECTING ADVISORY COMMIT- 
TEES.— 

(1) SECTION 624.—Section 624 of the Department of Energy 

Organization Act (42 U.S.C. 7234) is amended by— 

(A) striking “(a)”; and 
(B) striking subsection (b). 
(2) TECHNICAL AND CONFORMING AMENDMENT.—Section 17 

of the Federal Energy Administration Act of 1974 (15 U.S.C. 

776) is repealed. 


Approved July 18, 1997. 


LEGISLATIVE HISTORY—H.R. 649 


HOUSE REPORTS: No. 105-11 (Comm. on Commerce) 
SENATE REPORTS: No. 105-26 (Comm. on Energy and Natural Resources) 
CONGRESSIONAL RECORD, Vol. 143 (1997): 

Mar. 11, considered and passed House 

June 27, considered and passed Senate. 
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16 USC 431 note 


16 USC 431 note 


Public Law 105—29 
105th Congress 
Joint Resolution 


To direct the Secretary of the Interior to design and construct a permanent addition 
to the Franklin Delano Roosevelt Memorial in Washington, D.C., and for other 
purposes 


Whereas President Franklin Delano Roosevelt, after contracting 
poliomyelitis, required the use of a wheelchair for mobility and 
lived with this condition while leading the United States through 
some of its most difficult times; and 

Whereas President Roosevelt’s courage, leadership, and success 
should serve as an example and inspiration for all Americans: 
Now, therefore, be it 

Resolved by the Senate and House of Representatives of the 

United States of America in Congress assembled, 


SECTION 1. ADDITION TO FRANKLIN DELANO ROOSEVELT MEMORIAL. 


(a) PLAN.—The Secretary of the Interior (referred to in this 
Act as the “Secretary”) shall plan for the design and construction 
of an addition of a permanent statue, bas-relief, or other similar 
structure to the Franklin Delano Roosevelt Memorial in Washing- 
ton, D.C. (referred to in this Act as the “Memorial”), to provide 
recognition of the fact that President Roosevelt’s leadership in the 
struggle by the United States for peace, well-being, and human 
dignity was provided while the President used a wheelchair. 

(b) COMMISSION OF FINE ARTS.—The Secretary shall obtain 
the approval of the Commission of Fine Arts for the design plan 
created under subsection (a). 

(c) REPORT.—As soon as practicable, the Secretary shall report 
to Congress and the President on findings and recommendations 
for the addition to the Memorial. 

(d) CONSTRUCTION.—Beginning on the date that is 120 days 
after submission of the report to Congress under subsection (c), 
using only private contributions, the Secretary shall construct the 
addition according to the plan created under subsection (a). 

SEC. 2. POWERS OF THE SECRETARY. 
To carry out this Act, the Secretary may— 
(1) hold hearings and organize contests; and 
(2) request the assistance and advice of members of the 
disability community, the Commission of Fine Arts, and the 


National Capital Planning Commission, and the Commissions 
shall render the assistance and advice requested. 
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SEC. 3. COMMEMORATIVE WORKS ACT. 


Compliance by the Secretary with this joint resolution shall 
satisfy all requirements for establishing a commemorative work 
under the Commemorative Works Act (40 U.S.C. 1001 et 
SEC. 4. AUTHORIZATION OF APPROPRIATIONS. 


seq. 
16 USC 431 note 
There are authorized to be appropriated to carry out this joint 
b q d 
resolution such sums as may be necessary. 


Approved July 24, 1997 


LEGISLATIVE HISTORY—S.J. Res. 29: 
CONGRESSIONAL RECORD, Vol. 143 (1997): 
HOUSE REPORTS: No. 105-167 (Comm. on Resources). 
May 1, considered and passed Senate. 
July 8, considered and passed House. 
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Public Law 105-30 
105th Congress 
An Act 


July 25, 1997 To clarify that the protections of the Federal Tort Claims Act apply to the members 






H.R. 1901 and personne! of the National Gambling Impact Study Commission 


Be it enacted by the Senate and House of Representatives of 
the United States of America in Congress assembled, 


SECTION 1. APPLICABILITY OF FEDERAL TORT CLAIMS PROVISIONS. 
Section 6 of the National Gambling Impact Study Commission 
Act (18 U.S.C. 1955 note) is amended by adding at the end the 
following: 
“(e) APPLICABILITY OF FEDERAL TORT CLAIMS PROVISIONS.— 
For purposes of sections 1346(b) and 2401(b) and chapter 171 of 
title 28, United States Code, the Commission is a ‘Federal agency’ 
and each of the members and personnel of the Commission is 
an ‘employee of the Government’.” 
18 USC 1955 SEC, 2. CONSTRUCTION. 

The amendment made by section 1 shall not be construed 
to imply that any commission is not a “Federal agency” or that 
any of the members or personnel of a commission is not an 
“employee of the Government” for purposes of sections 1346(b) 
and 2401(b) and chapter 171 of title 28, United States Code. 

18 USC 1955 SEC. 3. EFFECTIVE DATE. 


The amendment made by section 1 shall be effective as of 
August 3, 1996. 


Approved July 25, 1997 


LEGISLATIVE HISTORY—H.R. 1901 
HOUSE REPORTS: No. 105-145 (Comm. on the Judiciary) 
CONGRESSIONAL RECORD, Vol. 143 (1997 

June 23, considered and passed House 


July 9, considered and passed Senate 
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Public Law 105-31 
105th Congress 
An Act 


To waive temporarily the Medicaid enrollment composition rule for the Better 


Health Plan of Amherst, New York 


Be it enacted by the Senate and House of Representatives of 


the United States of America in Congress assembled, 
o 


SECTION 1. WAIVER OF 75/25 MEDICAID ENROLLMENT RULE FOR 
BETTER HEALTH PLAN, INC. 


Effective July 1, 1997, the requirement of section 
1903(m)(2)(A)ii) of the Social Security Act (42 U.S.C. 
1396b(m)(2)(A)(ii)) is waived, for contract periods through December 
31, 1998, with respect to the Better Health Plan, Inc. operating 
in New York. 


Approved July 25, 1997 


LEGISLATIVE HISTORY—H.R. 2018: 
HOUSE REPORTS: No. 105-165 (Comm. on Commerce) 
CONGRESSIONAL RECORD, Vol. 143 (1997) 

July 8, considered and passed House 

July 11, considered and passed Senate 


July 25, 1997 


(H.R. 2018] 


Effective date 
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Public Law 105-32 
105th Congress 
Joint Resolution 


Waiving certain enrollment requirements with respect to two specified bills of 


the One Hundred Fifth Congress 


Resolved by the Senate and House of Representatives of the 
United States of America in Congress assembled, That the provisions 
of sections 106 and 107 of title 1, United States Code, are waived 
with respect to the printing (on parchment or otherwise) of the 
enrollment of H.R. 2014 and of H.R. 2015 of the One Hundred 
Fifth Congress. The enrollment of each of those bills shall be 
in such form as the Committee on House Oversight of the House 
of Representatives certifies to be a true enrollment. 


Approved August 1, 1997. 


LEGISLATIVE HISTORY—H.J. Res. 90 
CONGRESSIONAL RECORD, Vol. 143 (1997 
July 31, considered and passed House and Senate 
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*Public Law 105-33 
105th Congress 





An Act 
To provide for reconciliation pursuant to subsections (b\ 1) and (c) of section 105 Aug. 5, 1997 
of the concurrent resolution on the budget for fiscal year 1998 ~~ (H.R. 2015) 


Be it enacted by the Senate and House of Representatives of 
the United States of America in Congress assembled, Balanced Budget 


SECTION 1. SHORT TITLE. Act of 1907. 
This Act may be cited as the “Balanced Budget Act of 1997”. 
SEC. 2. TABLE OF TITLES. 


This Act is organized into titles as follows: 


Title I—Food Stamp Provisions 

Title [I—Housing and Related Provisions 

Title [I1I—Communications and Spectrum Allocation Provisions 
Title [V—Medicare, Medicaid, and Children’s Health Provisions 
Title V—Welfare and Related Provisions 

Title VI—Education and Related Provisions 

Title VII—Civil Service Retirement and Related Provisions 
Title VIII—Veterans and Related Provisions 

Title IX—Asset Sales, User Fees, and Miscellaneous Provisions 
Title X—Budget Enforcement and Process Provisions 

Title XI—District of Columbia Revitalization 


TITLE I—FOOD STAMP PROVISIONS 


SEC. 1001. EXEMPTION. 


Section 6(0) of the Food Stamp Act of 1977 (7 U.S.C. 2015(o)) 
is amended 
(1) in paragraph (2)(D), by striking “or (5)” and inserting 
“(5), or (6)”: 
(2) by redesignating paragraph (6) as paragraph (7); and 
(3) by inserting after paragraph (5) the following: 
“(6) 15-PERCENT EXEMPTION.— 
“(A) DEFINITIONS.—In this paragraph: 

“(i) CASELOAD.—The term ‘caseload’ means the 
average monthly number of individuals receiving food 
stamps during the 12-month period ending the preced- 
ing June 30. 

“(ii) COVERED INDIVIDUAL.—The term ‘covered 
individual’ means a food stamp recipient, or. an individ- 
ual denied eligibility for food stamp benefits solely 
due to paragraph (2), who— 

“(I) is not eligible for an exception under para- 

graph (3); 

“(II) does not reside in an area covered by 

a waiver granted under paragraph (4); 





* Note: This law contains an item that was cancelled by the President pursuant to the Line 
Item Veto Act. For more information, see the Federal Register entry under “LEGISLATIVE 
HISTORY” at the end of this law 
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“(III) is not complying with subparagraph (A), 
(B), or (C) of paragraph (2); 

“(IV) is not receiving food stamp benefits dur- 
ing the 3 months of eligibility provided under para- 
graph (2); and 

“(V) is not receiving food stamp benefits under 
paragraph (5). 

“(B) GENERAL RULE.—Subject to subparagraphs (C) 
through (G), a State agency may provide an exemption 
from the requirements of paragraph (2) for covered individ- 
uals 

“(C) FISCAL YEAR 1998.—Subject to subparagraphs (E) 
and (G), for fiscal year 1998, a State agency may provide 
a number of exemptions such that the average monthly 
number of the exemptions in effect during the fiscal year 
does not exceed 15 percent of the number of covered individ- 
uals in the State in fiscal year 1998, as estimated by 
the Secretary, based on the survey conducted to carry 
out section 16(c) for fiscal year 1996 and such other factors 
as the Secretary considers appropriate due to the timing 
and limitations of the survey. 

“(D) SUBSEQUENT FISCAL YEARS.—Subject to subpara- 
graphs (E) through (G), for fiscal year 1999 and each subse- 
quent fiscal year, a State agency may provide a number 
of exemptions such that the average monthly number of 
the exemptions in effect during the fiscal year does not 
exceed 15 percent of the number of covered individuals 
in the State, as estimated by the Secretary under subpara- 
graph (C), adjusted by the Secretary to reflect changes 
in the State’s caseload and the Secretary’s estimate of 
changes in the proportion of food stamp recipients covered 
by waivers granted under paragraph (4). 

“(E) CASELOAD ADJUSTMENTS.—The Secretary shall 
adjust the number of individuals estimated for a State 
under subparagraph (C) or (D) during a fiscal year if the 
number of food stamp recipients in the State varies from 
the State’s caseload by more than 10 percent, as determined 
by the Secretary. 

“(F) EXEMPTION ADJUSTMENTS.—During fiscal year 
1999 and each subsequent fiscal year, the Secretary shall 
increase or decrease the number of individuals who may 
be granted an exemption by a State agency under this 
paragraph to the extent that the average monthly number 
of exemptions in effect in the State for the preceding fiscal 
year under this paragraph is lesser or greater than the 
average monthly number of exemptions estimated for the 
State agency for such preceding fiscal year under this 
paragraph. 

“(G) REPORTING REQUIREMENT.—A State agency shall 
submit such reports to the Secretary as the Secretary deter- 
mines are necessary to ensure compliance with this para- 
graph.”. 


SEC. 1002. ADDITIONAL FUNDING FOR EMPLOYMENT AND TRAINING. 


(a) IN GENERAL.—Section 16(h) of the Food Stamp Act of 1977 


(7 U.S.C. 2025(h)) is amended by striking paragraph (1) and insert- 
ing the following: 
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“(1) IN GENERAL.— 

“(A) AMOUNTS.—To carry out employment and training 
programs, the Secretary shall reserve for allocation to State 
agencies, to remain available until expended, from funds 
made available for each fiscal year under section 18(a)(1) 
the amount of— 

“(i) for fiscal year 1996, $75,000,000; 

“(ii) for fiscal year 1997, $79,000,000; 

“(iii) for fiscal year 1998— 

“(I) $81,000,000; and 

“II) an additional amount of $131,000,000; 
“(iv) for fiscal year 1999— 

“(I) $84,000,000; and 

“II) an additional amount of $131,000,000; 
“(v) for fiscal year 2000— 

“(I) $86,000,000; and 

“II) an additional amount of $131,000,000; 
“(vi) for fiscal year 2001— 

“(I) $88,000,000; and 

“II) an additional amount of $131,000,000; 
and 
“(vii) for fiscal year 2002— 

“(I) $90,000,000; and 

“(II) an additional amount of $75,000,000. 

“(B) ALLOCATION.— 

“(i) ALLOCATION FORMULA.—The Secretary shall 
allocate the amounts reserved under subparagraph (A) 
among the State agencies using a reasonable formula, 
as determined and adjusted by the Secretary each fiscal 
year, to reflect— 

“(I) changes in each State’s caseload (as 
defined in section 6(0)(6)(A)); 

“(II) for fiscal year 1998, the portion of food 
stamp recipients who reside in each State who 
are not eligible for an exception under section 
6(0)(3); and 

“(III) for each of fiscal years 1999 through 
2002, the portion of food stamp recipients who 
reside in each State who are not eligible for an 
exception under section 6(0)(3) and who— 

“(aa) do not reside in an area subject to 

a waiver granted by the Secretary under sec- 

tion 6(0)(4); or 

“(bb) do reside in an area subject to a 
waiver granted by the Secretary under section 

6(0)(4), if the State agency provides employ- 

ment and training services in the area to food 

stamp recipients who are not eligible for an 

exception under section 6(0)(3). 

“(ii) ESTIMATED FACTORS.—The Secretary shall 
estimate the portion of food stamp recipients who 
reside in each State who are not eligible for an excep- 
tion under section 6(0)3) based on the survey con- 
ducted to carry out subsection (c) for fiscal year 1996 
and such other factors as the Secretary considers 
appropriate due to the timing and limitations of the 
survey. 








111 STAT. 254 


7 USC 2025 note 


PUBLIC LAW 105-33—AUG. 5, 1997 


“(iii) REPORTING REQUIREMENT.—A State agency 
shall submit such reports to the Secretary as the Sec- 
retary determines are necessary to ensure compliance 
with this paragraph. 

“(C) REALLOCATION.—If a State agency will not expend 
all of the funds allocated to the State agency for a fiscal 
year under subparagraph (B), the Secretary shall reallocate 
the unexpended funds to other States (during the fiscal 
year or the subsequent fiscal year) as the Secretary consid- 
ers appropriate and equitable. 

“(D) MINIMUM ALLOCATION.—Notwithstanding 
subparagraph (B), the Secretary shall ensure that each 
State agency operating an employment and training pro- 
gram shall receive not less than $50,000 for each fiscal 
year. 

“(E) USE OF FUNDS.—Of the amount of funds a State 
agency receives under subparagraphs (A) through (D) for 
a fiscal year, not less than 80 percent of the funds shall 
be used by the State agency during the fiscal year to 
serve food stamp recipients who— 

“(i) are not eligible for an exception under section 
6(0X3); and 

“(ii) are placed in and comply with a program 
described in subparagraph (B) or (C) of section 6(0)(2). 
“(F) MAINTENANCE OF EFFORT.—To receive an alloca- 

tion of an additional amount made available under sub- 
clause (II) of each of clauses (iii) through (vii) of subpara- 
graph (A), a State agency shall maintain the expenditures 
of the State agency for employment and training programs 
and workfare programs for any fiscal year under paragraph 
(2), and administrative expenses described in section 
20(g\(1), at a level that is not less than the level of the 
expenditures by the State agency to carry out the programs 
and such expenses for fiscal year 1996. 

“(G) COMPONENT COSTS.—The Secretary shall monitor 
State agencies’ expenditure of funds for employment and 
training programs provided under this paragraph, includ- 
ing the costs of individual components of State agencies’ 
programs. The Secretary may determine the reimbursable 
costs of employment and training components, and, if the 
Secretary makes such a determination, the Secretary shall 
determine that the amounts spent or planned to be spent 
on the components reflect the reasonable cost of efficiently 
and economically providing components appropriate to 
recipient employment and training needs, taking into 
account, as the Secretary deems appropriate, prior expendi- 
tures on the components, the variability of costs among 
State agencies’ components, the characteristics of the 
recipients to be served, and such other factors as the Sec- 
retary considers necessary.”. 


(b) REPORT TO CONGRESS.—Not later than 30 months after 


the date of enactment of this Act, the Secretary of Agriculture 
shall submit to the Committee on Agriculture of the House of 
Representatives and the Committee on Agriculture, Nutrition, and 
Forestry of the Senate a report regarding whether the amounts 
made available under section 16(h)1A) of the Food Stamp Act 
of 1977 (as a result of the amendment made by subsection (a)) 
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have been used by State agencies to increase the number of work 
slots for recipients subject to section 6(0) of the Food Stamp Act 
of 1977 (7 U.S.C. 2015(0)) in employment and training programs 
and workfare in the most efficient and effective manner practicable. 


SEC. 1003. DENIAL OF FOOD STAMPS FOR PRISONERS. 


(a) STATE PLANS.— 

(1) IN GENERAL.—Section 1l(e) of the Food Stamp Act 
of 1977 (7 U.S.C. 2020(e)) is amended by striking paragraph 
(20) and inserting the following: 

“(20) that the State agency shall establish a system and 
take action on a periodic basis— 

“(A) to verify and otherwise ensure that an individual 
does not receive coupons in more than 1 jurisdiction within 
the State; and 

“(B) to verify and otherwise ensure that an individual 
who is placed under detention in a Federal, State, or local 
penal, correctional, or other detention facility for more than 
30 days shall not be eligible to participate in the food 
— program as a member of any household, except 
that— 

“(i) the Secretary may determine that extraor- 
dinary circumstances make it impracticable for the 
State agency to obtain information necessary to dis- 
continue inclusion of the individual; and 

“(ii) a State agency that obtains information col- 
lected under section 1611(e)1XIXiXI) of the Social 
Security Act (42 U.S.C. 1382(e)(1)(I(G)(D)) pursuant to 
section 1611(e)1)DIGiXID of that Act (42 U.S.C. 
1382(e1XT(iiMID), or under another program deter- 
mined by the Secretary to be comparable to the pro- 
gram carried out under that section, shall be consid- 
ered in compliance with this subparagraph.”. 

(2) LIMITS ON DISCLOSURE AND USE OF INFORMATION.— 
Section 11(e)(8)(E) of the Food Stamp Act of 1977 (7 U.S.C. 
2020(eX8E)) is amended by striking “paragraph (16)” and 
inserting “paragraph (16) or (20)(B)”. 

(3) EFFECTIVE DATE.— 7 USC 2020 note 

(A) IN GENERAL.—Except as provided in subparagraph 
(B), the amendments made by this subsection shall take 
effect on the date that is 1 year after the date of enactment 
of this Act. 

(B) EXTENSION.—The Secretary of Agriculture may 
grant a State an extension of time to comply with the 
amendments made by this subsection, not to exceed beyond 
the date that is 2 years after the date of enactment of 
this Act, if the chief executive officer of the State submits 
a request for the extension to the Secretary— 

(i) stating the reasons why the State is not able 
to comply with the amendments made by this sub- 
section by the date that is 1 year after the date of 
enactment of this Act; 

(ii) providing evidence that the State is making 
a good faith effort to comply with the amendments 
made by this subsection as soon as practicable; and 

(iii) detailing a plan to bring the State into compli- 
ance with the amendments made by this subsection 
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as soon as practicable but not later than the date 
of the requested extension. 

(b) INFORMATION SHARING.—Section 11 of the Food Stamp Act 
of 1977 (7 U.S.C. 2020) is amended by adding at the end the 
following 

“(q) DENIAL OF FooD STAMPS FOR PRISONERS.—The Secretary 
shall assist States, to the maximum extent practicable, in 
implementing a system to conduct computer matches or other sys- 
tems to prevent prisoners described in section 11(e)(20)(B) from 
participating in the food stamp program as a member of any house- 
hold.” 


SEC. 1004. NUTRITION EDUCATION. 


Section 11(f) of the Food Stamp Act of 1977 (7 U.S.C. 2020(f)) 
is amended— 

(1) by striking “(f) To encourage” and inserting the follow- 
ing: 
“(f) NUTRITION EDUCATION.— 

“(1) IN GENERAL.—To encourage”; and 

(2) by adding at the end the following: 

“(2) GRANTS.— 

“(A) IN GENERAL.—The Secretary shall make available 
not more than $600,000 for each of fiscal years 1998 
through 2001 to pay the Federal share of grants made 
to eligible private nonprofit organizations and State agen- 
cies to carry out subparagraph (B). 

“(B) ELIGIBILITY.—A private nonprofit organization or 
State agency shall be eligible to receive a grant under 
subparagraph (A) if the organization or agency agrees— 

“(i) to use the funds to direct a collaborative effort 
to coordinate and integrate nutrition education into 
health, nutrition, social service, and food distribution 
programs for food stamp participants and other low- 
income households; and 

“(ii) to design the collaborative effort to reach large 
numbers of food stamp participants and other low- 
income households through a network of organizations, 
including schools, child care centers, farmers’ markets, 
health clinics, and outpatient education services. 

“(C) PREFERENCE.—In deciding between 2 or more pri- 
vate nonprofit organizations or State agencies that are 
eligible to receive a grant under subparagraph (B), the 
Secretary shall give a preference to an organization or 
agency that conducted a collaborative effort described in 
subparagraph (B) and received funding for the collaborative 
effort from the Secretary before the date of enactment 
of this paragraph. 

“(D) FEDERAL SHARE.— 

“(i) IN GENERAL.—Subject to subparagraph (E), the 
Federal share of a grant under this paragraph shall 
be 50 percent. 

“(i) NO IN-KIND CONTRIBUTIONS.—The non-Federal 
nog of a grant under this paragraph shall be in 
cash. 

“(iii) PRIVATE FUNDS.—The non-Federal share of 
a grant under this paragraph may include amounts 
from private nongovernmental sources. 
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“(E) LIMIT ON INDIVIDUAL GRANT.—The Federal share 
of a grant under subparagraph (A) may not exceed $200,000 
for a fiscal year.”. 


SEC. 1005. REGULATIONS; EFFECTIVE DATE. 7 USC 2015 note 


(a) REGULATIONS.—Not later than 1 year after the date of 
enactment of this Act, the Secretary of Agriculture shall promulgate 
such regulations as are necessary to implement the amendments 
made by this title. 

(b) EFFECTIVE DATE.—The amendments made by sections 1001 
and 1002 take effect on October 1, 1997, without regard to whether 
regulations have been promulgated to implement the amendments 
made by such sections. 


TITLE II—HOUSING AND RELATED 
PROVISIONS 


SEC. 2001. TABLE OF CONTENTS. 
The table of contents for this title is as follows: 


TITLE II—HOUSING AND RELATED PROVISIONS 

Sec. 2001. Table of contents 

Sec. 2002. Extension of foreclosure avoidance and borrower assistance provisions 
for FHA single family housing mortgage insurance program 

Sec. 2003. Adjustment of maximum monthly rents for certain dwelling units in new 
construction and substantial or moderate rehabilitation projects assisted 
under section 8 rental assistance program 

Sec. 2004. Adjustment of maximum monthly rents for non-turnover dwelling units 
assisted under section 8 rental assistance program 


SEC. 2002. EXTENSION OF FORECLOSURE AVOIDANCE AND BORROWER 
ASSISTANCE PROVISIONS FOR FHA SINGLE FAMILY 
HOUSING MORTGAGE INSURANCE PROGRAM. 


Section 407 of The Balanced Budget Downpayment Act, I (12 
U.S.C. 1710 note) is amended— 
(1) in subsection (c)— 
(A) by striking “only”; and 
(B) by inserting “, on, or after” after “before”; and 
(2) by striking subsection (e). 


SEC. 2003. ADJUSTMENT OF MAXIMUM MONTHLY RENTS FOR CERTAIN 
DWELLING UNITS IN NEW CONSTRUCTION AND SUBSTAN- 
TIAL OR MODERATE REHABILITATION PROJECTS 
ASSISTED UNDER SECTION 8 RENTAL ASSISTANCE PRO- 
GRAM. 


The third sentence of section 8(c)(2)(A) of the United States 
Housing Act of 1937 (42 U.S.C. 1437f{c)(2)(A)) is amended by insert- 
ing before the period at the end the following: “, and during fiscal 
year 1999 and thereafter”. 


SEC. 2004. ADJUSTMENT OF MAXIMUM MONTHLY RENTS FOR NON- 
TURNOVER DWELLING UNITS ASSISTED UNDER SECTION 
8 RENTAL ASSISTANCE PROGRAM. 


The last sentence of section 8(c)(2)(A) of the United States 
Housing Act of 1937 (42 U.S.C. 1437f{c)(2)(A)) is amended by insert- 
ing before the period at the end the following: “, and during fiscal 
year 1999 and thereafter”. 
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TITLE II—COMMUNICATIONS AND 
SPECTRUM ALLOCATION PROVISIONS 


SEC. 3001. DEFINITIONS 


47 USC 153 now a) COMMON TERMINOLOGY.—Except as otherwise provided in 
this title, the terms used in this title have the meanings provided 
in section 3 of the Communications Act of 1934 (47 U.S.C. 153), 
as amended by this section. 
b) ADDITIONAL DEFINITIONS.—Section 3 of the Communications 
Act of 1934 (47 U.S.C. 153) is amended— 
1) by redesignating paragraphs (49) through (51) as para- 
graphs (50) through (52), respectively; and 
2) by inserting after paragraph (48) the following new 
paragraph 
“(49) TELEVISION SERVICE.— 

“(A) ANALOG TELEVISION SERVICE.—The term ‘analog 
television service’ means television service provided pursu- 
ant to the transmission standards prescribed by the 
Commission in section 73.682(a) of its regulations (47 
C.F.R. 73.682(a)). 

“(B) DIGITAL TELEVISION SERVICE.—The term ‘digital 
television service’ means television service provided pursu- 
ant to the transmission standards prescribed by the 
Commission in section 73.682(d) of its regulations (47 
C.F.R. 73.682(d)).”. 

SEC. 3002. SPECTRUM AUCTIONS. 


(a) EXTENSION AND EXPANSION OF AUCTION AUTHORITY.— 

(1) IN GENERAL.—Section 309(j) of the Communications 
Act of 1934 (47 U.S.C. 309(j)) is amended— 

(A) by striking paragraphs (1) and (2) and inserting 
in lieu thereof the following: 

“(1) GENERAL AUTHORITY.—If, consistent with the obliga- 
tions described in paragraph (6)(E), mutually exclusive applica- 
tions are accepted for any initial license or construction permit, 
then, except as provided in paragraph (2), the Commission 
shall grant the license or permit to a qualified applicant through 
a system of competitive bidding that meets the requirements 
of this subsection. 

“(2) EXEMPTIONS.—The competitive bidding authority 
granted by this subsection hon not apply to licenses or 
construction permits issued by the Commission— 

“(A) for public safety radio services, including private 
internal radio services used by State and local governments 
and non-government entities and including emergency road 
services provided by not-for-profit organizations, that— 

“(i) are used to protect the safety of life, health, 
or property; and 

“Gii) are not made commercially available to the 
public; 

“(B) for initial licenses or construction permits for digi- 
tal television service given to existing terrestrial broadcast 
licensees to replace their analog television service licenses; 
or 

“(C) for stations described in section 397(6) of this 
Act.”; 
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(B) in paragraph (3)— 

(i) by inserting after the second sentence the fol- 
lowing new sentence: “The Commission shall, directly 
or by contract, provide for the design and conduct 
(for purposes of testing) of competitive bidding using 
a contingent combinatorial bidding system that permits 
prospective bidders to bid on combinations or groups 
of licenses in a single bid and to enter multiple alter- 
native bids within a single bidding round.”; 

(ii) by striking “and” at the end of subparagraph 
(C); 

(iii) by striking the period at the end of subpara- 
graph (D) and inserting “; and”; and 

(iv) by adding at the end the following new 
subparagraph: 

“(E) ensure that, in the scheduling of any competitive 
bidding under this subsection, an adequate period is 
allowed— 

“(i) before issuance of bidding rules, to permit 
notice and comment on proposed auction procedures; 
and 

“(ii) after issuance of bidding rules, to ensure that 
interested parties have a sufficient time to develop 
business plans, assess market conditions, and evaluate 
the availability of equipment for the relevant services.”; 
(C) in paragraph (4)— 

(i) by striking “and” at the end of subparagraph 
(D); 

(ii) by striking the period at the end of subpara- 
graph (E) and inserting “; and”; and 

(iii) by adding at the end the following new 
subparagraph: 

“(F) prescribe methods by which a reasonable reserve 
price will be required, or a minimum bid will be established, 
to obtain any license or permit being assigned pursuant 
to the competitive bidding, unless the Commission deter- 
mines that such a reserve price or minimum bid is not 
in the public interest.”; 

(D) in paragraph (8)(B)— 

(i) by striking the third sentence; and 

(ii) by adding at the end the following new sen- 
tence: “No sums may be retained under this subpara- 
graph during any fiscal year beginning after September 
30, 1998, if the annual report of the Commission under 
section 4(k) for the second preceding fiscal year fails 
to include in the itemized statement required by para- 
graph (3) of such section a statement of each expendi- 
ture made for purposes of conducting competitive bid- 
ding under this subsection during such second preced- 
ing fiscal year.”; 

(E) in paragraph (11), by striking “1998” and inserting 
“2007”; and 

(F) in paragraph (13)(F), by striking “September 30, 
1998” and inserting “the date of enactment of the Balanced 
Budget Act of 1997”. 
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47 USC 309 note. 


47 USC 309 note 


47 USC 925 note. 


(2) TERMINATION OF LOTTERY AUTHORITY.—Section 309(i) 
of the Communications Act of 1934 (47 U.S.C. 309(i)) is amend- 
ed— 

(A) by striking paragraph (1) and inserting the follow- 
ing: 

“(1) GENERAL AUTHORITY.—Except as provided in para- 
graph (5), if there is more than one application for any initial 
license or construction permit, then the Commission shall have 
the authority to grant such license or permit to a qualified 
applicant through the use of a system of random selection.”; 
and 

(B) by adding at the end the following new paragraph: 

“(5) TERMINATION OF AUTHORITY.—(A) Except as provided 
in subparagraph (B), the Commission shall not issue any license 
or permit using a system of random selection under this sub- 
section after July 1, 1997. 

“(B) Subparagraph (A) of this paragraph shall not apply 
with respect to licenses or permits for stations described in 
section 397(6) of this Act.”. 

(3) RESOLUTION OF PENDING COMPARATIVE LICENSING 
CASES.—Section 309 of the Communications Act of 1934 (47 
U.S.C. 309) is further amended by adding at the end the 
following new subsection: 

“(1) APPLICABILITY OF COMPETITIVE BIDDING TO PENDING 
COMPARATIVE LICENSING CASES.—With respect to competing 
applications for initial licenses or construction permits for commer- 
cial radio or television stations that were filed with the Commission 
before July 1, 1997, the Commission shall— 

“(1) have the authority to conduct a competitive bidding 
proceeding pursuant to subsection (j) to assign such license 
or permit; 

“(2) treat the persons filing such applications as the only 
persons eligible to be qualified bidders for purposes of such 
proceeding; and 

“(3) waive any provisions of its regulations necessary to 
permit such persons to enter an agreement to procure the 
removal of a conflict between their applications during the 
180-day period beginning on the date pe tear of the Bal- 
anced Budget Act of 1997.”. 

(4) CONFORMING AMENDMENT.—Section 6002 of the Omni- 
bus Budget Reconciliation Act of 1993 is amended by striking 
subsection (e). 

(5) EFFECTIVE DATE.—Except as otherwise provided 
therein, the amendments made by this subsection are effective 
on July 1, 1997. 

(b) ACCELERATED AVAILABILITY FOR AUCTION OF 1,710—1,755 
MEGAHERTZ FROM INITIAL REALLOCATION REPORT.—The band of 
saan located at 1,710-1,755 megahertz identified in the initial 
reallocation report under section 113(a) of the National Tele- 
communications and Information Administration Act (47 U.S.C. 
923(a)) shall, notwithstanding the timetable recommended under 
section 113(e) of such Act and section 115(b\1) of such Act, be 
available in accordance with this subsection for assignment for 
commercial use. The Commission shall assign licenses for such 
use by competitive bidding commenced after January 1, 2001, pursu- 
ant to section 309(j) of the Communications Act of 1934 (47 U.S.C. 
309(j)). 











PUBLIC LAW 105-33—AUG. 5, 1997 111 STAT. 261 


(c) COMMISSION OBLIGATION TO MAKE ADDITIONAL SPECTRUM 47 USC 925 note 
AVAILABLE BY AUCTION.— 

(1) IN GENERAL.—The Commission shall complete all 
actions necessary to permit the assignment by September 30, 
2002, by competitive bidding pursuant to section 309(j) of the 
Communications Act of 1934 (47 U.S.C. 309(j)), of licenses 
for the use of bands of frequencies that— 

(A) in the aggregate span not less than 55 megahertz; 

(B) are located below 3 gigahertz; 

(C) have not, as of the date of enactment of this Act— 

(i) been designated by Commission regulation for 
assignment pursuant to such section; 

(ii) been identified by the Secretary of Commerce 
pursuant to section 113 of the National Telecommuni- 
cations and Information Administration Organization 
Act (47 U.S.C. 923); 

(iii) been allocated for Federal Government use 
pursuant to section 305 of the Communications Act 
of 1934 (47 U.S.C. 305); 

(iv) been designated for reallocation under section 
337 of the Communications Act of 1934 (as added 
by this Act); or 

(v) been allocated or authorized for unlicensed use 
pursuant to part 15 of the Commission’s regulations 
(47 C.F.R. Part 15), if the operation of services licensed 
pursuant to competitive bidding would interfere with 
operation of end-user products permitted under such 
regulations; 

(D) include frequencies at 2,110-2,150 megahertz; and 

(E) include 15 megahertz from within the bands of 
frequencies at 1,990-—2,110 megahertz. 

(2) CRITERIA FOR REASSIGNMENT.—In making available 
bands of frequencies for competitive bidding pursuant to para- 
graph (1), the Commission shall— 

(A) seek to promote the most efficient use of the electro- 
magnetic spectrum; 

(B) consider the cost of relocating existing uses to 
other bands of frequencies or other means of communica- 
tion; 

(C) consider the needs of existing public safety radio 
services (as such services are described in section 
309(j (2A) of the Communications Act of 1934, as amended 
by this Act); 

(D) comply with the requirements of international 
agreements concerning spectrum allocations; and. 

(E) coordinate with the Secretary of Commerce when 
there is any impact on Federal Government spectrum use. 
(3) USE OF BANDS AT 2,110-2,150 MEGAHERTZ.—The Commis- 

sion shall reallocate spectrum located at 2,110-2,150 megahertz 
for assignment by competitive bidding unless the Commission 
determines that auction of other spectrum (A) better serves 
the public interest, convenience, and necessity, and (B) can 
reasonably be expected to produce greater receipts. If the 
Commission makes such a determination, then the Commission 
shall, within 2 years after the date of enactment of this Act, 
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identify an alternative 40 megahertz, and report to the Con- 
gress an identification of such alternative 40 megahertz for 
assignment by competitive bidding. 

(4) USE OF 15 MEGAHERTZ FROM BANDS AT 1,990-2,110 MEGA- 
HERTZ.—The Commission shall reallocate 15 megahertz from 
spectrum located at 1,990-2,110 megahertz for assignment by 
competitive bidding unless the President determines such spec- 
trum cannot be reallocated due to the need to protect incumbent 
Federal systems from interference, and that allocation of other 
spectrum (A) better serves the public interest, convenience, 
and necessity, and (B) can reasonably be expected to produce 
comparable receipts. If the President makes such a determina- 
tion, then the President shall, within 2 years after the date 
of enactment of this Act, identify alternative bands of fre- 
quencies totalling 15 megahertz, and report to the Congress 
an identification of such alternative bands for assignment by 
competitive bidding. 

(5) NOTIFICATION TO THE SECRETARY OF COMMERCE.—The 
Commission shall attempt to accommodate incumbent licensees 
displaced under this section by relocating them to other fre- 
quencies available for allocation by the Commission. The 
Commission shall notify the Secretary of Commerce whenever 
the Commission is not able to provide for the effective relocation 
of an incumbent licensee to a band of frequencies available 
to the Commission for assignment. The notification shall 
include— 

(A) specific information on the incumbent licensee; 
(B) the bands the Commission considered for relocation 
of the licensee; 
(C) the reasons the licensee cannot be accommodated 
in such bands; and 
(D) the bands of frequencies identified by the Commis- 
sion that are— 
(i) suitable for the relocation of such licensee; and 
(ii) allocated for Federal Government use, but that 
could be reallocated pursuant to part B of the National 
Telecommunications and Information Administration 
Organization Act (as amended by this Act). 
(d) IDENTIFICATION AND REALLOCATION OF FREQUENCIES.— 

(1) IN GENERAL.—Section 113 of the National Telecommuni- 
cations and Information Administration Organization Act (47 
U.S.C. 923) is amended by adding at the end thereof the follow- 
ing: 
“f ADDITIONAL REALLOCATION REPORT.—If the Secretary 
receives a notice from the Commission pursuant to section 3002(c)(5) 
of the Balanced Budget Act of 1997, the Secretary shall prepare 
and submit to the President, the Commission, and the Congress 
a report recommending for reallocation for use other than by Federal 
Government stations under section 305 of the 1934 Act (47 U.S.C. 
305), bands of frequencies that are suitable for the licensees identi- 
fied in the Commission’s notice. The Commission shall, not later 
than one year after receipt of such report, prepare, submit to 
the President and the Congress, and implement, a plan for the 
immediate allocation and assignment of such frequencies under 
the 1934 Act to incumbent licensees described in the Commission’s 
notice. 

“(g) RELOCATION OF FEDERAL GOVERNMENT STATIONS.— 
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“(1) IN GENERAL.—In order to expedite the commercial use 
of the electromagnetic spectrum and notwithstanding section 
3302(b) of title 31, United States Code, any Federal entity 
which operates a Federal Government station may accept from 
any person payment of the expenses of relocating the Federal 
entity’s operations from one or more frequencies to another 
frequency or frequencies, including the costs of any modifica- 
tion, replacement, or reissuance of equipment, facilities, operat- 
ing manuals, or regulations iciummal by that entity. Such pay- 
ments may be in advance of relocation and may be in cash 
or in kind. Any such payment in cash shall be deposited in 
the account of such Federal entity in the Treasury of the 
United States or in a separate account authorized by law. 
Funds deposited according to this paragraph shall be available, 
without appropriation or fiscal year limitation, only for such 
expenses of the Federal entity for which such funds were depos- 
ited under this paragraph. 

“(2) PROCESS FOR RELOCATION.—Any person seeking to 
relocate a Federal Government station that has been assigned 
a frequency within a band that has been allocated for mixed 
Federal and non-Federal use, or that has been scheduled for 
reallocation to non-Federal use, may submit a petition for such 
relocation to NTIA. The NTIA shall limit or terminate the 
Federal Government station’s operating license within 6 months 
after receiving the petition if the following requirements are 
met: 

“(A) the person seeking relocation of the Federal 
Government station has guaranteed to pay all relocation 
costs incurred by the Federal entity, including all engineer- 
ing, equipment, site acquisition and construction, and regu- 
latory fee costs; 

“(B) all activities necessary for implementing the 
relocation have been completed, including construction of 
replacement facilities (if necessary and appropriate) and 
identifying and obtaining new frequencies for use by the 
relocated Federal Government station (where such station 
is not relocating to spectrum reserved exclusively for Fed- 
eral use); 

“(C) any necessary replacement facilities, equipment 
modifications, or other changes have been implemented 
and tested to ensure that the Federal Government station 
is able to successfully accomplish its purposes; and 

“(D) NTIA has determined that the proposed use of 
the spectrum frequency band to which the Federal entity 
will relocate its operations is— 

“(i) consistent with obligations undertaken by the 

United States in international agreements and with 

United States national security and public safety 

interests; and 

“(ii) suitable for the technical characteristics of 
the band and consistent with other uses of the band. 

In exercising its authority under clause (i) of this subpara- 

graph, NTIA shall consult with the Secretary of Defense, 

the Secretary of State, or other appropriate officers of the 

Federal Government. 

“(3) RIGHT TO RECLAIM.—If within one year after the reloca- 
tion the Federal entity demonstrates to the Commission that 
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the new facilities or spectrum are not comparable to the facili- 
ties or spectrum from which the Federal Government station 
was relocated, the person who filed the petition under para- 
graph (2) for such relocation shall take reasonable steps to 
remedy any defects or pay the Federal entity for the expenses 
incurred in returning the Federal Government station to the 
spectrum from which such station was relocated. 

“(h) FEDERAL ACTION TO EXPEDITE SPECTRUM TRANSFER.—Any 
Federal Government station which operates on electromagnetic 
spectrum that has been identified in any reallocation report under 
this section shall, to the maximum extent practicable through the 
use of the authority granted under subsection (g) and any other 
applicable provision of law, take action to relocate its spectrum 
use to other frequencies that are reserved for Federal use or to 
consolidate its spectrum use with other Federal Government sta- 
tions in a manner that maximizes the spectrum available for non- 
Federal use. 

“(i) DEFINITION.—For purposes of this section, the term ‘Federal 
entity means any department, agency, or other instrumentality 
of the Federal Government that utilizes a Government station 
license obtained under section 305 of the 1934 Act (47 U.S.C. 
305).”. 

(2) Section 114(a) of such Act (47 U.S.C. 924(a)) is amend- 
ed— 

(A) in paragraph (1), by striking “(a) or (d)(1)” and 
inserting “(a), (d)(1), or (f)”; and 
(B) in paragraph (2), by striking “either” and inserting 

“any”. 

(e) IDENTIFICATION AND REALLOCATION OF AUCTIONABLE FRE- 
QUENCIES.— 

(1) SECOND REPORT REQUIRED.—Section 113(a) of the 
National Telecommunications and Information Administration 
Organization Act (47 U.S.C. 923(a)) is amended by inserting 
“and within 6 months after the date of enactment of the Bal- 
anced Budget Act of 1997” after “Act of 1993”. 

(2) IN GENERAL.—Section 113(b) of such Act (47 U.S.C. 
923(b)) is amended— 

(A) by striking the caption of paragraph (1) and insert- 
ing “INITIAL REALLOCATION REPORT.—”; 

(B) by inserting “in the initial report required by sub- 
section (a)” after “recommend for reallocation” in paragraph 

(1); 

(C) by inserting “or (3)” after “paragraph (1)” each 
place it appears in paragraph (2); and 
(D) by adding at the end thereof the following: 

“(3) SECOND REALLOCATION REPORT.—In accordance with 
the provisions of this section, the Secretary shall recommend 
for reallocation in the second report required by subsection 
(a), for use other than by Federal Government stations under 
section 305 of the 1934 Act (47 U.S.C. 305), a band or bands 
of frequencies that— 

“(A) in the aggregate span not less than 20 megahertz; 

“(B) are located below 3 gigahertz; and 

“(C) meet the criteria specified in paragraphs (1) 
through (5) of subsection (a).”. 
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(3) CONFORMING AMENDMENT.—Section 113(d) of such Act 
(47 U.S.C. 923(d)) is amended by striking “final report” and 
inserting “initial report”. 

(4) ALLOCATION AND ASSIGNMENT. 
(47 U.S.C. 925) is amended— 

(A) by striking “the report required by section 113(a)” 
in subsection (b) and inserting “the initial reallocation 
report required by section 113(a)”; and 

(B) by adding at the end thereof the following: 

“(c) ALLOCATION AND ASSIGNMENT OF FREQUENCIES IDENTIFIED 
IN THE SECOND REALLOCATION REPORT.— 

“(1) PLAN AND IMPLEMENTATION.—With respect to the fre- 
quencies made available for reallocation pursuant to section 
113(b)\(3), the Commission shall, not later than one year after 
receipt of the second reallocation report required by section 
113(a), prepare, submit to the President and the Congress, 
and implement, a plan for the immediate allocation and assign- 
ment under the 1934 Act of all such frequencies in accordance 
with section 309(j) of such Act. 

“(2) CONTENTS.—The plan prepared by the Commission 
under paragraph (1) shall consist of a schedule of allocation 
and assignment of those frequencies in accordance with section 
309(j) of the 1934 Act in time for the assignment of those 
licenses or permits by September 30, 2002.” 





Section 115 of such Act 


SEC. 3003. AUCTION OF RECAPTURED BROADCAST TELEVISION SPEC- 
TRUM. 


Section 309(j) of the Communications Act of 1934 (47 U.S.C. 
309(j)) is amended by adding at the end the following new para- 
graph: 

“(14) AUCTION OF RECAPTURED BROADCAST TELEVISION 

SPECTRUM.— 

“(A) LIMITATIONS ON TERMS OF TERRESTRIAL TELEVISION 
BROADCAST LICENSES.—A television broadcast license that 
authorizes analog television service may not be renewed 
to authorize such service for a period that extends beyond 
December 31, 2006. 

“(B) EXTENSION.—The Commission shall extend the 
date described in subparagraph (A) for any station that 
requests such extension in any television market if the 
Commission finds that— 

“(i) one or more of the stations in such market 
that are licensed to or affiliated with one of the four 
largest national television networks are not broadcast- 
ing a digital television service signal, and the Commis- 
sion finds that each such station has exercised due 
diligence and satisfies the conditions for ari extension 
of the Commission’s applicable construction deadlines 
for digital television service in that market; 

“(ii) digital-to-analog converter technology is not 
generally available in such market; or 

“(ili) in any market in which an extension is not 
available under clause (i) or (ii), 15 percent or more 
of the television households in such market— 

“(I) do not subscribe to a multichannel video 
programming distributor (as defined in section 
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602) that carries one of the digital television serv- 
ice programming channels of each of the television 
stations broadcasting such a channel in such mar- 
ket; and 

“(II) do not have either— 

“(a) at least one television receiver capable 
of receiving the digital television service sig- 
nals of the television stations licensed in such 
market; or 

“(b) at least one television receiver of ana- 
log television service signals equipped with 
digital-to-analog converter technology capable 
of receiving the digital television service sig- 
nals of the television stations licensed in such 
market. 

“(C) SPECTRUM REVERSION AND RESALE.— 

“(i) The Commission shall— 
“(I) ensure that, as licenses for analog tele- 
vision service expire pursuant to subparagraph (A) 
or (B), each licensee shall cease using electro- 
magnetic spectrum assigned to such service accord- 
ing to the Commission’s direction; and 
“(II) reclaim and organize the electromagnetic 
spectrum in a manner consistent with the objec- 
tives described in paragraph (3) of this subsection. 
“(ii) Licensees for new services occupying spectrum 
reclaimed pursuant to clause (i) shall be assigned in 
accordance with this subsection. The Commission shall 
complete the assignment of such licenses, and report 
to the Congress the total revenues from such competi- 

tive bidding, by September 30, 2002. 

“(D) CERTAIN LIMITATIONS ON QUALIFIED BIDDERS 
PROHIBITED.—In prescribing any regulations relating to the 
qualification of bidders for spectrum reclaimed pursuant 
to subparagraph (C)i), the Commission, for any license 
that may be used for any digital television service where 
the grade A contour of the station is projected to encompass 
the entirety of a city with a population in excess of 400,000 
(as determined using the 1990 decennial census), shall 
not— 

“(i) preclude any party from being a qualified bid- 
der for such spectrum on the basis of— 
“(I) the Commission’s duopoly rule (47 C.F.R. 
73.3555(b)); or 
“(II) the Commission’s newspaper cross-owner- 
ship rule (47 C.F.R. 73.3555(d)); or 
“(ii) apply either such rule to preclude such a 
party that is a winning bidder in a competitive bidding 
for such spectrum from using such spectrum for digital 
television service.”. 


SEC. 3004. ALLOCATION AND ASSIGNMENT OF NEW PUBLIC SAFETY 
SERVICES LICENSES AND COMMERCIAL LICENSES. 


Title III of the Communications Act of 1934 is amended by 
inserting after section 336 (47 U.S.C. 336) the following new section: 
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“SEC. 337. ALLOCATION AND ASSIGNMENT OF NEW PUBLIC SAFETY 47 USC 337 
SERVICES LICENSES AND COMMERCIAL LICENSES. 


“(a) IN GENERAL.—Not later than January 1, 1998, the Commis- 
sion shall allocate the electromagnetic spectrum between 746 mega- 
hertz and 806 megahertz, inclusive, as follows: 

“(1) 24 megahertz of that spectrum for public safety services 
according to the terms and conditions established by the 
Commission, in consultation with the Secretary of Commerce 
and the Attorney General; and 

“(2) 36 megahertz of that spectrum for commercial use 
to be assigned by competitive bidding pursuant to section 309(j). 
“(b) ASSIGNMENT.—The Commission shall— 

“(1) commence assignment of the licenses for public safety 
services created pursuant to subsection (a) no later than 
September 30, 1998; and 

“(2) commence competitive bidding for the commercial 
licenses created pursuant to subsection (a) after January 1, 
2001. 

“(c) LICENSING OF UNUSED FREQUENCIES FOR PUBLIC SAFETY 
SERVICES.— 

“(1) USE OF UNUSED CHANNELS FOR PUBLIC SAFETY SERV- 
ICES.—Upon application by an entity seeking to provide public 
safety services, the Commission shall waive any requirement 
of this Act or its regulations implementing this Act (other 
than its regulations regarding harmful interference) to the 
extent necessary to permit the use of unassigned frequencies 
for the provision of public safety services by such entity. An 
application shall be granted under this subsection if the 
Commission finds that— 

“(A) no other spectrum allocated to public safety serv- 
ices is immediately available to satisfy the requested public 
safety service use; 

“(B) the requested use is technically feasible without 
causing harmful interference to other spectrum users enti- 
tled to protection from such interference under the Commis- 
sion’s regulations; 

“(C) the use of the unassigned frequency for the provi- 
sion of public safety services is consistent with other alloca- 
tions for the provision of such services in the geographic 
area for which the application is made; 

“(D) the unassigned frequency was allocated for its 
present use not less than 2 years prior to the date on 
which the application is granted; and 

“(E) granting such application is consistent with the 
public interest. 

“(2) APPLICABILITY.—Paragraph (1) shall apply to any 
application to provide public safety services that is pending 
or filed on or after the date of enactment of the Balanced 
Budget Act of 1997. 

“(d) CONDITIONS ON LICENSES.—In establishing service rules 
with respect to licenses granted pursuant to this section, the 
Commission— 

“(1) shall establish interference limits at the boundaries 
of the spectrum block and service area; 

“(2) shall establish any additional technical restrictions 
necessary to protect full-service analog television service and 
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digital television service during a transition to digital television 
service; 

(3) may permit public safety services licensees and 
commercial licensees— 

‘(A) to aggregate multiple licenses to create larger 
spectrum blocks and service areas; and 

“(B) to disaggregate or partition licenses to create 
smaller spectrum blocks or service areas; and 
‘(4) shall establish rules insuring that public safety services 

licensees using spectrum reallocated pursuant to subsection 

a)(1) shall not be subject to harmful interference from tele- 

vision broadcast licensees 

‘‘e) REMOVAL AND RELOCATION OF INCUMBENT BROADCAST 
LICENSEES.— 

‘(1) CHANNELS 60 TO 69.—Any person who holds a tele- 
vision broadcast license to operate between 746 and 806 mega- 
hertz may not operate at that frequency after the date on 
which the digital television service transition period terminates, 
as determined by the Commission. 

“(2) INCUMBENT QUALIFYING LOW-POWER STATIONS.—After 
making any allocation or assignment under this section, the 
Commission shall seek to assure, consistent with the Commis- 
sion’s plan for allotments for digital television service, that 
each qualifying low-power television station is assigned a fre- 
quency below 746 megahertz to permit the continued operation 
of such station. 

“(f) DEFINITIONS.—For purposes of this section: 

“(1) PUBLIC SAFETY SERVICES.—The term ‘public safety serv- 
ices’ means services— 

“(A) the sole or principal purpose of which is to protect 
the safety of life, health, or property; 

“(B) that are provided— 

“(i) by State or local government entities; or 

“(ii) by nongovernmental organizations that are 
authorized by a governmental entity whose primary 
mission is the provision of such services; and 

“(C) that are not made commercially available to the 
public by the provider. 

“(2) QUALIFYING LOW-POWER TELEVISION STATIONS.—A sta- 
tion is a qualifying low-power television station if, during the 
90 days preceding the date of enactment of the Balanced Budget 
Act of 1997— 

“(A) such station broadcast a minimum of 18 hours 
per day; 

“(B) such station broadcast an average of at least 3 
hours per week of programming that was produced within 
the market area served by such station; and 

“(C) such station was in compliance with the require- 
ments applicable to low-power television stations.”. 


SEC. 3005. FLEXIBLE USE OF ELECTROMAGNETIC SPECTRUM. 


Section 303 of the Communications Act of 1934 (47 U.S.C. 
303) is amended by adding at the end thereof the following: 
“(y) Have authority to allocate electromagnetic spectrum so 
as to provide flexibility of use, if— 
“(1) such use is consistent with international agreements 
to which the United States is a party; and 
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“(2) the Commission finds, after notice and an opportunity 
for public comment, that— 

“(A) such an allocation would be in the public interest; 

“(B) such use would not deter investment in commu- 
nications services and systems, or technology development; 
and 

“(C) such use would not result in harmful interference 
among users.”. 


SEC. 3006. UNIVERSAL SERVICE FUND PAYMENT SCHEDULE. 47 USC 254 note 


(a) APPROPRIATIONS TO THE UNIVERSAL SERVICE FUND.— 

(1) APPROPRIATION.—There is hereby appropriated to the 
Commission $3,000,000,000 in fiscal year 2001, which shall 
be disbursed on October 1, 2000, to the Administrator of the 
Federal universal service support programs established pursu- 
ant to section 254 of the Communications Act of 1934 (47 
U.S.C. 254), and which may be expended by the Administrator 
in support of such programs as provided pursuant to the rules 
implementing that section. 

(2) RETURN TO TREASURY.—The Administrator shall trans- 
fer $3,000,000,000 from the funds collected for such support 
programs to the General Fund of the Treasury on October 
1, 2001. 

(b) FEE ADJUSTMENTS.—The Commission shall direct the 
Administrator to adjust payments by telecommunications carriers 
and other providers of interstate telecommunications so that the 
$3,000,000,000 of the total payments by such carriers or providers 
to the Administrator for fiscal year 2091 shall be deferred until 
October 1, 2001. 

(c) PRESERVATION OF AUTHORITY.—Nothing in this section shall 
affect the Administrator’s authority to determine the amounts that 
should be expended for universal service support programs pursuant 
to section 254 of the Communications Act of 1934 and the rules 
implementing that section. 

(d) DEFINITION.—For purposes of this section, the term 
“Administrator” means the Administrator designated by the Federal 
Communications Commission to administer Federal universal serv- 
ice support programs pursuant to section 254 of the Communica- 
tions Act of 1934. 


SEC. 3007. DEADLINE FOR COLLECTION 47 USC 309 note 


The Commission shall conduct the competitive bidding required 
under this title or the amendments made by this title in a manner 
that ensures that all proceeds of such bidding are deposited in 
accordance with section 309(j)(8) of the Communications Act of 
1934 not later than September 30, 2002. 


SEC. 3008. ADMINISTRATIVE PROCEDURES FOR SPECTRUM AUCTIONS. 47 USC 309 note 


Notwithstanding section 309(b) of the Communications Act of 
1934 (47 U.S.C. 309(b)), no application for an instrument of 
authorization for frequencies assigned under this title (or amend- 
ments made by this title) shall be granted by the Commission 
earlier than 7 days following issuance of public notice by the 
Commission of the acceptance for filing of such application or of 
any substantial amendment thereto. Notwithstanding section 
309(d\(1) of such Act (47 U.S.C. 309(d\(1)), the Commission may 
specify a period (no less than 5 days following issuance of such 
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public notice) for the filing of petitions to deny any application 
for an instrument of authorization for such frequencies. 


TITLE IV—MEDICARE, MEDICAID, AND 
CHILDREN’S HEALTH PROVISIONS 


SEC. 4000. AMENDMENTS TO SOCIAL SECURITY ACT AND REFERENCES 
TO OBRA; TABLE OF CONTENTS OF TITLE. 


(a) AMENDMENTS TO SOCIAL SECURITY ACT.—Except as other- 
wise specifically provided, whenever in this title an amendment 
is expressed in terms of an amendment to or repeal of a section 
or other provision, the reference shall be considered to be made 
to that section or other provision of the Social Security Act. 

(b) REFERENCES TO OBRA.—In this title, the terms “OBRA- 
1986”, “OBRA-1987”, “OBRA-1989”, “OBRA-1990”, and “OBRA- 
1993” refer to the Omnibus Budget Reconciliation Act of 1986 
(Public Law 99-509), the Omnibus Budget Reconciliation Act of 
1987 (Public Law 100-203), the Omnibus Budget Reconciliation 
Act of 1989 (Public Law 101-239), the Omnibus Budget Reconcili- 
ation Act of 1990 (Public Law 101-508), and the Omnibus Budget 
Reconciliation Act of 1993 (Public Law 103-66), respectively. 

(c) TABLE OF CONTENTS OF TITLE.—The table of contents of 
this title is as follows: 


Sec. 4000. Amendments to Social Security Act and references to OBRA; table of 
contents of title 


Subtitle A—Medicare+Choice Program 


CHAPTER 1—MEDICARE+CHOICE PROGRAM 
SUBCHAPTER A—MEDICARE+CHOICE PROGRAM 
Sec. 4001. Establishment of Medicare+Choice program 


“PART C—MEDICARE+CHOICE PROGRAM 


“Sec. 1851. Eligibility, election, and enrollment 
“Sec. 1852. Benefits and beneficiary protections. 
“Sec. 1853. Payments to Medicare+Choice organizations. 
“Sec. 1854. Premiums 
“Sec. 1855. Organizational and financial requirements for Medicare+Choice or- 
anizations; provider-sponsored organizations. 
“Sec. 1856 Establishment of standards. 
“Sec. 1857. Contracts with Medicare+Choice organizations 
“Sec. 1859. Definitions; miscellaneous provisions. 
Sec. 4002. Transitional rules for current medicare HMO program 
Sec. 4003. Conforming changes in medigap program. 
SUBCHAPTER B—SPECIAL RULES FOR MEDICARE+CHOICE MEDICAL SAVINGS ACCOUNTS 


Sec. 4006. Medicare+Choice MSA 
CHAPTER 2—DEMONSTRATIONS 
SUBCHAPTER A—MEDICARE+CHOICE COMPETITIVE PRICING DEMONSTRATION PROJECT 


Sec. 4011. Medicare prepaid cameeties penne demonstration project. 
Sec. 4012. Administration through the Office of Competition; advisory committee. 
Sec. 4013. Project design based on FEHBP competitive bidding model. 


SUBCHAPTER B—SOCIAL HEALTH MAINTENANCE ORGANIZATIONS 
Sec. 4014. Social health maintenance organizations (SHMOs). 
SUBCHAPTER C—-MEDICARE SUBVENTION DEMONSTRATION PROJECT FOR MILITARY 
RETIREES 
Sec. 4015. Medicare subvention demonstration project for military retirees 
SUBCHAPTER D—OTHER PROJECTS 
Sec. 4016. Medicare coordinated care demonstration project. 
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Orderly transition of municipal health service demonstration projects 
Medicare enrollment demonstration project 
Extension of certain medicare community nursing organization dem- 
onstration projects 

CHAPTER 3—COMMISSIONS 
National pesatins an Commission on the Future of Medicare 
Medicare Payment Advisory Commission 

CHAPTER 4—MEDIGAP PROTECTIONS 


Medigap protections 
Addition of high deductible medigap policies 


. 5—TAX TREATMENT OF HOSPITALS PARTICIPATING IN PROVIDER-SPONSORED 


ORGANIZATIONS 


Tax treatment of hospitals which participate in provider-sponsored orga- 
nizations 


Subtitle B—Prevention Initiatives 


Screening mammography 

Screening pap smear and pelvic exams 

Prostate cancer screening tests. 

Coverage of colorectal screening 

Diabetes self-management benefits 

Standardization of medicare coverage of bone mass n 
Vaccines outreach expansion 

Study on preventive and enhanced benefits 


-asurements 





Subtitle C—Rural Initiatives 


Medicare rural hospital flexibility program 

Prohibiting denial of request by rural referrai centers for reclassification 
on basis of comparability of wages 

Hospital geographic reclassification permitted for purposes of dispropor- 
tionate share payment adjustments 

Medicare-dependent, smal! rural hospital payment extension 

Rural health clinic services 

Medicare reimbursement for telehealth services 

Informatics, telemedicine, and education demonstration project 


Subtitle D—Anti-Fraud and Abuse Provisions and Improvements in Protecting 
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4303 


4304 


4311. 


4312 


4313. 


4314 
4315. 
4316 


4317 
4318 
4319 
4320 


4321 


4331 


4401 


Program Integrity 
CHAPTER 1—REVISIONS TO SANCTIONS FOR FRAUD AND ABUSE 


Permanent exclusion for those convicted of 3 health care related crimes 
Authority to refuse to enter into medicare agreements with individuals 
or entities convicted of felonies 

Exclusion of entity controlled by family member of a sanctioned individ- 
ual 

Imposition of civil money penalties 


CHAPTER 2—IMPROVEMENTS IN PROTECTING PROGRAM INTEGRITY 


Improving information to medicare beneficiaries 
Disclosure of information and surety bonds 
Provision of certain identification numbers 
Advisory opinions regarding certain physician self-referral provisions 
Replacement of reasonable charge methodology by fee schedules. 
physicians of inherent eusendaenens to all pest B services other than 
ysicians’ services. 
Requirement to furnish diagnostic information 
Report by GAO on operation of fraud and abuse control program 
Competitive bidding demonstration projects 
Prohibiting unnecessary and eee eetal medicare payments for certain 
items. 
Nondiscrimination in post-hospital referral to home health agencies and 
other entities 


CHAPTER 3—CLARIFICATIONS AND TECHNICAL CHANGES 
Other fraud and abuse related provisions 
Subtitle E—Provisions Relating to Part A Only 
CHAPTER 1—PAYMENT OF PPS HOsPITALS 
PPS hospital payment update 
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4409 
441 
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4411 
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4451 
4452 
4453 
4454 
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4502 
4503 
4504 
4505 
4506 


4507 
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Maintaining savings from temporary reduction in capital payments for 
PPS hospitals 

Disproportionate e share 

Medicare capital asset sales price equal to book value 

Elimination of IME and ‘DSH payments attributable to outlier payments 
Increase base payment rate to Puerto Rico hospitals 

! vert ain —— al discharges to post acute care 

Reclassification of certain counties as large urban areas under medicare 
progr am 

yeographic reclassification for certain disproportionately large hospitals 
Floor on area wage index 














CHAPTER 2—PAYMENT OF PPS-EXEMPT HOSPITALS 


SUBCHAPTER A—GENERAL PAYMENT PROVISIONS 


payments for certain PPS-exempt hospitals and 





Rebasing 

Cap on T eFRA lin 

Bonus and relief pay ments 

Change in payment and target amount for new providers 
Treatment of certain long-term care hospitals 

Treatment of certain cancer hospitals 

Elimination of exemptions for certain hospitals 





“HAPTER B—PROSPECTIVE PAYMENT SYSTEM FOR PPS-EXEMPT HOSPITALS 


Prospective pay. ment for inpatient rehabilitation hospital services 
De pedleganeel of proposal on payments for long-term care hospitals 


CHAPTER 3—PAYMENT FOR SKILLED NURSING FACILITIES 


Extension of cost limits 
Prospective payment for skilled nursing facility services 


CHAPTER 4—PROVISIONS RELATED TO HOSPICE SERVICES 


Payments for hospice services 

Payment for home hospice care based on location where care is fur- 
nished 
Hospice care benefits periods 

Other items and services included in hospice care 

Contracting with independent physicians or physician groups for hospice 
care services permitted 

Waiver of certain staffing requirements for hospice care programs in 
nonurbanized areas 

Limitation on liability of beneficiaries for certain hospice coverage deni- 
als 

Extending the period for physician certification of an individual’s termi- 
nal illness 

Effective date 






CHAPTER 5—OTHER PAYMENT PROVISIONS 


Reductions in payments for enrollee bad debt 

Permanent extension of hemophilia pass-through payment 

Reduction in part A medicare premium for certain public retirees 
Coverage of services in religious nonmedical health care institutions 
under the medicare and medicaid programs 


Subtitle F—Provisions Relating to Part B Only 
CHAPTER 1—SERVICES OF HEALTH PROFESSIONALS 
SUBCHAPTER A—PHYSICIANS’ SERVICES 


Establishment of single conversion factor for 1998 

Establishing update to conversion factor to match spending under sus- 
tainable growth rate 

Replacement of volume performance standard with sustainable growth 
rate 

Payment rules for anesthesia services 

Implementation of resource-based methodologies 

Dissemination of information on high per discharge relative values for 
in-hospital physicians’ services 

Use of private contracts by medicare beneficiaries 
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SUBCHAPTER B—OTHER HEAI 1 CARE PROFESSIONALS 





ec. 4511. Increased medicare reimbursement for nurse practitio 
nurse specialists 

Sec. 4512. Increased medicare reimbursement for physician assistants 

13. No x-ray required for chiropractic services 








CHAPTER 2—PAYMENT FOR HOSPITAL OUTPATIENT DEPARTMENT SERVICES 





Sec. 4521. El ation of formula-driven overpayments (FDO) for certain out- 
yatient hospital services 

Sec. 4522. Extension of reductions in payments for costs of hospital outpatient serv- 
ices 

Sec Prospective payment system for hospital outpatient department services 





CHAPTER 3—AMBULANCE SERVICES 





Sec. 4531. Payments for ambulance services 
Sec. 4532. Demonstration of coverage of ambulance services under medicare 


local government 





through contracts with 


ER 4—PROSPECTIVE PAYMENT FOR OUTPATIENT REHABILITATION SERVICES 





Sec. 4541. Prospective payment for outpatient rehabilitation services 


CHAPTER 5—OTHER PAYMENT PROVISIONS 





Sec. 4551. Payments for durable medical equipment 

Sec. 4552. Oxygen and oxygen equipment 

Sec. 4553. Reduction in updates to payment amounts for clinical diagnostic labora- 
tory tests; pete on laboratory tests 

Sec. 4554. Improvements in administration of laboratory tests benefit 

Sec. 4555. Updates for ambulatory surgical services 

Sec. 4556. Reimbursement for drugs and biologicals 

Sec. 4557. Coverage of oral anti-nausea drugs under chemotherapeutic regin 

Sec. 4558. Renal dialysis-related services 

Sec. 4559. Temporary coverage restoration for portable electrocardiogram transpor 


tation 


CHAPTER 6—PART B PREMIUM AND RELATED PROVISIONS 





SUBCHAPTER A—DETERMINATION OF PART B 


PREMIUM AM NT 
Sec. 4571. Part B premium 
SUBCHAPTER B—OTHER PROVISIONS RELATED TO PART B PREMIUM 
Protections under the medicare program for disabled workers who lose 
benefits under a group health plan 
Sec. 4582. Governmental entities eligible to elect to pay part B premiums for eligi- 
ble individuals 


or 
x 
_ 


Sec. 4§ 


Subtitle G—Provisions Relating to Parts A and B 
CHAPTER 1—HOME HEALTH SERVICES AND BENEFITS 
SUBCHAPTER A—PAYMENTS FOR HOME HEALTH SERVICES 


Sec. 4601. Recapturing savings resulting from temporary freeze on payment in- 
creases for home health services 

Sec. 4602. Interim payments for home health services 

Sec. 4603. Prospective payment for home health services 

Sec. 4604. Payment based on location where home health service is furnished 


SUBCHAPTER B—HOME HEALTH BENEFITS 


Sec. 4611. Modification of part A home health benefit for individuals enrolled under 
art B : 

Sec. 4612. Clarification of part-time or intermittent nursing care 

Sec. 4613. Study on definition of homebound 

Sec. 4614. Normative standards for home health claims denials 

Sec. 4615. No home health benefits based solely on drawing blood 

Sec. 4616. Reports to Congress regarding home health cost containment 


CHAPTER 2—GRADUATE MEDICAL EDUCATION 
SUBCHAPTER A—INDIRECT MEDICAL EDUCATION 


Sec. 4621. Indirect graduate medical education payments 
Sec. 4622. Payment to hospitals of indirect medical education costs for 
Medicare+Choice enrollees 
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4623 
4624 


4625 
4626 


4627 


4628 
4629 


4630 
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SUBCHAPTER B—DIRECT GRADUATE MEDICAL EDUCATION 


Limitation on number of residents and rolling average FTE count 
Payments to hospitals for direct costs of graduate medical education of 
Medicare+Choice enrollees 

Permitting payment to nonhospital providers 

Incentive payments under plans for voluntary reduction in number of 
residents 

Medicare special reimbursement rule for primary care combined resi- 
dency programs 

Demonstration project on use of consortia 

Recommendations on long-term policies regarding teaching hospitals and 
graduate medical education 

Study of hospital overhead and supervisory physician components of di- 
rect medical education costs 


CHAPTER 3—PROVISIONS RELATING TO MEDICARE SECONDARY PAYER 


4631 
4632 
4633 


> > > 


~J-)]-1-1 


4721 


722 
4723 


4724 
4725 
4726 


4731 


4732 
4733 
4734 
4735 


Permanent extension and revision of certain secondary payer provisions 
Clarification of time and filing limitations 
Permitting recovery against third party administrators 


CHAPTER 4—OTHER PROVISIONS 


Placement of advance directive in medical record 

Increased certification period for certain organ procurement organiza- 
tions 

Office of the Chief Actuary in the Health Care Financing Administra- 
tion 

Conforming amendments to comply with congressional review of agency 
rulemaking 


Subtitle H—Medicaid 
CHAPTER 1—MANAGED CARE 


State option of using managed care; change in terminology. 

Primary care case management services as State option without need for 
waiver 

Elimination of 75:25 restriction on risk contracts 

Increased beneficiary protections 

Quality assurance standards 

Solvency standards 

Protections against fraud and abuse 

Improved administration 

6-month guaranteed eligibility for all individuals enrolled in managed 
care 

Effective dates 


CHAPTER 2—FLEXIBILITY IN PAYMENT OF PROVIDERS 


Flexibility in payment methods for hospital, nursing facility, ICF/MR, 
and home health services 

Payment for center and clinic services 

Elimination of obstetrical and pediatric payment rate requirements 
Medicaid payment rates for certain medicare cost-sharing 

Treatment of veterans’ pensions under medicaid 


CHAPTER 3—FEDERAL PAYMENTS TO STATES 


Reforming disproportionate share payments under State medicaid pro- 
rams 
reatment of State taxes imposed on certain hospitals. 

Additional funding for State emergency health services furnished to un- 

documented aliens 

Elimination of waste, fraud, and abuse 

Increased FMAPs 

Increase in payment limitation for territories 


CHAPTER 4—ELIGIBILITY 


State option of continuous eligibility for 12 months; clarification of State 
option to cover children 

Payment of part B premiums 

State option to permit workers with disabilities to buy into medicaid 
Penalty for fraudulent eligibility 

Treatment of certain settlement payments 
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CHAPTER 5—BENEFITS 





Sec. 4741. Elimination of requirement to pay for private insurance 

Sec. 4742. Physician qualification requirements 

Sec. 4743. Elimination of requirement of prior institutionalization with respect to 
habilitation services furnished under a waiver for home or community 
based services 

Sec. 4744. Study and report on EPSDT benefit 


CHAPTER 6—ADMINISTRATION AND MISCELLANEOUS 


Sec. 4751. Elimination of duplicative inspection of care requirements for ICFS/MR 
and mental hospitals 





Sec Alternative sanctions for noncompliant ICFS/MR 

Sec Modification of MMIS requirements 

Sec Facilitating imposition of State alternative remedies on noncompliant 
nursing facilities 

Sec Removal of name from nurse aide registry 

Sec Medically accepted indication 


Sec. 4757. Continuation of State-wide section 1115 medicaid waivers 
Sec. 4758. Extension of moratorium 
Sec. 4759. Extension of effective date for State law amendment 
Subtitle I—Programs of All-Inclusive Care for the Elderly (PACE 
Sec. 4801. Coverage of PACE under the medicare program 
Sec. 4802. Establishment of PACE program as medicaid State option 
Sec. 4803. Effective date; transition 
Sec. 4804. Study and reports 


Subtitle J—State Children’s Health Insurance Program 


CHAPTER 1—STATE CHILDREN’S HEALTH INSURANCE PROGRAM 


Sec. 4901. Establishment of program 


“TITLE XXI—STATE CHILDREN’S HEALTH INSURANCE PROGRAM 


“Sec. 2101. Purpose; State child health plans 

“Sec. 2102. General contents of State child health plan; eligibility; outreach 

“Sec. 2103. Coverage requirements for children’s health insurance 

“Sec. 2104. Allotments 

“Sec. 2105. Payments to States 

“Sec. 2106. Process for submission, approval, and amendment of State child 
health plans 

“Sec. 2107. Strategic objectives and performance goals; plan administration 

“Sec. 2108. Annual reports; evaluations 

“Sec. 2109. Miscellaneous provisions 

“Sec. 2110. Definitions 


CHAPTER 2—-EXPANDED COVERAGE OF CHILDREN UNDER MEDICAID 


Sec. 4911. Optional use of State child health assistance funds for enhanced medic- 
aid match for expanded medicaid eligibility 

Sec. 4912. Medicaid presumptive eligibility for low-income children 

Sec. 4913. Continuation of medicaid eligibility for disabled children who lose SSI 
benefits 


CHAPTER 3—DIABETES GRANT PROGRAMS 


Sec. 4921. Special diabetes programs for children with Type I diabetes 
Sec. 4922. Special diabetes programs for Indians 
Sec. 4923. Report on diabetes grant programs 


Subtitle A—Medicare+Choice Program 


CHAPTER 1—MEDICARE+CHOICE PROGRAM 


Subchapter A—Medicare+Choice Program 


SEC. 4001. ESTABLISHMENT OF MEDICARE+CHOICE PROGRAM. 


Title XVIII is amended by redesignating part C as part D 
and by inserting after part B the following new part: 
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42 USC “SEC. 


PUBLIC LAW 105-—33—AUG. 5, 1997 
“PART C—MEDICARE+CHOICE PROGRAM 


’ ELIGIBILITY, ELECTION, AND ENROLLMENT 


1851. (a) CHOICE OF MEDICARE BENEFITS THROUGH 


1395w-21 MEDICARE+CHOICE PLANS.— 


“(1) IN GENERAL 





Subject to the provisions of this section, 


each Medicare+Choice eligible individual (as defined in para- 
graph (3)) is entitled to elect to receive benefits under this 
title— 


“(A) through the original medicare fee-for-service pro- 
gram under parts A and B, or 

“(B) through enrollment in a Medicare+Choice plan 
under this part. 
“(2) TYPES OF MEDICARE+CHOICE PLANS THAT MAY BE AVAIL- 


ABLE.—A Medicare+Choice plan may be any of the following 
types of plans of health insurance: 


“(A) COORDINATED CARE PLANS.—Coordinated care 
plans which provide health care services, including but 
not limited to health maintenance organization plans (with 
or without point of service options), plans offered by pro- 
vider-sponsored organizations (as defined in section 
1855(d)), and preferred provider organization plans. 

“(B) COMBINATION OF MSA PLAN AND CONTRIBUTIONS 
TO MEDICARE+CHOICE MSA.—An MSA plan, as defined in 
section 1859(bX3), and a _ contribution into a 
Medicare+Choice medical savings account (MSA). 

“(C) PRIVATE FEE-FOR-SERVICE PLANS.—A 
Medicare+Choice private fee-for-service plan, as defined 
in section 1859(b)(2). 

“(3) MEDICARE+CHOICE ELIGIBLE INDIVIDUAL.— 

“(A) IN GENERAL.—In this title, subject to subparagraph 
(B), the term ‘Medicare+Choice eligible individual’ means 
an individual who is entitled to benefits under part A 
and enrolled under part B. 

“(B) SPECIAL RULE FOR END-STAGE RENAL DISEASE.— 
Such term shall not include an individual medically deter- 
mined to have end-stage renal disease, except that an 
individual who develops end-stage renal disease while 
enrolled in a Medicare+Choice plan may continue to be 
enrolled in that plan. 

SPECIAL RULES.— 
“(1) RESIDENCE REQUIREMENT.— 

“(A) IN GENERAL.—Except as the Secretary may other- 
wise provide, an individual is eligible to elect a 
Medicare+Choice plan offered by a Medicare+Choice 
organization only if the plan serves the geographic area 
in which the individual resides. 

“(B) CONTINUATION OF ENROLLMENT PERMITTED.— 
Pursuant to rules specified by the Secretary, the Secretary 
shall provide that a plan may offer to all individuals resid- 
ing in a geographic area the option to continue enrollment 
in the plan, notwithstanding that the individual no longer 
resides in the service area of the plan, so long as the 
plan provides that individuals exercising this option have, 
as part of the basic benefits described in _ section 
1852(aX1A), reasonable access within that geographic 
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area to the full range of basic benefits, subject to reasonable 

cost sharing liability in obtaining such benefits. 

“(2) SPECIAL RULE FOR CERTAIN INDIVIDUALS COVERED 
UNDER FEHBP OR ELIGIBLE FOR VETERANS OR MILITARY HEALTH 
BENEFITS, VETERANS.— 

“(A) FEHBP.—An individual who is enrolled in a 
health benefit plan under chapter 89 of title 5, United 
States Code, is not eligible to enroll in an MSA plan until 
such time as the Director of the Office of Management 
and Budget certifies to the Secretary that the Office of 
Personnel Management has adopted policies which will 
ensure that the enrollment of such individuals in such 
plans will not result in increased expenditures for the 
Federal Government for health benefit plans under such 
chapter. 

“(B) VA AND DOD.—The Secretary may apply rules 
similar to the rules described in subparagraph (A) in the 
case of individuals who are eligible for health care benefits 
under chapter 55 of title 10, United States Code, or under 
chapter 17 of title 38 of such Code. 

“(3) LIMITATION ON ELIGIBILITY OF QUALIFIED MEDICARE 
BENEFICIARIES AND OTHER MEDICAID BENEFICIARIES TO ENROLL 
IN AN MSA PLAN.—An individual who is a qualified medicare 
beneficiary (as defined in section 1905(p)(1)), a qualified dis- 
abled and working individual (described in section 1905(s)), 
an individual described in section 1902(a)(10)E)(iii), or other- 
wise entitled to medicare cost-sharing under a State plan under 
title XIX is not eligible to enroll in an MSA plan. 

“(4) COVERAGE UNDER MSA PLANS ON A DEMONSTRATION 
BASIS.— 

“(A) IN GENERAL.—An individual is not eligible to enroll 
in an MSA plan under this part— 

“(i) on or after January 1, 2003, unless the enroll- 
ment is the continuation of such an enrollment in 
effect as of such date; or 

“(ii) as of any date if the number of such individ- 
uals so enrolled as of such date has reached 390,000. 

Under rules established by the Secretary, an individual 

is not eligible to enroll (or continue enrollment) in an 

MSA plan for a year unless the individual provides assur- 

ances satisfactory to the Secretary that the individual will 

reside in the United States for at least 183 days during 
the year. 

“(B) EVALUATION.—The Secretary shall regularly 
evaluate the impact of permitting enrollment in MSA plans 
under this part on selection (including adverse selection), 
use of preventive care, access to care, and the financial 
status of the Trust Funds under this title. : 

“(C) REPORTS.—The Secretary shall submit to Congress 
periodic reports on the numbers of individuals enrolled 
in such plans and on the evaluation being conducted under 
subparagraph (B). The Secretary shall submit such a 
report, by not later than March 1, 2002, on whether the 
time limitation under subparagraph (A)(i) should be 
extended or removed and whether to change the numerical 
limitation under subparagraph (A)(ii). 

“(c) PROCESS FOR EXERCISING CHOICE.— 
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“(1) IN GENERAL.—The Secretary shall establish a process 
through which elections described in subsection (a) are made 
and changed, including the form and manner in which such 
elections are made and changed. Such elections shall be made 
or changed only during coverage election periods specified under 
subsection (e) and shall become effective as provided in sub- 
section (f). 

“(2) COORDINATION THROUGH MEDICARE+CHOICE ORGANIZA- 
TIONS.— 

“(A) ENROLLMENT.—Such process shall permit an 
individual who wishes to elect a Medicare+Choice plan 
offered by a Medicare+Choice organization to make such 
election through the filing of an appropriate election form 
with the organization. 

“(B) DISENROLLMENT.—Such process shall permit an 
individual, who has elected a Medicare+Choice plan offered 
by a Medicare+Choice organization and who wishes to 
terminate such election, to terminate such election through 
the filing of an appropriate election form with the organiza- 
tion. 

“(3) DEFAULT.— 

“(A) INITIAL ELECTION.— 

“(i) IN GENERAL.—Subject to clause (ii), an individ- 
ual who fails to make an election during an initial 
election period under subsection (e)(1) is deemed to 
have chosen the original medicare fee-for-service pro- 
gram option. 

“(ii) SEAMLESS CONTINUATION OF COVERAGE.—The 
Secretary may establish procedures under which an 
individual who is enrolled in a health plan (other than 
Medicare+Choice plan) offered by a Medicare+Choice 
organization at the time of the initial election period 
and who fails to elect to receive coverage other than 
through the organization is deemed to have elected 
the Medicare+Choice plan offered by the organization 
(or, if the organization offers more than one such plan, 
such plan or plans as the Secretary identifies under 
such procedures). 

“(B) CONTINUING PERIODS.—An individual who has 
made (or is deemed to have made) an election under this 
section is considered to have continued to make such elec- 
tion until such time as— 

“(i) the individual changes the election under this 
section, or 

“(ii) the Medicare+Choice plan with respect to 
which such election is in effect is discontinued or, 
subject to subsection (b\1)(B), no longer serves the 
area in which the individual resides. 

“(d) PROVIDING INFORMATION TO PROMOTE INFORMED CHOICE.— 

“(1) IN GENERAL.—The Secretary shall provide for activities 
under this subsection to broadly disseminate information to 
medicare beneficiaries (and prospective medicare beneficiaries) 
on the coverage options provided under this section in order 
to promote an active, informed selection among such options. 

“(2) PROVISION OF NOTICE.— 

“(A) OPEN SEASON NOTIFICATION.—At least 15 days 
before the beginning of each annual, coordinated election 
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period (as defined in subsection (e)(3)(B)), the Secretary 

shall mail to each Medicare+Choice eligible individual 

residing in an area the following: 

“(i) GENERAL INFORMATION.—The general informa- 
tion described in paragraph (3). 

“(ii) LIST OF PLANS AND COMPARISON OF PLAN 
OPTIONS.—A list identifying the Medicare+Choice plans 
that are (or will be) available to residents of the area 
and information described in paragraph (4) concerning 
such plans. Such information shall be presented in 
a comparative form. 

“Gii) ADDITIONAL INFORMATION.—Any other 
information that the Secretary determines will assist 
the individual in making the election under this sec- 
tion. 

The mailing of such information shall be coordinated, to 

the extent practicable, with the mailing of any annual 

notice under section 1804. 

“(B) NOTIFICATION TO NEWLY ELIGIBLE 
MEDICARE+CHOICE ELIGIBLE INDIVIDUALS.—To the extent 
practicable, the Secretary shall, not later than 30 days 
before the beginning of the initial Medicare+Choice enroll- 
ment period for an individual described in subsection (e)(1), 
mail to the individual the information described in subpara- 
graph (A). 

“(C) ForM.—The information disseminated under this 
paragraph shall be written and formatted using language 
that is easily understandable by medicare beneficiaries. 

“(D) PERIODIC UPDATING.—The information described 
in subparagraph (A) shall be updated on at least an annual 
basis to reflect changes in the availability of 
Medicare+Choice plans and the benefits and 
Medicare+Choice monthly basic and supplemental bene- 
ficiary premiums for such plans. 

“(3) GENERAL INFORMATION.—General information under 
this paragraph, with respect to coverage under this part during 
a year, shall include the following: 

“(A) BENEFITS UNDER ORIGINAL MEDICARE FEE-FOR- 
SERVICE PROGRAM OPTION.—A general description of the 
benefits covered under the original medicare fee-for-service 
program under parts A and B, including— 

“(i) covered items and services, 

“(ii) beneficiary cost sharing, such as deductibles, 
coinsurance, and copayment amounts, and 

“(iii) any beneficiary liability for balance billing. 
“(B) ELECTION PROCEDURES.—Information and instruc- 

tions on how to exercise election options under this section. 

“(C) RIGHTS.—A general description of procedural 
rights (including grievance and appeals procedures) of bene- 
ficiaries under the original medicare fee-for-service pro- 
gram and the Medicare+Choice program and the right to 
be protected against discrimination based on health status- 
related factors under section 1852(b). 

“(D) INFORMATION ON MEDIGAP AND MEDICARE 
SELECT.—A general description of the benefits, enrollment 
rights, and other requirements applicable to medicare 
supplemental policies under section 1882 and provisions 
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relating to medicare select policies described in section 

1882(t). 

“(E) POTENTIAL FOR CONTRACT TERMINATION.—The fact 
that a Medicare+Choice organization may terminate its 
contract, refuse to renew its contract, or reduce the service 
area included in its contract, under this part, and the 
effect of such a termination, nonrenewal, or service area 
reduction may have on individuals enrolled with the 
Medicare+Choice plan under this part. 

“(4) INFORMATION COMPARING PLAN OPTIONS.—Information 
under this paragraph, with respect to a Medicare+Choice plan 
for a year, shall include the following: 

“(A) BENEFITS.—The benefits covered under the plan, 
including the following: 

“(i) Covered items and services beyond those pro- 
vided under the original medicare fee-for-service pro- 
gram 

“(ii) Any beneficiary cost sharing. 

“ii) Any maximum limitations on out-of-pocket 
expenses. 

“(iv) In the case of an MSA plan, differences in 
cost sharing, premiums, and balance billing under such 
a plan compared to under other Medicare+Choice 
plans 

“(v) In the case of a Medicare+Choice private fee- 
for-service plan, differences in cost sharing, premiums, 
and balance billing under such a plan compared to 
under other Medicare+Choice plans. 

“(vi) The extent to which an enrollee may obtain 
benefits through out-of-network health care providers. 

“(vii) The extent to which an enrollee may select 
among in-network providers and the types of providers 
participating in the plan’s network. 

“(viili) The organization’s coverage of emergency 
and urgently needed care. 

“(B) PREMIUMS.—The Medicare+Choice monthly basic 
beneficiary premium and Medicare+Choice monthly supple- 
mental beneficiary premium, if any, for the plan or, in 
the case of an MSA plan, the Medicare+Choice monthly 
MSA premium. 

“(C) SERVICE AREA.—The service area of the plan. 

“(D) QUALITY AND PERFORMANCE.—To the extent avail- 
able, plan quality and performance indicators for the bene- 
fits under the plan (and how they compare to such indica- 
tors under the original medicare fee-for-service program 
under parts A and B in the area involved), including— 

“(i) disenrollment rates for medicare enrollees 
electing to receive benefits through the plan for the 
previous 2 years (excluding disenrollment due to death 
or moving outside the plan’s service area), 

“(ii) information on medicare enrollee satisfaction, 

“(iii) information on health outcomes, and 

“(iv) the recent record regarding compliance of the 
plan with requirements of this part (as determined 
by the Secretary). 

“(E) SUPPLEMENTAL BENEFITS.—Whether the organiza- 
tion offering the plan includes mandatory supplemental 
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benefits in its base benefit package or offers optional 

supplemental benefits and the terms and conditions 

(including premiums) for such coverage. 

“(5) MAINTAINING A TOLL-FREE NUMBER AND INTERNET 
SITE.—The Secretary shall maintain a toll-free number for 
inquiries regarding Medicare+Choice options and the operation 
of this part in all areas in which Medicare+Choice plans are 
offered and an Internet site through which individuals may 
electronically obtain information on such options and 
Medicare+Choice plans. 

“(6) USE OF NON-FEDERAL ENTITIES.—The Secretary may 
enter into contracts with non-Federal entities to carry out 
activities under this subsection. 

“(7) PROVISION OF INFORMATION.—A Medicare+Choice 
organization shall provide the Secretary with such information 
on the organization and each Medicare+Choice plan it offers 
as may be required for the preparation of the information 
referred to in paragraph (2)(A). 

“(e) COVERAGE ELECTION PERIODS.— 

“(1) INITIAL CHOICE UPON ELIGIBILITY TO MAKE ELECTION 
IF MEDICARE+CHOICE PLANS AVAILABLE TO INDIVIDUAL.—If, at 
the time an individual first becomes entitled to benefits under 
part A and enrolled under part B, there is one or more 
Medicare+Choice plans offered in the area in which the individ- 
ual resides, the individual shall make the election under this 
section during a period specified by the Secretary such that 
if the individual elects a Medicare+Choice plan during the 
period, coverage under the plan becomes effective as of the 
first date on which the individual may receive such coverage. 

“(2) OPEN ENROLLMENT AND DISENROLLMENT OPPORTUNI- 
TIES.—Subject to paragraph (5)— 

“(A) CONTINUOUS OPEN ENROLLMENT AND 
DISENROLLMENT THROUGH 2001.—At any time during 1998, 
1999, 2000, and 2001, a Medicare+Choice eligible individual 
may change the election under subsection (a)(1). 

“(B) CONTINUOUS OPEN ENROLLMENT AND 
DISENROLLMENT FOR FIRST 6 MONTHS DURING 2002.— 

“(i) IN GENERAL.—Subject to clause (ii), at any 
time during the first 6 months of 2002, or, if the 
individual first becomes a Medicare+Choice eligible 
individual during 2002, during the first 6 months dur- 
ing 2002 in which the individual is a Medicare+Choice 
eligible individual, a Medicare+Choice eligible individ- 
ual may change the election under subsection (a)(1). 

“(ii) LIMITATION OF ONE CHANGE.—An individual 
may exercise the right under clause (i) only once. The 
limitation under this clause shall not apply to changes 
in elections effected during an annual, coordinated elec- 
tion period under paragraph (3) or during a special 
enrollment period under the first sentence of paragraph 
(4). 

“(C) CONTINUOUS OPEN ENROLLMENT AND 
DISENROLLMENT FOR FIRST 3 MONTHS IN SUBSEQUENT 
YEARS.— 

“(i) IN GENERAL.—Subject to clause (ii), at any 
time during the first 3 months of a year after 2002, 
or, if the individual first becomes a Medicare+Choice 
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eligible individual during a year after 2002, during 

the first 3 months of such year in which the individual] 

is a Medicare+Choice eligible individual, a 

Medicare+Choice eligible individual may change the 

election under subsection (a)(1). 

“(ii) LIMITATION OF ONE CHANGE DURING OPEN 
ENROLLMENT PERIOD EACH YEAR.—An individual may 
exercise the right under clause (i) only once during 
the applicable 3-month period described in such clause 
in each year. The limitation under this clause shall 
not apply to changes in elections effected during an 
annual, coordinated election period under paragraph 
(3) or during a special enrollment period under para- 
graph (4 

“(3) ANNUAL, COORDINATED ELECTION PERIOD.— 

“(A) IN GENERAL.—Subject to paragraph (5), each 
individual who is eligible to make an election under this 
section may change’such election during an annual, coordi- 
nated election period. 

“(B) ANNUAL, COORDINATED ELECTION PERIOD.—For 
purposes of this section, the term ‘annual, coordinated elec- 
tion period’ means, with respect to a calendar year (begin- 
ning with 2000), the month of November before such year. 

“(C) MEDICARE+CHOICE HEALTH INFORMATION FAIRS.— 
In the month of November of each year (beginning with 
1999), in conjunction with the annual coordinated election 
period defined in subparagraph (B), the Secretary shall 
provide for a nationally coordinated educational and public- 
ity campaign to inform Medicare+Choice eligible individ- 
uals about Medicare+Choice plans and the election process 
provided under this section. 

“(D) SPECIAL INFORMATION CAMPAIGN IN 1998.—During 
November 1998 the Secretary shall provide for an edu- 
cational and publicity campaign to inform Medicare+Choice 
eligible individuals about the availability of 
Medicare+Choice plans, and eligible organizations with 
risk-sharing contracts under section 1876, offered in dif- 
ferent areas and the election process provided under this 
section. 

“(4) SPECIAL ELECTION PERIODS.—Effective as of January 
1, 2002, an individual may discontinue an election of a 
Medicare+Choice plan offered by a Medicare+Choice organiza- 
tion other than during an annual, coordinated election period 
and make a new election under this section if— 

“(A) the organization’s or plan’s certification under this 
part has been terminated or the organization has termi- 
nated or otherwise discontinued providing the plan in the 
area in which the individual resides; 

“(B) the individual is no longer eligible to elect the 
plan because of a change in the individual’s place of resi- 
dence or other change in circumstances (specified by the 
Secretary, but not including termination of the individual’s 
enrollment on the basis described in clause (i) or (ii) of 
subsection (g)(3)(B)); 

“(C) the individual demonstrates (in accordance with 
guidelines established by the Secretary) that— 
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“(i) the organization offering the plan substantially 
violated a material provision of the organization’s con- 
tract under this part in relation to the individual 
(including the failure to provide an enrollee on a timely 
basis medically necessary care for which benefits are 
available under the plan or the failure to provide such 
covered care in accordance with applicable quality 
standards); or 

“(ii) the organization (or an agent or other entity 
acting on the organization’s behalf) materially mis- 
represented the plan’s provisions in marketing the plan 
to the individual; or 
“(D) the individual meets such other exceptional condi- 

tions as the Secretary may provide. 

Effective as of January 1, 2002, an individual who, upon first 
becoming eligible for benefits under part A at age 65, enrolls 
in a Medicare+Choice plan under this part, the individual may 
discontinue the election of such plan, and elect coverage under 
the original fee-for-service plan, at any time during the 12- 
month period beginning on the effective date of such enrollment. 

“(5) SPECIAL RULES FOR MSA PLANS.—Notwithstanding the 
preceding provisions of this subsection, an individual— 

“(A) may elect an MSA plan only during— 

“(i) an initial open enrollment period described 
in paragraph (1), 

“Gi) an annual, coordinated election period 
described in paragraph (3)(B), or 

“(iii) the month of November 1998; 

“(B) subject to subparagraph (C), may not discontinue 
an election of an MSA plan except during the periods 
described in clause (ii) or (iii) of subparagraph (A) and 
under the first sentence of paragraph (4); and 

“(C) who elects an MSA plan during an annual, coordi- 
nated election period, and who never previously had elected 
such a plan, may revoke such election, in a manner deter- 
mined by the Secretary, by not later than December 15 
following the date of the election. 

“(6) OPEN ENROLLMENT PERIODS.—Subject to paragraph (5), 
a Medicare+Choice organization— 

“(A) shall accept elections or changes to elections dur- 
ing the initial enrollment periods described in paragraph 
(1), during the month of November 1998 and each subse- 
quent year (as provided in paragraph (3)), and during spe- 
cial election periods described in the first sentence of para- 
graph (4); and 

“(B) may accept other changes to elections at such 
other times as the organization provides. : 

“(f) EFFECTIVENESS OF ELECTIONS AND CHANGES OF ELEC- 
TIONS.— 

“(1) DURING INITIAL COVERAGE ELECTION PERIOD.—An elec- 
tion of coverage made during the initial coverage election period 
under subsection (e)(1A) shall take effect upon the date the 
individual becomes entitled to benefits under part A and 
enrolled under part B, except as the Secretary may provide 
(consistent with section 1838) in order to prevent retroactive 
coverage. 
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“(2) DURING CONTINUOUS OPEN ENROLLMENT PERIODS.—An 
election or change of coverage made under subsection (e)(2) 
shall take effect with the first day of the first calendar month 
following the date on which the election is made. 

“(3) ANNUAL, COORDINATED ELECTION PERIOD.—An election 
or change of coverage made during an annual, coordinated 
election period (as defined in subsection (e)3)(B)) in a year 
shall take effect as of the first day of the following year. 

“(4) OTHER PERIODS.—An election or change of coverage 
made during any other period under subsection (e)(4) shall 
take effect in such manner as the Secretary provides in a 
manner consistent (to the extent practicable) with protecting 
continuity of health benefit coverage 
“(g) GUARANTEED ISSUE AND RENEWAL.— 

“(1) IN GENERAL.—Except as provided in this subsection, 
a Medicare+Choice organization shall provide that at any time 
during which elections are accepted under this section with 
respect to a Medicare+Choice plan offered by the organization, 
the organization will accept without restrictions individuals 
who are eligible to make such election. 

“(2) Priorkity.—If the Secretary determines that a 
Medicare+Choice organization, in relation to a Medicare+Choice 
plan it offers, has a capacity limit and the number of 
Medicare+Choice eligible individuals who elect the plan under 
this section exceeds the capacity limit, the organization may 
limit the election of individuals of the plan under this section 
but only if priority in election is sceublal- 

“(A) first to such individuals as have elected the plan 
at the time of the determination, and 

“(B) then to other such individuals in such a manner 
that does not discriminate, on a basis described in section 
1852(b), among the individuals (who seek to elect the plan). 

The preceding sentence shall not apply if it would result in 
the enrollment of enrollees substantially nonrepresentative, as 
determined in accordance with regulations of the Secretary, 
of the medicare population in the service area of the plan. 

“(3) LIMITATION ON TERMINATION OF ELECTION.— 

“(A) IN GENERAL.—Subject to subparagraph (B), a 
Medicare+Choice organization may not for any reason 
terminate the election of any individual under this section 
for a Medicare+Choice plan it offers. 

“(B) BASIS FOR TERMINATION OF ELECTION.—A 
Medicare+Choice organization may terminate an individ- 
ual’s election under this section with respect to a 
Medicare+Choice plan it offers if— 

“(i) any Medicare+Choice monthly basic and 
supplemental beneficiary premiums required with 
respect to such plan are not paid on a timely basis 
(consistent with standards under section 1856 that 
provide for a grace period for late payment of such 
premiums), 

“(ii) the individual has engaged in disruptive 
behavior (as specified in such standards), or 

“(iii) the plan is terminated with respect to all 
individuals under this part in the area in which the 
individual resides. 

“(C) CONSEQUENCE OF TERMINATION.— 
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“(i) TERMINATIONS FOR CAUSE.—Any individual 

whose election is terminated under clause (i) or (ii) 

of subparagraph (B) is deemed to have elected the 

original medicare fee-for-service program option 

described in subsection (a)(1)(A). 

“(ii) TERMINATION BASED ON PLAN TERMINATION 

OR SERVICE AREA REDUCTION.—Any individual whose 

election is terminated under subparagraph (B)(iii) shall 

have a special election period under subsection (e)(4)(A) 

in which to change coverage to coverage under another 

Medicare+Choice plan. Such an individual who fails 

to make an election during such period is deemed 

to have chosen to change coverage to the original medi- 
care fee-for-service program option described in sub- 

section (a)(1)(A). 

“(D) ORGANIZATION OBLIGATION WITH RESPECT TO ELEC- 
TION FORMS.—Pursuant to a contract under section 1857, 
each Medicare+Choice organization receiving an election 
form under subsection (c)(2) shall transmit to the Secretary 
(at such time and in such manner as the Secretary may 
specify) a copy of such form or such other information 
respecting the election as the Secretary may specify. 

“(h) APPROVAL OF MARKETING MATERIAL AND APPLICATION 
FORMS.— 

“(1) SUBMISSION.—No marketing material or application 
form may be distributed by a Medicare+Choice organization 
to (or for the use of) Medicare+Choice eligible individuals 
unless— 

“(A) at least 45 days before the date of distribution 
the organization has submitted the material or form to 
the Secretary for review, and 

“(B) the Secretary has not disapproved the distribution 
of such material or form. 

“(2) REVIEW.—The standards established under section 
1856 shall include guidelines for the review of any material 
or form submitted and under such guidelines the Secretary 
shall disapprove (or later require the correction of) such mate- 
rial or form if the material or form is materially inaccurate 
or misleading or otherwise makes a material misrepresentation. 

“(3) DEEMED APPROVAL (1-STOP SHOPPING).—In the case of 
material or form that is submitted under paragraph (1)(A) 
to the Secretary or a regional office of the Department of 
Health and Human Services and the Secretary or the office 
has not disapproved the distribution of marketing material 
or form under paragraph (1)(B) with respect to a 
Medicare+Choice plan in an area, the Secretary is deemed 
not to have disapproved such distribution in all other areas 
covered by the plan and organization except with regard to 
that portion of such material or form that is specific only 
to an area involved. 

“(4) PROHIBITION OF CERTAIN MARKETING PRACTICES.—Each 
Medicare+Choice organization shall conform to fair marketing 
standards, in relation to Medicare+Choice plans offered under 
this part, included in the standards established under section 
1856. Such standards— 
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“(A) shall not permit a Medicare+Choice organization 
to provide for cash or other monetary rebates as an induce- 
ment for enrollment or otherwise, and 
“B may include a= prohibition against a 
Medicare+Choice organization (or agent of such an 
organization) completing any portion of any election form 
used to carry out elections under this section on behalf 
of any individual. 
“(i) EFFECT OF ELECTION OF MEDICARE+CHOICE PLAN OPTION.— 

“(1) PAYMENTS TO ORGANIZATIONS.—Subject to sections 
1852(a\(5), 1853(g), 1853(h), 1886(d)(11), and 1886(h\(3)(D), pay- 
ments under a contract with a Medicare+Choice organization 
under section 1853(a) with respect to an individual electing 
a Medicare+Choice plan offered by the organization shall be 
instead of the amounts which (in the absence of the contract) 
would otherwise be payable under parts A and B for items 
and services furnished to the individual. 

“(2) ONLY ORGANIZATION ENTITLED TO PAYMENT.—Subject 
to sections 1853(e), 1853(g), 1853(h), 1857(f2), and 1886(d\(11), 
and 1886(h)\(3)(D), only the Medicare+Choice organization shall 
be entitled to receive payments from the Secretary under this 
title for services furnished to the individual. 


“BENEFITS AND BENEFICIARY PROTECTIONS 


“SEC. 1852. (a) BASIC BENEFITS.— 

“(1) IN GENERAL.—Except as provided in section 1859(b)(3) 
for MSA plans, each Medicare+Choice plan shall provide to 
members enrolled under this part, through providers and other 
persons that meet the applicable requirements of this title 
and part A of title XI— 

“(A) those items and services (other than hospice care) 
for which benefits are available under parts A and B to 
individuals residing in the area served by the plan, and 

“(B) additional benefits required under section 
1854(f)(1)(A). 

“(2) SATISFACTION OF REQUIREMENT.— 

“(A) IN GENERAL.—A Medicare+Choice plan (other than 
an MSA plan) offered by a Medicare+Choice organization 
satisfies paragraph (1)\A), with respect to benefits for items 
and services furnished other than through a provider or 
other person that has a contract with the organization 
offering the plan, if the plan provides payment in an 
amount so that— 

“(i) the sum of such payment amount and any 
cost sharing provided for under the plan, is equal to 
at least 

“(ii) the total dollar amount of payment for such 
items and services as would otherwise be authorized 
under parts A and B (including any balance billing 
permitted under such parts). 

“(B) REFERENCE TO RELATED PROVISIONS.—For provi- 
sion relating to— 

“(i) limitations on balance billing against 
Medicare+Choice organizations for non-contract provid- 
ers, see sections 1852(k) and 1866(a\(1\(O), and 

“(ii) limiting actuarial value of enrollee liability 
for covered benefits, see section 1854(e). 
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“(3) SUPPLEMENTAL BENEFITS.— 

“(A) BENEFITS INCLUDED SUBJECT TO SECRETARY'S 
APPROVAL.—Each Medicare+Choice organization may pro- 
vide to individuals enrolled under this part, other than 
under an MSA plan, (without affording those individuals 
an option to decline the coverage) supplemental health 
care benefits that the Secretary may approve. The Sec- 
retary shall approve any such supplemental benefits unless 
the Secretary Siena that including such supplemental 
benefits would substantially discourage enrollment by 
Medicare+Choice eligible individuals with the organization. 

“(B) AT ENROLLEES’ OPTION.— 

“(i) IN GENERAL.—Subject to clause (ii), a 
Medicare+Choice organization may provide to individ- 
uals enrolled under this part supplemental health care 
benefits that the individuals may elect, at their option, 
to have covered. 

“Gi) SPECIAL RULE FOR MSA_ PLANS.—A 
Medicare+Choice organization may not provide, under 
an MSA plan, supplemental health care benefits that 
cover the deductible described in section 1859(b)(2)(B). 
In applying the previous sentence, health benefits 
described in section 1882(u)(2)(B) shall not be treated 
as covering such deductible. 

“(C) APPLICATION TO MEDICARE+CHOICE PRIVATE FEE- 
FOR-SERVICE PLANS.—Nothing in this paragraph shall be 
construed as preventing a Medicare+Choice private fee- 
for-service plan from offering supplemental benefits that 
include payment for some or all of the balance billing 
amounts permitted consistent with section 1852(k) and cov- 
erage of additional services that the plan finds to be medi- 
cally necessary. 

“(4) ORGANIZATION AS SECONDARY PAYER.—Notwithstanding 
any other provision of law, a Medicare+Choice organization 
may (in the case of the provision of items and services to 
an individual under a Medicare+Choice plan under cir- 
cumstances in which payment under this title is made second- 
ary pursuant to section 1862(b\2)) charge or authorize the 
provider of such services to charge, in accordance with the 
charges allowed under a law, plan, or policy described in such 
section— 

“(A) the insurance carrier, employer, or other entity 
which under such law, plan, or policy is to pay for the 
provision of such services, or 

“(B) such individual to the extent that the individual 
has been paid under such law, plan, or policy for such 
services. 

“(5) NATIONAL COVERAGE DETERMINATIONS.—TIf there is a 
national coverage determination made in the period beginning 
on the date of an announcement under section 1853(b) and 
ending on the date of the next announcement under such sec- 
tion and the Secretary projects that the determination will 
result in a significant change in the costs to a Medicare+Choice 
organization of providing the benefits that are the subject of 
such national coverage determination and that such change 
in costs was not incorporated in the determination of the annual 
Medicare+Choice capitation rate under section 1853 included 
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in the announcement made at the beginning of such period, 
then, unless otherwise required by law— 

‘(A) such determination shall not apply to contracts 
under this part until the first contract year that begins 
after the end of such period, and 

“(B) if such coverage determination provides for cov 
erage of additional benefits or coverage under additional 
circumstances, section 1851(i)(1) shall not apply to payment 
for such additional benefits or benefits provided under such 
additional circumstances until the first contract year that 
begins after the end of such period 

“(b) ANTIDISCRIMINATION.— 

“(1) BENEFICIARIES.— 

A) IN GENERAL.—A Medicare+Choice organization 
may not deny, limit, or condition the coverage or provision 
of benefits under this part, for individuals permitted to 
be enrolled with the organization under this part, based 
on any health status-related factor described in section 
2702(a\(1) of the Public Health Service Act. 

“(B) CONSTRUCTION.—Subparagraph (A) shall not be 
construed as requiring a Medicare+Choice organization to 
enroll individuals who are determined to have end-stage 
renal disease, except as provided under section 
1851(aX(3\B) 

“(2) PROVIDERS.—A Medicare+Choice organization shall not 
discriminate with respect to participation, reimbursement, or 
indemnification as to any provider who is acting within the 
scope of the provider’s license or certification under applicable 
State law, solely on the basis of such license or certification. 
This paragraph shall not be construed to prohibit a plan from 
including providers only to the extent necessary to meet the 
needs of the plan’s enrollees or from establishing any measure 
designed to maintain quality and control costs consistent with 
the responsibilities of the plan. 

“(c) DISCLOSURE REQUIREMENTS.— 

“(1) DETAILED DESCRIPTION OF PLAN PROVISIONS.—A 
Medicare+Choice organization shall disclose, in clear, accurate, 
and standardized form to each enrollee with a Medicare+Choice 
plan offered by the organization under this part at the time 
of enrollment and at least annually thereafter, the following 
information regarding such plan: 

“(A) SERVICE AREA.—The plan’s service area. 

“(B) BENEFITS.—Benefits offered under the plan, 
including information described in section 1851(d)(3)(A) and 
exclusions from coverage and, if it is an MSA plan, a 
comparison of benefits under such a plan with benefits 
under other Medicare+Choice plans. 

“(C) AccEss.—The number, mix, and distribution of 
plan providers, out-of-network coverage (if any) provided 
by the plan, and any point-of-service option (including the 
supplemental premium for such option). 

“(D) OUT-OF-AREA COVERAGE.—Out-of-area coverage 
provided by the plan 

“(E) EMERGENCY COVERAGE.—Coverage of emergency 
services, including— 

“(i) the appropriate use of emergency services, 
including use of the 911 telephone system or its local 
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equivalent in emergency situations and an explanation 
of what constitutes an emergency situation; 
“(ii) the process and procedures of the plan for 
obtaining emergency services; and 
“(iii) the locations of (1) emergency departments, 
and (II) other settings, in which plan physicians and 
hospitals provide emergency services and post-sta- 
bilization care. 
“(F) SUPPLEMENTAL BENEF emental benefits 
available from the organization offering the plan, includ- 
ing— 





“(i) whether the supplemental benefits are 
optional, 

“(ii) the supplemental benefits covered, and 

“(iii) the Medicare+Choice monthly supplemental 
beneficiary premium for the supplemental benefits. 

“(G) PRIOR AUTHORIZATION RULES.—Rules regarding 
prior authorization or other review requirements that could 
result in nonpayment. 

“(H) PLAN GRIEVANCE AND APPEALS PROCEDURES.—All 
plan appeal or grievance rights and procedures. 

“(I) QUALITY ASSURANCE PROGRAM.—A description of 
the organization’s quality assurance program under sub- 
section (e). 

“(2) DISCLOSURE UPON REQUEST.—Upon request of a 
Medicare+Choice eligible individual, a Medicare+Choice 
organization must provide the following information to such 
individual: 

“(A) The general coverage information and general 
comparative plan information made available under clauses 
(i) and (ii) of section 1851(d)(2)(A). 

“(B) Information on procedures used by the organiza- 
tion to control utilization of services and expenditures. 

“(C) Information on the number of grievances, redeter- 
minations, and appeals and on the disposition in the aggre- 
gate of such matters. 

“(D) An overall summary description as to the method 
of compensation of participating physicians. 

“(d) ACCESS TO SERVICES.— 

“(1) IN GENERAL.—A Medicare+Choice organization offering 
a Medicare+Choice plan may select the providers from whom 
the benefits under the plan are provided so long as— 

“(A) the organization makes such benefits available 
and accessible to each individual electing the plan within 
the plan service area with reasonable promptness and in 
a manner which assures continuity in the provision of 
benefits; 

“(B) when medically necessary the organization makes 
such benefits available and accessible 24 hours a day and 
7 days a week; 

“(C) the plan provides for reimbursement with respect 
to services which are covered under subparagraphs (A) 
and (B) and which are provided to such an individual 
other than through the organization, if— 

“(i) the services were not emergency services (as 
defined in paragraph (3)), but (I) the services were 
medically necessary and immediately required because 
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of an unforeseen illness, injury, or condition, and (II) 
it was not reasonable given the circumstances to obtain 
the services through the organization, 

‘(ii) the services were renal dialysis services and 
were provided other than through the organization 
because the individual was temporarily out of the 
plan’s service area, or 

“(ili) the services are maintenance care or post- 
stabilization care covered under the guidelines estab- 
lished under paragraph (2); 

“(D) the organization provides access to appropriate 
providers, including credentialed specialists, for medically 
necessary treatment and services; and 

‘(E) coverage is provided for emergency services (as 
defined in paragraph (3)) without regard to prior authoriza- 
tion or the emergency care provider’s contractual relation- 
ship with the organization. 

“(2) GUIDELINES RESPECTING COORDINATION OF POST-STA- 
BILIZATION CARE.—A Medicare+Choice plan shall comply with 
such guidelines as the Secretary may prescribe relating to 
promoting efficient and timely coordination of appropriate 
maintenance and post-stabilization care of an enrollee after 
the enrollee has been determined to be stable under section 
1867. 

“(3) DEFINITION OF EMERGENCY SERVICES.—In this sub- 
section— 

“(A) IN GENERAL.—The term ‘emergency services’ 
means, with respect to an individual enrolled with an 
organization, covered inpatient and outpatient services 
that— 

“(i) are furnished by a provider that is qualified 
to furnish such services under this title, and 

“(ii) are needed to evaluate or stabilize an emer- 
gency medical condition (as defined in subparagraph 
(B)). 

“(B) EMERGENCY MEDICAL CONDITION BASED ON PRU- 
DENT LAYPERSON.—The term ‘emergency medical condition’ 
means a medical condition manifesting itself by acute 
symptoms of sufficient severity (including severe pain) such 
that a prudent layperson, who possesses an average knowl- 
edge of health and medicine, could reasonably expect the 
absence of immediate medical attention to result in— 

“(i) placing the health of the individual (or, with 
respect to a pregnant woman, the health of the woman 
or her unborn child) in serious jeopardy, 

“(il) serious impairment to bodily functions, or 

“Gii) serious dysfunction of any bodily organ or 
part. 

"(4) ASSURING ACCESS TO SERVICES IN 
MEDICARE+CHOICE PRIVATE FEE-FOR-SERVICE PLANS.—In 
addition to any other requirements under this part, in 
the case of a Medicare+Choice private fee-for-service plan, 
the organization offering the plan must demonstrate to 
the Secretary that the organization has sufficient number 
and range of health care professionals and providers willing 
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to provide services under the terms of the plan. The Sec- 

retary shall find that an organization has met such require- 

ment with respect to any category of health care profes- 
sional or provider if, with respect to that category of pro- 
vider— 

“(A) the plan has established payment rates for 
covered services furnished by that category of provider 
that are not less than the payment rates provided 
for under part A, part B, or both, for such services, 
or 

“(B) the plan has contracts or agreements with 
a sufficient number and range of providers within such 
category to provide covered services under the terms 
of the plan, 

or a combination of both. The previous sentence shall not 

be construed as restricting the persons from whom enrollees 

under such a plan may obtain covered benefits. 
“(e) QUALITY ASSURANCE PROGRAM.— 

“(1) IN GENERAL.—Each Medicare+Choice organization 
must have arrangements, consistent with any regulation, for 
an ongoing quality assurance program for health care services 
it provides to individuals enrolled with Medicare+Choice plans 
of the organization. 

“(2) ELEMENTS OF PROGRAM.— 

“(A) IN GENERAL.—The quality assurance program of 
an organization with respect to a Medicare+Choice plan 
(other than a Medicare+Choice private fee-for-service plan 
or a non-network MSA plan) it offers shall— 

“(i) stress health outcomes and provide for the 
collection, analysis, and reporting of data (in accord- 
ance with a quality measurement system that the Sec- 
retary recognizes) that will permit measurement of 
outcomes and other indices of the quality of 
Medicare+Choice plans and organizations; 

“(ii) monitor and evaluate high volume and high 
risk services and the care of acute and chronic condi- 
tions; 

“(iii) evaluate the continuity and coordination of 
care that enrollees receive; 

“(iv) be evaluated on an ongoing basis as to its 
effectiveness; 

“(v) include measures of consumer satisfaction; 

“(vi) provide the Secretary with such access to 
information collected as may be appropriate to monitor 
and ensure the quality of care provided under this 
part; 

“(vii) provide review by physicians and other 
health care professionals of the process followed in 
the provision of such health care services; 

“(viii) provide for the establishment of written 
protocols for utilization review, based on current stand- 
ards of medical practice; 

“(ix) have mechanisms to detect both underutiliza- 
tion and overutilization of services; 

“(x) after identifying areas for improvement, estab- 
lish or alter practice parameters; 
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“(xi) take action to improve quality and assesses 
the effectiveness of such action through systematic 
followup; and 

“(xii) make available information on quality and 
outcomes measures to facilitate beneficiary comparison 
and choice of health coverage options (in such form 
and on such quality and outcomes measures as the 
Secretary determines to be appropriate). 

“(B) ELEMENTS OF PROGRAM FOR ORGANIZATIONS OFFER- 
ING MEDICARE+CHOICE PRIVATE FEE-FOR-SERVICE PLANS AND 
NON-NETWORK MSA PLANS.—The quality assurance program 
of an organization with respect to a Medicare+Choice pri- 
vate fee-for-service plan or a non-network MSA plan it 
offers shall— 

“(i) meet the requirements of clauses (i) through 
(vi) of subparagraph (A); 

“(ii) insofar as it provides for the establishment 
of written protocols for utilization review, base such 
protocols on current standards of medical practice; and 

“(iii) have mechanisms to evaluate utilization of 
services and inform providers and enrollees of the 
results of such evaluation. 

“(C) DEFINITION OF NON-NETWORK MSA PLAN.—In this 
subsection, the term ‘non-network MSA plan’ means an 
MSA plan offered by a Medicare+Choice organization that 
does not provide benefits required to be provided by this 
part, in whole or in part, through a datinall uit of providers 
under contract, or under another arrangement, with the 
organization. 

“(3) EXTERNAL REVIEW.— 

“(A) IN GENERAL.—Each Medicare+Choice organization 
shall, for each Medicare+Choice plan it operates, have an 
agreement with an independent quality review and 
improvement organization approved by the Secretary to 
perform functions of the type described in sections 
1154(aX4\B) and 1154(a)(14) with respect to services fur- 
nished by Medicare+Choice plans for which payment is 
made under this title. The previous sentence shall not 
apply to a Medicare+Choice private fee-for-service plan or 
a non-network MSA plan that does not employ utilization 
review. 

“(B) NONDUPLICATION OF ACCREDITATION.—Except in 
the case of the review of quality complaints, and consistent 
with subparagraph (C), the Secretary shall ensure that 
the external review activities conducted under subpara- 
graph (A) are not duplicative of review activities conducted 
as part of the accreditation process. 

“(C) WAIVER AUTHORITY.—The Secretary may waive 
the requirement described in subparagraph (A) in the case 
of an organization if the Secretary determines that the 
organization has consistently maintained an excellent 
record of quality assurance and compliance with other 
requirements under this part. 

“(4) TREATMENT OF ACCREDITATION.—The Secretary shall 
provide that a Medicare+Choice organization is deemed to meet 
requirements of paragraphs (1) and (2) of this subsection and 
subsection (h) (relating to confidentiality and accuracy of 
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enrollee records) if the organization is accredited (and periodi- 
cally reaccredited) by a private organization under a process 
that the Secretary has determined assures that the organiza- 
tion, as a condition of accreditation, applies and enforces stand- 
ards with respect to the requirements involved that are no 
less stringent than the standards established under section 

1856 to carry out the respective requirements. 

“(f) GRIEVANCE MECHANISM.—Each Medicare+Choice organiza- 
tion must provide meaningful procedures for hearing and resolving 
grievances between the organization (including any entity or 
individual through which the organization provides health care 
services) and enrollees with Medicare+Choice plans of the organiza- 
tion under this part. 

“(g) COVERAGE DETERMINATIONS, RECONSIDERATIONS, AND 
APPEALS.— 

“(1) DETERMINATIONS BY ORGANIZATION.— 

“(A) IN GENERAL.—A Medicare+Choice organization 
shall have a procedure for making determinations regard- 
ing whether an individual enrolled with the plan of the 
organization under this part is entitled to receive a health 
service under this section and the amount (if any) that 
the individual is required to pay with respect to such 
service. Subject to paragraph (3), such procedures shall 
provide for such determination to be made on a timely 
basis. 

“(B) EXPLANATION OF DETERMINATION.—Such a deter- 
mination that denies coverage, in whole in part, shall be 
in writing and shall include a statement in understandable 
language of the reasons for the denial and a description 
of the reconsideration and appeals processes 
“(2) RECONSIDERATIONS.— 

“(A) IN GENERAL.—The organization shall provide for 
reconsideration of a determination described in paragraph 
(1(B) upon request by the enrollee involved. The 
reconsideration shall be within a time period specified by 
the Secretary, but shall be made, subject to paragraph 
(3), not later than 60 days after the date of the receipt 
of the request for reconsideration. 

“(B) PHYSICIAN DECISION ON CERTAIN RECONSIDER- 
ATIONS.—A reconsideration relating to a determination to 
deny coverage based on a lack of medical necessity shall 
be made only by a physician with appropriate expertise 
in the field of me‘icine which necessitates treatment who 
is other than a physician involved in the initial determina- 
tion. 

“(3) EXPEDITED DETERMINATIONS AND RECONSIDERATIONS.— 

“(A) RECEIPT OF REQUESTS.— 

“(i) ENROLLEE REQUESTS.—An enrollee in a 
Medicare+Choice plan may request, either in writing 
or orally, an meliied determination under paragraph 
(1) or an expedited reconsideration under paragraph 
(2) by the Medicare+Choice organization. 

“(ii) PHYSICIAN REQUESTS.—A physician, regardless 
whether the physician is affiliated with the organiza- 
tion or not, may request, either in writing or orally, 
such an expedited determination or reconsideration. 
“(B) ORGANIZATION PROCEDURES.— 
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“(i) IN GENERAL.—The Medicare+Choice organiza- 
tion shall maintain procedures for expediting organiza- 
tion determinations and reconsiderations when, upon 
request of an enrollee, the organization determines 
that the application of the normal time frame for mak- 
ing a determination (or a reconsideration involving 
a determination) could seriously jeopardize the life or 
health of the enrollee or the enrollee’s ability to regain 
maximum function. 

“Gi) EXPEDITION REQUIRED FOR PHYSICIAN 
REQUESTS.—In the case of a request for an expedited 
determination or reconsideration made under subpara- 
graph (A)ii), the organization shall expedite the deter- 
mination or reconsideration if the request indicates 
that the application of the normal time frame for mak- 
ing a determination (or a reconsideration involving 
a determination).could seriously jeopardize the life or 
health of the enrollee or the enrollee’s ability to regain 
maximum function 

“(iii) TIMELY RESPONSE.—In cases described in 
clauses (i) and (ii), the organization shall notify the 
enrollee (and the physician involved, as appropriate) 
of the determination or reconsideration under time 
limitations established by the Secretary, but not later 
than 72 hours of the time of receipt of the request 
for the determination or reconsideration (or receipt 
of the information necessary to make the determination 
or reconsideration), or such longer period as the Sec- 
retary may permit in specified cases. 

“(4) INDEPENDENT REVIEW OF CERTAIN COVERAGE 
DENIALS.—The Secretary shall contract with an independent, 
outside entity to review and resolve in a timely manner 
reconsiderations that affirm denial of coverage, in whole or 
in part. 

“(5) APPEALS.—An enrollee with a Medicare+Choice plan 
of a Medicare+Choice organization under this part who is 
dissatisfied by reason of the enrollee’s failure to receive any 
health service to which the enrollee believes the enrollee is 
entitled and at no greater charge than the enrollee believes 
the enrollee is required to pay is entitled, if the amount in 
controversy is $100 or more, to a hearing before the Secretary 
to the same extent as is provided in section 205(b), and in 
any such hearing the Secretary shall make the organization 
a party. If the amount in controversy is $1,000 or more, the 
individual or organization shall, upon notifying the other party, 
be entitled to judicial review of the Secretary’s final decision 
as provided in section 205(g), and both the individual and 
the organization shall be entitled to be parties to that judicial 
review. In applying subsections (b) and (g) of section 205 as 
provided in this paragraph, and in applying section 205(1) there- 
to, any reference therein to the Commissioner of Social Security 
or the Social Security Administration shall be considered a 
reference to the Secretary or the Department of Health and 
Human Services, respectively. 

“(h) CONFIDENTIALITY AND ACCURACY OF ENROLLEE RECORDS.— 


Insofar as a Medicare+Choice organization maintains medical 
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records or other health information regarding enrollees under this 
part, the Medicare+Choice organization shall establish procedures— 

“(1) to safeguard the privacy of any individually identifiable 
enrollee information; 

“(2) to maintain such records and information in a manner 
that is accurate and timely, and 

“(3) to assure timely access of enrollees to such records 
and information. 

“(i) INFORMATION ON ADVANCE DIRECTIVES.—Each 
Medicare+Choice organization shall meet the requirement of section 
1866(f) (relating to maintaining written policies and procedures 
respecting advance directives). 

“(j) RULES REGARDING PROVIDER PARTICIPATION.— 

“(1) PROCEDURES.—Insofar as a Medicare+Choice organiza- 
tion offers benefits under a Medicare+Choice plan enaek 
agreements with physicians, the organization shall establish 
reasonable procedures relating to the participation (under an 
agreement between a physician and the organization) of physi- 
cians under such a plan. Such procedures shall include— 

“(A) eavidiens notice of the rules regarding participa- 
tion, 

“(B) providing written notice of participation decisions 
that are adverse to physicians, and 

“(C) providing a process within the organization for 
appealing such adverse decisions, including the presen- 
tation of information and views of the physician regarding 
such decision. 

“(2) CONSULTATION IN MEDICAL POLICIES.—A 
Medicare+Choice organization shall consult with physicians 
who have entered into participation agreements with the 
organization regarding the organization’s medical policy, qual- 
ity, and medical management procedures. 

“(3) PROHIBITING INTERFERENCE WITH PROVIDER ADVICE TO 
ENROLLEES.— 

“(A) IN GENERAL.—Subject to subparagraphs (B) and 
(C), a Medicare+Choice organization (in relation to an 
individual enrolled under a Medicare+Choice plan offered 
by the organization under this part) shall not prohibit 
or otherwise restrict a covered fealth care professional 
(as defined in subparagraph (D)) from advising such an 
individual who is a patient of the professional about the 
health status of the individual or medical care or treatment 
for the individual’s condition or disease, regardless of 
whether benefits for such care or treatment are provided 
under the plan, if the professional is acting within the 
lawful scope of practice. 

“(B) CONSCIENCE PROTECTION.—Subparagraph (A) 
shall not be construed as requiring a Medicare+Choice 
plan to provide, reimburse for, or provide coverage of a 
counseling or referral service if the Medicare+Choice 
organization offering the plan— 

“(i) objects to the provision of such service on moral 
or religious grounds; and 

“i) in the manner and through the written 
instrumentalities such Medicare+Choice organization 
deems appropriate, makes available information on its 
policies regarding such service to prospective enrollees 
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before or during enrollment and to enrollees within 

90 days after the date that the organization or plan 

adopts a change in policy regarding such a counseling 

or referral service 

“(C) CONSTRUCTION.—Nothing in subparagraph (B 
shall be construed to affect disclosure requirements under 
State law or under the Employee Retirement Income Secu- 
rity Act of 1974. 

“(D) HEALTH CARE PROFESSIONAL DEFINED.—For pur- 
poses of this paragraph, the term ‘health care professional’ 
means a physician (as defined in section 1861(r)) or other 
health care professional if coverage for the professional’s 
services is provided under the Medicare+Choice plan for 
the services of the professional. Such term includes a podia- 
trist, optometrist, chiropractor, psychologist, dentist, physi- 
cian assistant, physical or occupational therapist and ther- 
apy assistant, speech-language pathologist, audiologist, reg- 
istered or licensed practical nurse (including nurse practi- 
tioner, clinical nurse specialist, certified registered nurse 
anesthetist, and certified nurse-midwife), licensed certified 
social worker, registered respiratory therapist, and certified 
respiratory therapy technician. 

“(4) LIMITATIONS ON PHYSICIAN INCENTIVE PLANS.— 

“(A) IN GENERAL.—No Medicare+Choice organization 
may operate any physician incentive plan (as defined in 
subparagraph (B)) unless the following requirements are 
met: 

“(i) No specific payment is made directly or 
indirectly under the plan to a physician or physician 
group as an inducement to reduce or limit medically 
necessary services provided with respect to a specific 
individual enrolled with the organization. 

“(ii) If the plan places a physician or physician 
sroup at substantial financial risk (as determined by 
the Secretary) for services not provided by the physi- 
cian or physician group, the organization— 

“(I) provides stop-loss protection for the physi- 
cian or group that is adequate and appropriate, 
based on standards developed by the Secretary 
that take into account the number of physicians 
placed at such substantial financial risk in the 
group or under the plan and the number of individ- 
uals enrolled with the organization who receive 
services from the physician or group, and 

“(II) conducts periodic surveys of both individ- 
uals enrolled and individuals previously enrolled 
with the organization to determine the degree of 
access of such individuals to services provided by 
the organization and satisfaction with the quality 
of such services. 

“(iii) The organization provides the Secretary with 
descriptive information regarding the plan, sufficient 
to permit the Secretary to determine whether the plan 
is in compliance with the requirements of this subpara- 
graph 
“(B) PHYSICIAN INCENTIVE PLAN DEFINED.—In this 

paragraph, the term ‘physician incentive plan’ means any 
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compensation arrangement between a Medicare+Choice 

organization and a physician or physician group that may 

directly or indirectly have the effect of reducing or limiting 
services provided with respect to individuals enrolled with 
the organization under this part. 

“(5) LIMITATION ON PROVIDER INDEMNIFICATION.—A 
Medicare+Choice organization may not provide (directly or 
indirectly) for a health care professional, provider of services, 
or other entity providing health care services (or group of 
such professionals, providers, or entities) to indemnify the 
organization against any liability resulting from a civil action 
brought for any damage caused to an enrollee with a 
Medicare+Choice plan of the organization under this part by 
the organization’s denial of medically necessary care. 

“(6) SPECIAL RULES FOR MEDICARE+CHOICE PRIVATE FEE- 
FOR-SERVICE PLANS.—For purposes of applying this part (includ- 
ing subsection (k)(1)) and section 1866(a)(1)(O), a hospital (or 
other provider of services), a physician or other health care 
professional, or other entity furnishing health care services 
is treated as having an agreement or contract in effect with 
a Medicare+Choice organization (with respect to an individual 
enrolled in a Medicare+Choice private fee-for-service plan it 
offers), if— 

“(A) the provider, professional, or other entity furnishes 

— that are covered under the plan to such an enrollee; 

an 

“(B) before providing such services, the provider, 
professional, or other entity — 
“(i) has been informed of the individual’s enroll- 
ment under the plan, and 
“(ii) either— 

“(I) has been informed of the terms and condi- 
tions of payment for such services under the plan, 
or 

“(II) is given a reasonable opportunity to 
obtain information concerning such terms and 
conditions, 

in a manner reasonably designed to effect informed 
agreement by a provider. 
The previous sentence shall only apply in the absence of an 
explicit agreement between such a provider, professional, or 
other entity and the Medicare+Choice organization. 
“(k) TREATMENT OF SERVICES FURNISHED BY CERTAIN PROVID- 
ERS.— 

“(1) IN GENERAL.—Except as provided in paragraph (2), 
a physician or other entity (other than a provider of services) 
that does not have a contract establishing payment amounts 
for services furnished to an individual enrolled under this part 
with a Medicare+Choice organization described in section 
1851(a)(2)(A) shall accept as payment in full for covered services 
under this title that are furnished to such an individual the 
amounts that the physician or other entity could collect if 
the individual were not so enrolled. Any penalty or other provi- 
sion of law that applies to such a payment with respect to 
an individual entitled to benefits under this title (but not 
enrolled with a Medicare+Choice organization under this part) 
also applies with respect to an individual so enrolled. 
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“(2) APPLICATION TO MEDICARE+CHOICE PRIVATE FEE-FOR- 
SERVICE PLANS.— 


“(A) BALANCE BILLING LIMITS UNDER MEDICARE+CHOICE 


PRIVATE FEE-FOR-SERVICE PLANS IN CASE OF CONTRACT 
PROVIDERS.— 


“(i) IN GENERAL.—In the case of an individual 
enrolled in a Medicare+Choice private fee-for-service 
plan under this part, a physician, provider of services, 
or other entity that has a contract (including through 
the operation of subsection (j)(6)) establishing a pay- 
ment rate for services furnished to the enrollee shall 
accept as payment in full for covered services under 
this title that are furnished to such an individual an 
amount not to exceed (including any deductibles, 
coinsurance, copayments, or balance billing otherwise 
permitted under the plan) an amount equal to 115 
percent of such payment rate. 

“(ii) PROCEDURES TO ENFORCE LIMITS.—The 
Medicare+Choice organization that offers such a plan 
shall establish procedures, similar to the procedures 
described in section 1848(g)1)(A), in order to carry 
out the previous sentence. 

“(iii) ASSURING ENFORCEMENT.—If the 
Medicare+Choice organization fails to establish and 
enforce procedures required under clause (ii), the 
organization is subject to intermediate sanctions under 
section 1857(g). 

“(B) ENROLLEE LIABILITY FOR NONCONTRACT PROVID- 


ERS.—For provision— 


“(i) establishing minimum payment rate in the 
case of noncontract providers under a Medicare+Choice 
private fee-for-service plan, see section 1852(a)(2); or 

“(ii) limiting enrollee liability in the case of covered 
services furnished by such providers, see paragraph 
(1) and section 1866(a)(1)(O). 

“(C) INFORMATION ON BENEFICIARY LIABILITY.— 

“(i) IN GENERAL.—Each Medicare+Choice organiza- 
tion that offers a Medicare+Choice private fee-for-serv- 
ice plan shall provide that enrollees under the plan 
who are furnished services for which payment is sought 
under the plan are provided an appropriate explanation 
of benefits (consistent with that provided under parts 
A and B and, if applicable, under medicare supple- 
mental policies) that includes a clear statement of the 
amount of the enrollee’s liability (including any liability 
for balance billing consistent with this subsection) with 
respect to payments for such services. 

“Gi) ADVANCE NOTICE BEFORE RECEIPT OF 
INPATIENT HOSPITAL SERVICES AND CERTAIN OTHER 
SERVICES.—In addition, such organization shall, in its 
terms and conditions of payments to hospitals for 
inpatient hospital services and for other services identi- 
fied by the Secretary for which the amount of the 
balancing billing under subparagraph (A) could be 
substantial, require the hospital to provide to the 
enrollee, before furnishing such services and if the 
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hospital imposes balance billing under subparagraph 
(A}— 

“(I1) notice of the fact that balance billing is 
permitted under such subparagraph for such serv- 
ices, and 

“(I]) a good faith estimate of the likely amount 
of such balance billing (if any), with respect to 
such services, based upon the presenting condition 
of the enrollee. 


“PAYMENTS TO MEDICARE+CHOICE ORGANIZATIONS 


“SEC. 1853. (a) PAYMENTS TO ORGANIZATIONS.— 42 USC 
“(1) MONTHLY PAYMENTS.— 1395w-23. 

“(A) IN GENERAL.—Under a contract under section 1857 
and subject to subsections (e) and (f) and section 1859(e)(4), 
the Secretary shall make monthly payments under this 
section in advance to each Medicare+Choice organization, 
with respect to coverage of an individual under this part 
in a Medicare+Choice payment area for a month, in an 
amount equal to Yi2 of the annual Medicare+Choice capita- 
tion rate (as calculated under subsection (c)) with respect 
to that individual for that area, adjusted for such risk 
factors as age, disability status, gender, institutional status, 
and such other factors as the iectues determines to be 
appropriate, so as to ensure actuarial equivalence. The 
Secretary may add to, modify, or substitute for such factors, 
if such jane will improve the determination of actuarial 
equivalence. 

“(B) SPECIAL RULE FOR END-STAGE RENAL DISEASE.— 
The Secretary shall establish separate rates of payment 
to a Medicare+Choice organization with respect to classes 
of individuals iasiant to have end-stage renal disease 
and enrolled in a Medicare+Choice plan of the organization. 
Such rates of payment shall be actuarially equivalent to 
rates paid to other enrollees in the Medicare+Choice pay- 
ment area (or such other area as specified by the Secretary). 
In accordance with regulations, the Secretary shall provide 
for the application of the seventh sentence of section 
1881(b7) to payments under this section covering the 
provision of renal dialysis treatment in the same manner 
as such sentence applies to composite rate payments 
described in such sentence. 

“(2) ADJUSTMENT TO REFLECT NUMBER OF ENROLLEES.— 

“(A) IN GENERAL.—The amount of payment under this 
subsection may be retroactively adjusted to take into 
account any difference between the actual number of 
individuals enrolled with an organization under this part 
and the number of such individuals estimated to be so 
enrolled in determining the amount of the advance pay- 
ment. 

“(B) SPECIAL RULE FOR CERTAIN ENROLLEES.— 

“(i) IN GENERAL.—Subject to clause (ii), the Sec- 
retary may make retroactive adjustments under 
subparagraph (A) to take into account individuals 
enrolled during the period beginning on the date on 
which the individual enrolls with a Medicare+Choice 
organization under a plan operated, sponsored, or 








111 STAT. 300 


PUBLIC LAW 105-33—AUG. 5, 1997 


contributed to by the individual’s employer or former 
employer (or the employer or former employer of the 
individual’s spouse) and ending on the date on which 
the individual is enrolled in the organization under 
this part, except that for purposes of making such 
retroactive adjustments under this subparagraph, such 
period may not exceed 90 days. 

“(ii) EXCEPTION.—No adjustment may be made 
under clause (i) with respect to any individual who 
does not certify that the organization provided the 
individual with the disclosure statement described in 
section 1852(c) at the time the individual enrolled with 
the organization. 

“(3) ESTABLISHMENT OF RISK ADJUSTMENT FACTORS.— 

“(A) REPORT.—The Secretary shall develop, and submit 
to Congress by not later than March 1, 1999, a report 
on the method of risk adjustment of payment rates under 
this section, to be implemented under subparagraph (C), 
that accounts for variations in per capita costs based on 
health status. Such report shall include an evaluation of 
such method by an outside, independent actuary of the 
actuarial soundness of the proposal. 

“(B) DATA COLLECTION.—In order to carry out this 
paragraph, the Secretary shall require Medicare+Choice 
organizations (and eligible organizations with risk-sharing 
contracts under section 1876) to submit data regarding 
inpatient hospital services for periods beginning on or after 
July 1, 1997, and data regarding other services and other 
information as the Secretary deems necessary for periods 
beginning on or after July 1, 1998. The Secretary may 
not require an organization to submit such data before 
January 1, 1998. 

“(C) INITIAL IMPLEMENTATION.—The Secretary shall 
first provide for implementation of a risk adjustment meth- 
odology that accounts for variations in per capita costs 
based on health status and other demographic factors for 
payments by no later than January 1, 2000. 

“(D) UNIFORM APPLICATION TO ALL TYPES OF PLANS.— 
Subject to section 1859(e)(4), the methodology shall be 
applied uniformly without regard to the type of plan. 

“(b) ANNUAL ANNOUNCEMENT OF PAYMENT RATES.— 

“(1) ANNUAL ANNOUNCEMENT.—The_ Secretary _ shall 
annually determine, and shall announce (in a manner intended 
to provide notice to interested parties) not later than March 
1 before the calendar year concerned— 

“(A) the annual Medicare+Choice capitation rate for 
each Medicare+Choice payment area for the year, and 

“(B) the risk and other factors to be used in adjusting 
such rates under subsection (a)(1(A) for payments for 
months in that year. 

“(2) ADVANCE NOTICE OF METHODOLOGICAL CHANGES.—At 
least 45 days before making the announcement under para- 
graph (1) for a year, the Secretary shall provide for notice 
to Medicare+Choice organizations of proposed changes to be 
made in the methodology from the methodology and assump- 
tions used in the previous announcement and shall provide 
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such organizations an opportunity to comment on such proposed 
changes. 

“(3) EXPLANATION OF ASSUMPTIONS.—In each announce- 
ment made under paragraph (1), the Secretary shall include 
an explanation of the assumptions and changes in methodology 
used in the announcement in sufficient detail so that 
Medicare+Choice organizations can compute monthly adjusted 
Medicare+Choice capitation rates for individuals in each 
Medicare+Choice payment area which is in whole or in part 
within the service area of such an organization. 

“(c) CALCULATION OF ANNUAL MEDICARE+CHOICE CAPITATION 
RATES.— 

“(1) IN GENERAL.—For purposes of this part, subject to 
paragraphs (6)(C) and (7), each annual Medicare+Choice capita- 
tion rate, for a Medicare+Choice payment area for a contract 
year consisting of a calendar year, is equal to the largest 
of the amounts specified in the following subparagraph (A), 
(B), or (C): 

“(A) BLENDED CAPITATION RATE.—The sum of— 

“(i) the area-specific percentage (as specified under 
paragraph (2) for the year) of the annual area-specific 
Medicare+Choice capitation rate for the 
Medicare+Choice payment area, as determined under 
paragraph (3) for the year, and 

“(ii) the national percentage (as specified under 
paragraph (2) for the year) of the input-price-adjusted 
annual national Medicare+Choice capitation rate, as 
determined under paragraph (4) for the year, 

multiplied by the budget neutrality adjustment factor 

determined under paragraph (5). 

“(B) MINIMUM AMOUNT.—12 multiplied by the following 
amount: 

“(i) For 1998, $367 (but not to exceed, in the case 
of an area outside the 50 States and the District of 
Columbia, 150 percent of the annual per capita rate 
of payment for 1997 determined under section 
1876(a)(1)(C) for the area). 

“(ii) For a succeeding year, the minimum amount 
specified in this clause (or clause (i)) for the preceding 
year increased by the national per capita 
Medicare+Choice growth percentage, described in para- 
graph (6)(A) for that succeeding year. 

“(C) MINIMUM PERCENTAGE INCREASE.— 

“(i) For 1998, 102 percent of the annual per capita 
rate of payment for 1997 determined under section 
1876(a)(1(C) for the Medicare+Choice payment area. 

“(ii) For a subsequent year, 102 percent of the 
annual Medicare+Choice capitation rate under this 
paragraph for the area for the previous year. 

“(2) AREA-SPECIFIC AND NATIONAL PERCENTAGES.—For pur- 
poses of paragraph (1)(A)— 

“(A) for 1998, the ‘area-specific percentage’ is 90 per- 
cent and the ‘national percentage’ is 10 percent, 

“(B) for 1999, the ‘area-specific percentage’ is 82 per- 
cent and the ‘national percentage’ is 18 percent, 

“(C) for 2000, the ‘area-specific percentage’ is 74 per- 
cent and the ‘national percentage’ is 26 percent, 
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“(D) for 2001, the ‘area-specific percentage’ is 66 per- 
cent and the ‘national percentage’ is 34 percent, 

“(E) for 2002, the ‘area-specific percentage’ is 58 per- 
cent and the ‘national percentage’ is 42 percent, and 

“(F) for a year after 2002, the ‘area-specific percentage’ 
is 50 percent and the ‘national percentage’ is 50 percent. 
“(3) ANNUAL AREA-SPECIFIC MEDICARE+CHOICE CAPITATION 

RATE.— 

“(A) IN GENERAL.—For purposes of paragraph (1)(A), 
subject to subparagraph (B), the annual area-specific 
Medicare+Choice capitation rate for a Medicare+Choice 
payment area 

“(i) for 1998 is, subject to subparagraph (D), the 
annual per capita rate of payment for 1997 determined 
under section 1876(a)(1)(C) for the area, increased by 
the national per capita Medicare+Choice growth 

percentage for 1998 (described in paragraph (6)(A)); 

or 





“(ii) for a subsequent year is the annual area- 
specific Medicare+Choice capitation rate for the pre- 
vious year determined under this paragraph for the 
area, increased by the national per _ capita 
Medicare+Choice growth percentage for such subse- 
quent year. 

“(B) REMOVAL OF MEDICAL EDUCATION FROM CALCULA- 
TION OF ADJUSTED AVERAGE PER CAPITA COST.— 

“(i) IN GENERAL.—In determining the area-specific 
Medicare+Choice capitation rate under subparagraph 
(A) for a year (beginning with 1998), the annual per 
capita rate of payment for 1997 determined under sec- 
tion 1876(a\1\(C) shall be adjusted to exclude from 
the rate the applicable percent (specified in clause 
(ii)) of the payment adjustments described in subpara- 
graph (C). 

“(ii) APPLICABLE PERCENT.—For purposes of clause 
(i), the applicable percent for— 

“(I) 1998 is 20 percent, 

“(II) 1999 is 40 percent, 

“(III) 2000 is 60 percent, 

“(IV) 2001 is 80 percent, and 

“(V) a succeeding year is 100 percent. 
“(C) PAYMENT ADJUSTMENT.— 

“(i) IN GENERAL.—Subject to clause (ii), the pay- 
ment adjustments described in this subparagraph are 
payment adjustments which the Secretary estimates 
were payable during 1997— 

“(I) for the indirect costs of medical education 
under section 1886(d)(5)(B), and 
“(II) for direct graduate medical education 

costs under section 1886(h). 

“(ii) TREATMENT OF PAYMENTS COVERED UNDER 
STATE HOSPITAL REIMBURSEMENT SYSTEM.—To the 
extent that the Secretary estimates that an annual 
per capita rate of payment for 1997 described in clause 
(i) reflects payments to hospitals reimbursed under 
section 1814(b)(3), the Secretary shall estimate a pay- 
ment adjustment that is comparable to the payment 
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adjustment that would have been made under clause 

(i) if the hospitals had not been reimbursed under 

such section. 

“(D) TREATMENT OF AREAS WITH HIGHLY VARIABLE PAY- 
MENT RATES.—In the case of a Medicare+Choice payment 
area for which the annual per capita rate of payment 
determined under section 1876(a)(1XC) for 1997 varies by 
more than 20 percent from such rate for 1996, for purposes 
of this subsection the Secretary may substitute for such 
rate for 1997 a rate that is more representative of the 
costs of the enrollees in the area 
“(4) INPUT-PRICE-ADJUSTED ANNUAL NATIONAL 

MEDICARE+CHOICE CAPITATION RATE.— 

“(A) IN GENERAL.—For purposes of paragraph (1)(A), 
the input-price-adjusted annual national Medicare+Choice 
capitation rate for a Medicare+Choice payment area for 
a year is equal to the sum, for all the types of medicare 
services (as classified by the Secretary), of the product 
(for each such type of service) of— 

“(i) the national standardized annual 
Medicare+Choice capitation rate (determined under 
subparagraph (B)) for the year, 

“(ii) the proportion of such rate for the year which 
is attributable to such type of services, and 

“(ili) an index that reflects (for that year and that 
type of services) the relative input price of such services 
in the area compared to the national average input 
price of such services. 

In applying clause (iii), the Secretary may, subject to 
subparagraph (C), apply those indices under this title that 
are used in applying (or updating) national payment rates 
for specific areas and localities. 

“(B) NATIONAL STANDARDIZED ANNUAL 
MEDICARE+CHOICE CAPITATION RATE.—In subparagraph 
(Ai), the ‘national standardized annual Medicare+Choice 
capitation rate’ for a year is equal to— 

“(i) the sum (for all Medicare+Choice payment 
areas) of the product of— 

“(I) the annual area-specific Medicare+Choice 
capitation rate for that year for the area under 
paragraph (3), and 

“(II) the average number of medicare bene- 
ficiaries residing in that area in the year, multi- 
plied by the average of the risk factor weights 
used to adjust payments under subsection (a)(1)(A) 
for such beneficiaries in such area; divided by 
“(ii) the sum of the products described in clause 

(iXII) for all areas for that year. 

“(C) SPECIAL RULES FOR 1998.—In alban this para- 
graph for 1998— 

“(i) medicare services shall be divided into 2 types 
of services: part A services and part B services; 

“(ii) the proportions described in subparagraph 
(A)Gi)— 

“(I) for part A services shall be the ratio 
(expressed as a percentage) of the national average 
annual per capita rate of payment for part A for 
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1997 to the total national average annual per cap- 

ita rate of payment for parts A and B for 1997, 

and 

‘(II) for part B services shall be 100 percent 

minus the ratio described in subclause (1); 

‘(iii) for part A services, 70 percent of payments 
attributable to such services shall be adjusted by the 
index used under section 1886(d)(3)(E) to adjust pay- 
ment rates for relative hospital wage levels for hos- 
pitals located in the payment area involved; 

‘(iv) for part B services— 

I) 66 percent of payments attributable to 
such services shall be adjusted by the index of 

the geographic area factors under section 1848(e) 

used to adjust payment rates for physicians’ serv- 

ices furnished in the payment area, and 

“(II) of the remaining 34 percent of the amount 
of such payments, 40 percent shall be adjusted 
by the index described in clause (iii); and 

“(v) the index values shall be computed based only 
on the beneficiary population who are 65 years of age 
or older and who are not determined to have end 
stage renal disease 

The Secretary may continue to apply the rules described 

in this subparagraph (or similar rules) for 1999. 

“(5) PAYMENT ADJUSTMENT BUDGET NEUTRALITY FACTOR.— 
For purposes of paragraph (1)(A), for each year, the Secretary 
shall determine a budget neutrality adjustment factor so that 
the aggregate of the payments under this part shall equal 
the aggregate payments that would have been made under 
this part if payment were based entirely on area-specific capita- 
tion rates. 

“(6) NATIONAL PER CAPITA MEDICARE+CHOICE GROWTH 
PERCENTAGE DEFINED.— 

“(A) IN GENERAL.—In this part, the ‘national per capita 
Medicare+Choice growth percentage’ for a year is the 
percentage determined by the Secretary, by March lst 
before the beginning of the year involved, to reflect the 
Secretary's estimate of the projected per capita rate of 
growth in expenditures under this title for an individual 
entitled to benefits under part A and enrolled under part 
B, reduced by the number of percentage points specified 
in subparagraph (B) for the year. Separate determinations 
may be made for aged enrollees, disabled enrollees, and 
enrollees with end-stage renal disease. 

“(B) ADJUSTMENT.—The number of percentage points 
specified in this subparagraph is— 

“(i) for 1998, 0.8 percentage points, 

“(ii) for 1999, 0.5 percentage points, 

“(iii) for 2000, 0.5 percentage points, 

“(iv) for 2001, 0.5 percentage points, 

“(v) for 2002, 0.5 percentage points, and 

“(vi) for a year after 2002, 0 percentage points. 
“(C) ADJUSTMENT FOR OVER OR UNDER PROJECTION OF 


NATIONAL PER CAPITA MEDICARE+CHOICE GROWTH PERCENT- 
AGE.—Beginning with rates calculated for 1999, before 
computing rates for a year as described in paragraph (1), 
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the Secretary shall adjust all area-specific and national 

Medicare+Choice capitation rates (and beginning in 2000, 

the minimum amount) for the previous year for the dif- 

ferences between the projections of the national per capita 

Medicare+Choice growth percentage for that year and pre- 

vious years and the current estimate of such percentage 

for such years. 

“(7) ADJUSTMENT FOR NATIONAL COVERAGE DETERMINA- 
TIONS.—If the Secretary makes a determination with respect 
to coverage under this title that the Secretary projects will 
result in a significant increase in the costs to Medicare+Choice 
of providing benefits under contracts under this part (for peri- 
ods after any period described in section 1852(a)(5)), the Sec- 
retary shall adjust appropriately the payments to such 
organizations under this part. 

“(d) MEDICARE+CHOICE PAYMENT AREA DEFINED.— 

“(1) IN GENERAL.—In this part, except as provided in para- 
graph (3), the term ‘Medicare+Choice payment area’ means 
a county, or equivalent area specified by the Secretary. 

“(2) RULE FOR ESRD BENEFICIARIES.—In the case of individ- 
uals who are determined to have end stage renal disease, 
the Medicare+Choice payment area shall be a State or such 
other payment area as the Secretary specifies. 

“(3) GEOGRAPHIC ADJUSTMENT.— 

“(A) IN GENERAL.—Upon written request of the chief 
executive officer of a State for a contract year (beginning 
after 1998) made by not later than February 1 of the 
previous year, the Secretary shall make a geographic 
adjustment to a Medicare+Choice payment area in the 
State otherwise determined under paragraph (1)— 

“(i) to a single statewide Medicare+Choice payment 
area, 

“(ii) to the metropolitan based system described 
in subparagraph (C), or 

“(1ii) to consolidating into a single Medicare+Choice 
payment area noncontiguous counties (or equivalent 
areas described in paragraph (1)) within a State. 

Such adjustment shall be effective for payments for months 

beginning with January of the year following the year 

in which the request is received. 

“(B) BUDGET NEUTRALITY ADJUSTMENT.—In the case 
of a State requesting an adjustment under this paragraph, 
the Secretary shall initially (and annually thereafter) 
adjust the payment rates otherwise established under this 
section for Medicare+Choice payment areas in the State 
in a manner so that the aggregate of the payments under 
this section in the State shall not exceed the aggregate 
payments that would have been made under this section 
for Medicare+Choice payment areas in the State in the 
absence of the adjustment under this paragraph. 

“(C) METROPOLITAN BASED SYSTEM.—The metropolitan 
based system described in this subparagraph is one in 
which— 

“(i) all the portions of each metropolitan statistical 
area in the State or in the case of a consolidated 
metropolitan statistical area, all of the portions of each 
primary metropolitan statistical area within the 
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consolidated area within the State, are treated as a 
single Medicare+Choice payment area, and 
“(ii) all areas in the State that do not fall within 

a metropolitan statistical area are treated as a single 

Medicare+Choice payment area. 

“(D) AREAS.—In subparagraph (C), the terms ‘metro- 
politan statistical area’, ‘consolidated metropolitan statis- 
tical area’, and ‘primary metropolitan statistical area’ mean 
any area designated as such by the Secretary of Commerce. 

“(e) SPECIAL RULES FOR INDIVIDUALS ELECTING MSA PLANS.— 

“(1) IN GENERAL.—If the amount of the Medicare+Choice 
monthly MSA premium (as defined in section 1854(b)(2)(C)) 
for an MSA plan for a year is less than “12 of the annual 
Medicare+Choice capitation rate applied under this section for 
the area and year involved, the Secretary shall deposit an 
amount equal to 100 percent of such difference in a 
Medicare+Choice MSA established (and, if applicable, des- 
ignated) by the individual under paragraph (2). 

“(2) ESTABLISHMENT AND DESIGNATION OF 
MEDICARE+CHOICE MEDICAL SAVINGS ACCOUNT AS REQUIREMENT 
FOR PAYMENT OF CONTRIBUTION.—In the case of an individual 
who has elected coverage under an MSA plan, no payment 
shall be made under paragraph (1) on behalf of an individual 
for a month unless the individual— 

“(A) has established before the beginning of the month 
(or by such other deadline as the Secretary may specify) 
a Medicare+Choice MSA (as defined in section 138(b)(2) 
of the Internal Revenue Code of 1986), and 

“(B) if the individual has established more than one 
such Medicare+Choice MSA, has designated one of such 
accounts as the individual’s Medicare+Choice MSA for pur- 
poses of this part. 

Under rules under this section, such an individual may change 

the designation of such account under subparagraph (B) for 

purposes of this part. 

“(3) LUMP-SUM DEPOSIT OF MEDICAL SAVINGS ACCOUNT CON- 
TRIBUTION.—In the case of an individual electing an MSA plan 
effective beginning with a month in a year, the amount of 
the contribution to the Medicare+Choice MSA on behalf of 
the individual for that month and all successive months in 
the year shall be deposited during that first month. In the 
case of a termination of such an election as of a month before 
the end of a year, the Secretary shall provide for a procedure 
for the recovery of deposits attributable to the remaining 
months in the year. 

“(f) PAYMENTS FROM TRUST FUND.—The payment to a 
Medicare+Choice organization under this section for individuals 
enrolled under this part with the organization and payments to 
a Medicare+Choice MSA under subsection (e)(1) shall be made 
from the Federal Hospital Insurance Trust Fund and the Federal 
Supplementary Medical Insurance Trust Fund in such proportion 
as the Secretary determines reflects the relative weight that benefits 
under part A and under part B represents of the actuarial value 
of the total benefits under this title. Monthly payments otherwise 
payable under this section for October 2000 shall be paid on the 
first business day of such month. Monthly payments otherwise 
payable under this section for October 2001 shall be paid on the 
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last business day of September 2001. Monthly payments otherwise 
payable under this section for October 2006 shall be paid on the 
first business day of October 2006. 

“(g) SPECIAL RULE FOR CERTAIN INPATIENT HOSPITAL STAYS.— 
In the case of an individual who is receiving inpatient hospital 
services from a subsection (d) hospital (as defined in section 
1886(d)(1\B)) as of the effective date of the individual’s— 

“(1) election under this part of a Medicare+Choice plan 
offered by a Medicare+Choice organization— 

“(A) payment for such services until the date of the 
individual's discharge shall be made under this title 
through the Medicare+Choice plan or the original medicare 
fee-for-service program option described in_ section 
1851(a)(1)(A) (as the case may be) elected before the elec- 
tion with such organization, 

“(B) the elected organization shall not be financially 
responsible for payment for such services until the date 
after the date of the individual’s discharge, and 

“(C) the organization shall nonetheless be paid the 
full amount otherwise payable to the organization under 
this part; or 
“(2) termination of election with respect to a 

Medicare+Choice organization under this part— 

“(A) the organization shall be financially responsible 
for payment for such services after such date and until 
the date of the individual’s discharge, 

“(B) payment for such services during the stay shall 
not be made under section 1886(d) or by any succeeding 
Medicare+Choice organization, and 

“(C) the terminated organization shall not receive any 
payment with respect to the individual under this part 
during the period the individual is not enrolled. 

“(h) SPECIAL RULE FOR HOSPICE CARE.— 

“(1) INFORMATION.—A contract under this part shall require 
the Medicare+Choice organization to inform each individual 
enrolled under this part with a Medicare+Choice plan offered 
by the organization about the availability of hospice care if— 

“(A) a hospice program participating under this title 
is located within the organization’s service area; or 

“(B) it is common practice to refer patients to hospice 
programs outside such service area. 

“(2) PAYMENT.—If an individual who is enrolled with a 
Medicare+Choice organization under this part makes an elec- 
tion under section 1812(d)(1) to receive hospice care from a 
particular hospice program— 

“(A) payment for the hospice care furnished to the 
individual shall be made to the hospice program elected 
by the individual by the Secretary; 

“(B) payment for other services for which the individual 
is eligible notwithstanding the individual’s election of hos- 
pice care under section 1812(d)(1), including services not 
related to the individual’s terminal illness, shall be made 
by the Secretary to the Medicare+Choice organization or 
the provider or supplier of the service instead of payments 
calculated under subsection (a); and 

“(C) the Secretary shall continue to make monthly 
payments to the Medicare+Choice organization in an 
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amount equal to the value of the additional benefits 
required under section 1854(f)(1)(A) 


“PREMIUMS 


42 USC 1395~ “SEC. 1854. (a) SUBMISSION OF PROPOSED PREMIUMS AND 
24 RELATED INFORMATION.— 

1) IN GENERAL.—Not later than May 1 of each year, each 
Medicare+Choice organization shall submit to the Secretary, 
in a form and manner specified by the Secretary and for each 
Medicare+Choice plan for the service area in which it intends 
to be offered in the following year— 

“(A) the information described in paragraph (2), (3), 
or (4) for the type of plan involved; and 

“(B) the enrollment capacity (if any) in relation to 
the plan and area. 

“(2) INFORMATION REQUIRED FOR COORDINATED CARE 
PLANS.—For a Medicare+Choice plan described in section 
1851(a)(2)(A), the information described in this paragraph is 
as follows: 

“(A) BASIC (AND ADDITIONAL) BENEFITS.—For benefits 
described in 1852(a)(14A)— 

“(i) the adjusted community rate (as defined in 
subsection (f)(3)); 

“(ii) the Medicare+Choice monthly basic bene- 
ficiary premium (as defined in subsection (b)(2)(A)); 

“(iii) a description of deductibles, coinsurance, and 
copayments applicable under the plan and the actuar- 
ial value of such deductibles, coinsurance, and copay- 
ments, described in subsection (e)(1)(A); and 

“(iv) if required under subsection (f)(1), a descrip- 
tion of the additional benefits to be provided pursuant 
to such subsection and the value determined for such 
proposed benefits under such subsection. 

“(B) SUPPLEMENTAL BENEFITS.—For benefits described 
in 1852(aX3)— 

“(i) the adjusted community rate (as defined in 
subsection (f)(3)); 

“(ii) the Medicare+Choice monthly supplemental 
beneficiary premium (as defined in _ subsection 
(b\2)(B)); and 

“(iii) a description of deductibles, coinsurance, and 
copayments applicable under the plan and the actuar- 
ial value of such deductibles, coinsurance, and copay- 
ments, described in subsection (e)(2). 

“(3) REQUIREMENTS FOR MSA PLANS.—For an MSA plan 
described, the information described in this paragraph is as 
follows: 

“(A) BASIC (AND ADDITIONAL) BENEFITS.—For benefits 
described in 1852(aX1XA), the amount of the 
Medicare+Choice monthly MSA premium. 

“(B) SUPPLEMENTAL BENEFITS.—For benefits described 
in 1852(a)(3), the amount of the Medicare+Choice monthly 
supplementary beneficiary premium. 

“(4) REQUIREMENTS FOR PRIVATE FEE-FOR-SERVICE PLANS.— 
For a Medicare+Choice plan described in section 1851(a)(2)(C) 
for benefits described in 1852(a)(1)A), the information 
described in this paragraph is as follows: 
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“(A) BASIC (AND ADDITIONAL) BENEFITS.—For benefits 
described in 1852(a)(1A)— 

“(i) the adjusted community rate (as defined in 
subsection (f)(3)); 

“(ii) the amount of the Medicare+Choice monthly 
basic beneficiary premium; 

“(ili) a description of the deductibles, coinsurance, 
and copayments applicable under the plan, and the 
actuarial value of such deductibles, coinsurance, and 
copayments, as described in subsection (e)(4)(A); and 

“(iv) if required under subsection (f)(1), a descrip- 
tion of the additional benefits to be provided pursuant 
to such subsection and the value determined for such 
proposed benefits under such subsection. 

“(B) SUPPLEMENTAL BENEFITS.—For benefits described 
in 1852(a\(3), the amount of the Medicare+Choice monthly 
supplemental beneficiary premium (as defined in sub- 
section (b)(2)(B)). 

“(5) REVIEW.— 

“(A) IN GENERAL.—Subject to subparagraph (B), the 
Secretary shall review the adjusted community rates, the 
amounts of the basic and supplemental premiums, and 
values filed under this subsection and shall approve or 
disapprove such rates, amounts, and value so submitted. 

“(B) EXCEPTION.—The Secretary shall not review, 
approve, or disapprove the amounts submitted under para- 
graph (3) or subparagraphs (A)(ii) and (B) of paragraph 
(4). 

“(b) MONTHLY PREMIUM CHARGED.— 
“(1) IN GENERAL.— 

“(A) RULE FOR OTHER THAN MSA PLANS.—The monthly 
amount of the premium charged to an individual enrolled 
in a Medicare+Choice plan (other than an MSA plan) 
offered by a Medicare+Choice organization shall be equal 
to the sum of the Medicare+Choice monthly basic bene- 
ficiary premium and the Medicare+Choice monthly supple- 
mentary beneficiary premium (if any). 

“(B) MSA PLANS.—The monthly amount of the pre- 
mium charged to an individual enrolled in an MSA plan 
offered by’ a Medicare+Choice organization shall be equal 
to the Medicare+Choice monthly supplemental beneficiary 
premium (if any). 

“(2) PREMIUM TERMINOLOGY DEFINED.—For purposes of this 
part: 

“(A) THE MEDICARE+CHOICE MONTHLY BASIC BENE- 
FICIARY PREMIUM.—The term ‘Medicare+Choice monthly 
basic beneficiary premium’ means, with respect to a 
Medicare+Choice plan, the amount authorized to be 
charged under subsection (e)(1) for the plan, or, in the 
case of a Medicare+Choice private fee-for-service plan, the 
amount filed under subsection (a)(4)(A)(ii). 

“(B) MEDICARE+CHOICE MONTHLY SUPPLEMENTAL BENE- 
FICIARY PREMIUM.—The term ‘Medicare+Choice monthly 
supplemental beneficiary premium’ means, with respect 
to a Medicare+Choice plan, the amount authorized to be 
charged under subsection (e)(2) for the plan or, in the 
case of a MSA plan or Medicare+Choice private fee-for- 
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service plan, the amount filed under paragraph (3)(B) or 

(4)(B) of subsection (a). 

“(C) MEDICARE+CHOICE MONTHLY MSA PREMIUM.—The 
term ‘Medicare+Choice monthly MSA premium’ means, 
with respect to a Medicare+Choice plan, the amount of 
such premium filed under subsection (a)(3)(A) for the plan. 

“(c) UNIFORM PREMIUM.—The Medicare+Choice monthly basic 
and supplemental beneficiary premium, the Medicare+Choice 
monthly MSA premium charged under subsection (b) of a 
Medicare+Choice organization under this part may not vary among 
individuals enrolled in the plan. 

“(d) TERMS AND CONDITIONS OF IMPOSING PREMIUMS.—Each 
Medicare+Choice organization shall permit the payment of 
Medicare+Choice monthly basic and supplemental beneficiary pre- 
miums on a monthly basis, may terminate election of individuals 
for a Medicare+Choice plan for failure to make premium payments 
only in accordance with section 1851(g)(3)(B)(i), and may not provide 
for cash or other monetary rebates as an inducement for enrollment 
or otherwise. 

“(e) LIMITATION ON ENROLLEE LIABILITY.— 

“(1) FOR BASIC AND ADDITIONAL BENEFITS.—In no event 
may— 

“(A) the Medicare+Choice monthly basic beneficiary 
premium (multiplied by 12) and the actuarial value of 
the deductibles, coinsurance, and copayments applicable 
on average to individuals enrolled under this part with 
a Medicare+Choice plan described in section 1851(a)(2)(A) 
of an organization with respect to required benefits 
described in section 1852(a)(1)A) and additional benefits 
(if any) required under subsection (f)(1)(A) for a year, 
exceed 

“(B) the actuarial value of the deductibles, coinsurance, 
and copayments that would be applicable on average to 
individuals entitled to benefits under part A and enrolled 
under part B if they were not members of a 
Medicare+Choice organization for the year. 

“(2) FOR SUPPLEMENTAL BENEFITS.—If the Medicare+Choice 
organization provides to its members enrolled under this part 
in a Medicare+Choice plan described in section 1851(a)(2)(A) 
with respect to supplemental benefits described in section 
1852(a\(3), the sum of the Medicare+Choice monthly supple- 
mental beneficiary premium (multiplied by 12) charged and 
the actuarial value of its deductibles, coinsurance, and copay- 
ments charged with respect to such benefits may not exceed 
the adjusted community rate for such benefits (as defined in 
subsection (f)(3)). 

“(3) DETERMINATION ON OTHER BASIS.—If the Secretary 
determines that adequate data are not available to determine 
the actuarial value under paragraph (1)(A) or (2), the Secretary 
may determine such amount with respect to all individuals 
in same geographic area, the State, or in the United States, 
eligible to enroll in the Medicare+Choice plan involved under 
this part or on the basis of other appropriate data. 

“(4) SPECIAL RULE FOR PRIVATE FEE-FOR-SERVICE PLANS.— 
With respect to a Medicare+Choice private fee-for-service plan 
(other than a plan that is an MSA plan), in no event may— 





PUBLIC LAW 105-33—AUG. 5, 1997 111 STAT. 311 


“(A) the actuarial value of the deductibles, coinsurance, 
and copayments applicable on average to individuals 
enrolled under this part with such a plan of an organization 
with respect to required benefits described in section 
1852(a)(1), exceed 

“(B) the actuarial value of the deductibles, coinsurance, 
and copayments that would be applicable on average to 
individuals entitled to benefits under part A and enrolled 
under part B if they were not members of a 
Medicare+Choice organization for the year. 

“(f) REQUIREMENT FOR ADDITIONAL BENEFITS.— 

“(1) REQUIREMENT.— 

“(A) IN GENERAL.—Each Medicare+Choice organization 
(in relation to a Medicare+Choice plan, other than an MSA 
plan, it offers) shall provide that if there is an excess 
amount (as defined in subparagraph (B)) for the plan for 
a contract year, subject to the succeeding provisions of 
this subsection, the organization shall provide to individ- 
uals such additional benefits (as the organization may 
specify) in a value which the Secretary determines is at 
least equal to the adjusted excess amount (as defined in 
subparagraph (C)). 

“(B) EXCESS AMOUNT.—For purposes of this paragraph, 
the ‘excess amount’, for an organization for a plan, is the 
amount (if any) by which— 

“(i) the average of the capitation payments made 
to the organization under section 1853 for the plan 
at the beginning of contract year, exceeds 

“(ii) the actuarial value of the required benefits 
described in section 1852(a)(1A) under the plan for 
individuals under this part, as determined based upon 
an adjusted community rate described in paragraph 
(3) (as reduced for the actuarial value of the coinsur- 
ance, copayments, and deductibles under parts A and 
B). 

“(C) ADJUSTED EXCESS AMOUNT.—For purposes of this 
paragraph, the ‘adjusted excess amount’, for an organiza- 
tion for a plan, is the excess amount reduced to reflect 
any amount withheld and reserved for the organization 
for the year under paragraph (2). 

“(D) UNIFORM APPLICATION.—This paragraph shall be 
applied uniformly for all enrollees for a plan. 

“(E) CONSTRUCTION.—Nothing in this subsection shall 
be construed as preventing a Medicare+Choice organization 
from providing supplemental benefits (described in section 
1852(a\(3)) that are in addition to the health care benefits 
otherwise required to be provided under this paragraph 
_ from imposing a premium for such supplemental bene- 
its. 

“(2) STABILIZATION FUND.—A Medicare+Choice organization 
may provide that a part of the value of an excess amount 
described in paragraph (1) be withheld and reserved in the 
Federal Hospital Insurance Trust Fund and in the Federal 
Supplementary Medical Insurance Trust Fund (in such propor- 
tions as the Secretary determines to be appropriate) by the 
Secretary for subsequent annual contract periods, to the extent 
required to stabilize and prevent undue fluctuations in the 
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additional benefits offered in those subsequent periods by the 
organization in accordance with such paragraph. Any of such 
value of the amount reserved which is not provided as addi- 
tional benefits described in paragraph (1)A) to individuals 
electing the Medicare+Choice plan of the organization in accord- 
ance with such paragraph prior to the end of such periods, 
shall revert for the use of such trust funds. 

“(3) ADJUSTED COMMUNITY RATE.—For purposes of this sub- 
section, subject to paragraph (4), the term ‘adjusted community 
rate’ for a service or services means, at the election of a 
Medicare+Choice organization, either— 

“(A) the rate of payment for that service or services 
which the Secretary annually determines would apply to 
an individual electing a Medicare+Choice plan under this 
part if the rate of payment were determined under a 
‘community rating system’ (as defined in section 1302(8) 
of the Public Health Service Act, other than subparagraph 
(C)), or 

“(B) such portion of the weighted aggregate premium, 
which the Secretary annually estimates would apply to 
such an individual, as the Secretary annually estimates 
is attributable to that service or services, 

but adjusted for differences between the utilization characteris- 
tics of the individuals electing coverage under this part and 
the utilization characteristics of the other enrollees with the 
plan (or, if the Secretary finds that adequate data are not 
available to adjust for those differences, the differences between 
the utilization characteristics of individuals selecting other 
Medicare+Choice coverage, or Medicare+Choice eligible individ- 
uals in the area, in the State, or in the United States, eligible 
to elect Medicare+Choice coverage under this part and the 
utilization characteristics of the rest of the population in the 
area, in the State, or in the United States, respectively). 

“(4) DETERMINATION BASED ON INSUFFICIENT DATA.—For 
purposes of this subsection, if the Secretary finds that there 
is insufficient enrollment experience to determine an average 
of the capitation payments to be made under this part at 
the beginning of a contract period or to determine (in the 
case of a newly operated provider-sponsored organization or 
other new organization) the adjusted community rate for the 
organization, the Secretary may determine such an average 
based on the enrollment experience of other contracts entered 
into under this part and may determine such a rate using 
data in the general commercial marketplace. 

“(g) PROHIBITION OF STATE IMPOSITION OF PREMIUM TAXES.— 


No State may impose a premium tax or similar tax with respect 
to payments to Medicare+Choice organizations under section 1853. 


“ORGANIZATIONAL AND FINANCIAL REQUIREMENTS FOR 
MEDICARE+CHOICE ORGANIZATIONS; PROVIDER-SPONSORED ORGANI- 
ZATIONS 


“SEC. 1855. (a) ORGANIZED AND LICENSED UNDER STATE LAaw.— 

“(1) IN GENERAL.—Subject to paragraphs (2) and (3), a 
Medicare+Choice organization shall be organized and licensed 
under State law as a risk-bearing entity eligible to offer health 
insurance or health benefits coverage in each State in which 
it offers a Medicare+Choice plan. 
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“(2) SPECIAL EXCEPTION FOR PROVIDER-SPONSORED 
ORGANIZATIONS.— 

“(A) IN GENERAL.—In the case of a provider-sponsored 
organization that seeks to offer a Medicare+Choice plan 
in a State, the Secretary shall waive the requirement of 
paragraph (1) that the organization be licensed in that 
State if— 

“(i) the organization files an application for such 
waiver with the Secretary by not later than November 
1, 2002, and 

“(ii) the Secretary determines, based on the 
application and other evidence presented to the Sec- 
retary, that any of the grounds for approval of the 
application described in subparagraph (B), (C), or (D) 
has been met. 

“(B) FAILURE TO ACT ON LICENSURE APPLICATION ON 
A TIMELY BASIS.—The ground for approval of such a waiver 
application described in this subparagraph is that the State 
has failed to complete action on a licensing application 
of the organization within 90 days of the date of the State’s 
receipt of a substantially complete application. No period 
before the date of the enactment of this section shall be 
included in determining such 90-day period. 

“(C) DENIAL OF APPLICATION BASED ON DISCRIMINATORY 
TREATMENT.—The ground for approval of such a waiver 
application described in this subparagraph is that the State 
has denied such a licensing application and— 

“(i) the standards or review process imposed by 
the State as a condition of approval of the license 
imposes any material requirements, procedures, or 
standards (other than solvency requirements) to such 
organizations that are not generally applicable to other 
entities engaged in a substantially similar business, 
or 

“(ii) the State requires the organization, as a condi- 
tion of licensure, to offer any product or plan other 
than a Medicare+Choice plan. 

“(D) DENIAL OF APPLICATION BASED ON APPLICATION 
OF SOLVENCY REQUIREMENTS.—With respect to waiver 
applications filed on or after the date of publication of 
solvency standards under section 1856(a), the ground for 
approval of such a waiver application described in this 
subparagraph is that the State has denied such a licensing 
application based (in whole or in part) on the organization’s 
failure to meet applicable solvency requirements and— 

“(i) such requirements are not the same as the 
solvency standards established under section 1856(a); 
or e 

“(ii) the State has imposed as a condition of 
approval of the license documentation or information 
requirements relating to solvency or other material 
requirements, procedures, or standards relating to sol- 
vency that are different from the requirements, proce- 
dures, and standards applied by the Secretary under 
subsection (d)(2). 

For purposes of this paragraph, the term ‘solvency require- 
ments’ means requirements relating to solvency and other 
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matters covered under the standards established under 
section 1856(a). 

“(E) TREATMENT OF WAIVER.—In the case of a waiver 
granted under this paragraph for a provider-sponsored 
organization with respect to a State 

“(i) LIMITATION TO STATE:—The waiver shall be 
effective only with respect to that State and does not 
apply to any other State. 

‘(ii) LIMITATION TO 36-MONTH PERIOD.—The waiver 
shall be effective only for a 36-month period and may 
not be renewed 

“(iii) CONDITIONED ON COMPLIANCE’ WITH 
CONSUMER PROTECTION AND QUALITY STANDARDS.—The 
continuation of the waiver is conditioned upon the 
organization’s compliance with the requirements 
described in subparagraph (G). 

“(iv) PREEMPTION OF STATE LAW.—Any provisions 
of law of that.State which relate to the licensing of 
the organization and which prohibit the organization 
from providing coverage pursuant to a contract under 
this part shall be superseded. 

“(F) PROMPT ACTION ON APPLICATION.—The Secretary 
shall grant or deny such a waiver application within 60 
days after the date the Secretary determines that a 
substantially complete waiver application has been filed. 
Nothing in this section shall be construed as preventing 
an organization which has had such a waiver application 
denied from submitting a subsequent waiver application. 

“(G) APPLICATION AND ENFORCEMENT OF STATE 
CONSUMER PROTECTION AND QUALITY STANDARDS.— 

“(i) IN GENERAL.—A waiver granted under this 
paragraph to an organization with respect to licensing 
under State law is conditioned upon the organization’s 
compliance with all consumer protection and quality 
standards insofar as such standards— 

“(I) would apply in the State to the organiza- 
tion if it were licensed under State law; 
“II) are generally applicable to other 

Medicare+Choice organizations and plans in the 

State; and 

“(IIT) are consistent with the standards estab- 
lished under this part. 

Such standards shall not include any standard pre- 

empted under section 1856(b)(3)(B). 

“(ii) INCORPORATION INTO CONTRACT.—In the case 
of such a waiver granted to an organization with 
respect to a State, the Secretary shall incorporate the 
requirement that the organization (and 
Medicare+Choice plans it offers) comply with standards 
under clause (i) as part of the contract between the 
Secretary and the organization under section 1857. 

“(iii) ENFORCEMENT.—In the case of such a waiver 
granted to an organization with respect to a State, 
the Secretary may enter into an agreement with the 
State under which the State agrees to provide for 
monitoring and enforcement activities with respect to 
compliance of such an _ organization and _ its 
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Medicare+Choice plans with such standards. Such 
monitoring and enforcement shall be conducted by the 
State in the same manner as the State enforces such 
standards with respect to other Medicare+Choice 
organizations and plans, without discrimination based 
on the type of organization to which the standards 
apply. Such an agreement shall specify or establish 
mechanisms by which compliance activities are under- 
taken, while not lengthening the time required to 
review and process applications for waivers under this 
paragraph. 

“(H) REPORT.—By not later than December 31, 2001, 
the Secretary shall submit to the Committee on Ways 
and Means and the Committee on Commerce of the House 
of Representatives and the Committee on Finance of the 
Senate a report regarding whether the waiver process 
under this paragraph should be continued after December 
31, 2002. In making such recommendation, the Secretary 
shall consider, among other factors, the impact of such 
process on beneficiaries and on the long-term solvency of 
the program under this title. 

“(3) LICENSURE DOES NOT SUBSTITUTE FOR OR CONSTITUTE 
CERTIFICATION.—The fact that an organization is licensed in 
accordance with paragraph (1) does not deem the organization 
to meet other requirements imposed under this part. 

“(b) ASSUMPTION OF ULL FINANCIAL  RISK.—The 
Medicare+Choice organization shall assume full financial risk on 
a prospective basis for the provision of the health care services 
for which benefits are required to be provided under section 
1852(a)(1), except that the organization— 

“(1) may obtain insurance or make other arrangements 
for the cost of providing to any enrolled member such services 
the aggregate value of which exceeds such aggregate level 
as the Secretary specifies from time to time, 

“(2) may obtain insurance or make other arrangements 
for the cost of such services provided to its enrolled members 
other than through the organization because medical necessity 
required their provision before they could be secured through 
the organization, 

“(3) may obtain insurance or make other arrangements 
for not more than 90 percent of the amount by which its 
costs for any of its fiscal years exceed 115 percent of its income 
for such fiscal year, and 

“(4) may make arrangements with physicians or other 
health care professionals, health care institutions, or any com- 
bination of such individuals or institutions to assume all or 
part of the financial risk on a prospective basis for the provision 
of basic health services by the physicians or other health profes- 
sionals or through the institutions. 

“(c) CERTIFICATION OF PROVISION AGAINST RISK OF INSOLVENCY 
FOR UNLICENSED PSOs.— 

“(1) IN GENERAL.—Each Medicare+Choice organization that 
is a provider-sponsored organization, that is not licensed by 
a State under subsection (a), and for which a waiver application 
has been approved under subsection (a)(2), shall meet standards 
established under section 1856(a) relating to the financial sol- 
vency and capital adequacy of the organization. 
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“(2) CERTIFICATION PROCESS FOR SOLVENCY STANDARDS FOR 
pSOS.—The Secretary shall establish a process for the receipt 
and approval of applications of a provider-sponsored organiza- 
tion described in paragraph (1) for certification (and periodic 
recertification) of the organization as meeting such solvency 
standards. Under such process, the Secrétary shall act upon 
such a certification application not later than 60 days after 
the date the application has been received 
“(d) PROVIDER-SPONSORED ORGANIZATION DEFINED.— 

‘(1) IN GENERAL.—In this part, the term ‘provider-spon- 
sored organization’ means a public or private entity— 

“(A) that is established or organized, and operated, 
by a health care provider, or group of affiliated health 
care providers, 

“(B) that provides a substantial proportion (as defined 
by the Secretary in accordance with paragraph (2)) of the 
health care items and services under the contract under 
this part directly through the provider or affiliated group 
of providers, and 

“(C) with respect to which the affiliated providers 
share, directly or indirectly, substantial financial risk with 
respect to the provision of such items and services and 
have at least a majority financial interest in the entity. 
“(2) SUBSTANTIAL PROPORTION.—In defining what is a 

‘substantial proportion’ for purposes of paragraph (1)(B), the 
Secretary— 

“(A) shall take into account the need for such an 
organization to assume responsibility for providing— 

“(i) significantly more than the majority of the 
items and services under the contract under this sec- 
tion through its own affiliated providers; and 

“(ii) most of the remainder of the items and serv- 
ices under the contract through providers with which 
the organization has an agreement to provide such 
items and services, 

in order to assure financial stability and to address the 

practical considerations involved in integrating the delivery 

of a wide range of service providers; 

“(B) shall take into account the need for such an 
organization to provide a limited proportion of the items 
and services under the contract through providers that 
are neither affiliated with nor have an agreement with 
the organization; and 

“(C) may allow for variation in the definition of 
substantial proportion among such organizations based on 
relevant differences among the organizations, such as their 
location in an urban or rural area. 

“(3) AFFILIATION.—For purposes of this subsection, a pro- 
vider is ‘affiliated’ with another provider if, through contract, 
ownership, or otherwise 





“(A) one provider, directly or indirectly, controls, is 
controlled by, or is under common control with the other, 

“(B) both providers are part of a controlled group of 
corporations under section 1563 of the Internal Revenue 
Code of 1986, 
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“(C) each provider is a participant in a lawful combina- 
tion under which each provider shares substantial financial 
risk in connection with the organization’s operations, or 

“(D) both providers are part of an affiliated service 
group under section 414 of such Code. 

“(4) CONTROL.—For purposes of paragraph (3), control is 
presumed to exist if one party, directly or indirectly, owns, 
controls, or holds the power to vote, or proxies for, not less 
than 51 percent of the voting rights or governance rights of 
another. 

“(5) HEALTH CARE PROVIDER DEFINED.—In this subsection, 
the term ‘health care provider’ means— 

“(A) any individual who is engaged in the delivery 
of health care services in a State and who is required 
by State law or regulation to be licensed or certified by 
the State to engage in the delivery of such services in 
the State, and 

“(B) any entity that is engaged in the delivery of health 
care services in a State and that, if it is required by 
State law or regulation to be licensed or certified by the 
State to engage in the delivery of such services in the 
State, is so licensed. 

“(6) REGULATIONS.—The Secretary shall issue regulations 
to carry out this subsection. 


“ESTABLISHMENT OF STANDARDS 


“SEC. 1856. (a) ESTABLISHMENT OF SOLVENCY STANDARDS FOR 42 USC 
PROVIDER-SPONSORED ORGANIZATIONS.— 1395w-26. 
“(1) ESTABLISHMENT.— 

“(A) IN GENERAL.—The Secretary shall establish, on 
an expedited basis and using a negotiated rulemaking proc- 
ess under subchapter III of chapter 5 of title 5, United 
States Code, standards described in section 1855(c)(1) 
(relating to the financial solvency and capital adequacy 
of the organization) that entities must meet to qualify 
as provider-sponsored organizations under this part. 

“(B) FACTORS TO CONSIDER FOR SOLVENCY STAND- 
ARDS.—In establishing solvency standards under subpara- 
graph (A) for provider-sponsored organizations, the Sec- 
retary shall consult with interested parties and shall take 
into account— 

“(i) the delivery system assets of such an organiza- 
tion and ability of such an organization to provide 
services directly to enrollees through affiliated provid- 
ers, 

“(ii) alternative means of protecting against insol- 
vency, including reinsurance, unrestricted surplus, let- 
ters of credit, guarantees, organizational insurance cov- 
erage, partnerships with other licensed entities, and 
valuation attributable to the ability of such an 
organization to meet its service obligations through 
direct delivery of care, and 

“(iii) any standards developed by the National 
Association of Insurance Commissioners specifically for 
risk-based health care delivery organizations. 

“(C) ENROLLEE PROTECTION AGAINST INSOLVENCY.— 
Such standards shall include provisions to prevent enrollees 
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from being held liable to any person or entity for the 

Medicare+Choice organization’s debts in the event of the 

organization’s insolvency. 

“(2) PUBLICATION OF NOTICE.—In carrying out the rule- 
making process under this subsection, the Secretary, after con- 
sultation with the National Association of Insurance Commis- 
sioners, the American Academy of Actuaries, organizations rep- 
resentative of medicare beneficiaries, and other interested par- 
ties, shall publish the notice provided for under section 564(a) 
of title 5, United States Code, by not later than 45 days after 
the date of the enactment of this section. 

“(3) TARGET DATE FOR PUBLICATION OF RULE.—As part of 
the notice under paragraph (2), and for purposes of this sub- 
section, the ‘target date for publication’ (referred to in section 
564(a)(5) of such title) shall be April 1, 1998. 

“(4) ABBREVIATED PERIOD FOR SUBMISSION OF COMMENTS.— 
In applying section 564(c) of such title under this subsection, 
‘15 days’ shall be substituted for ‘30 days’. 

“(5) APPOINTMENT OF NEGOTIATED RULEMAKING COMMITTEE 
AND FACILITATOR.—The Secretary shall provide for— 

“(A) the appointment of a negotiated rulemaking 
committee under section 565(a) of such title by not later 
than 30 days after the end of the comment period provided 
for under section 564(c) of such title (as shortened under 
paragraph (4)), and 

“(B) the nomination of a facilitator under section 566(c) 
of such title by not later than 10 days after the date 
of appointment of the committee. 

“(6) PRELIMINARY COMMITTEE REPORT.—The negotiated 
rulemaking committee appointed under paragraph (5) shall 
report to the Secretary, by not later than January 1, 1998, 
regarding the committee’s progress on achieving a consensus 
with regard to the rulemaking proceeding and whether such 
consensus is likely to occur before 1 month before the target 
date for publication of the rule. If the committee reports that 
the committee has failed to make significant progress towards 
such consensus or is unlikely to reach such consensus by the 
target date, the Secretary may terminate such process and 
provide for the publication of a rule under this subsection 
through such other methods as the Secretary may provide. 

“(7) FINAL COMMITTEE REPORT.—If the committee is not 
terminated under paragraph (6), the rulemaking committee 
shall submit a report containing a proposed rule by not later 
than 1 month before the target date of publication. 

“(8) INTERIM, FINAL EFFECT.—The Secretary shall publish 
a rule under this subsection in the Federal Register by not 
later than the target date of publication. Such rule shall be 
effective and final immediately on an interim basis, but is 
subject to change and revision after public notice and oppor- 
tunity for a period (of not less than 60 days) for public comment. 
In connection with such rule, the Secretary shall specify the 
process for the timely review and approval of applications of 
entities to be certified as provider-sponsored organizations 
pursuant to such rules and consistent with this subsection. 

“(9) PUBLICATION OF RULE AFTER PUBLIC COMMENT.—The 
Secretary shall provide for consideration of such comments 
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and republication of such rule by not later than 1 year after 
the target date of publication. 
“(b) ESTABLISHMENT OF OTHER STANDARDS.— 

“(1) IN GENERAL.—The Secretary shall establish by regula- 
tion other standards (not described in subsection (a)) for 
Medicare+Choice organizations and plans consistent with, and 
to carry out, this part. The Secretary shall publish such regula- Publication. 
tions by June 1, 1998. In order to carry out this requirement 
in a timely manner, the Secretary may promulgate regulations 
that take effect on an interim basis, after notice and pending 
opportunity for public comment. 

“(2) USE OF CURRENT STANDARDS.—Consistent with the 
requirements of this part, standards established under this 
subsection shall be based on standards established under sec- 
tion 1876 to carry out analogous provisions of such section. 

“(3) RELATION TO STATE LAWS.— 

“(A) IN GENERAL.—The standards established under 
this subsection shall supersede any State law or regulation 
(including standards described in subparagraph (B)) with 
respect to Medicare+Choice plans which are offered by 
Medicare+Choice organizations under this part to the 
extent such law or regulation is inconsistent with such 
standards. 

“(B) STANDARDS SPECIFICALLY SUPERSEDED.—State 
standards relating to the following are superseded under 
this paragraph: 

“(i) Benefit requirements. 

“(ii) Requirements relating to inclusion or treat- 
ment of providers. 

“(iii) Coverage determinations (including related 
appeals and grievance processes). 


“CONTRACTS WITH MEDICARE+CHOICE ORGANIZATIONS 


“SEC. 1857. (a) IN GENERAL.—The Secretary shall not permit 42 USC 
the election under section 1851 of a Medicare+Choice plan offered 1395w-27. 
by a Medicare+Choice organization under this part, and no payment 
shall be made under section 1853 to an organization, unless the 
Secretary has entered into a contract under this section with the 
organization with respect to the offering of such plan. Such a 
contract with an organization may cover more than 1 
Medicare+Choice plan. Such contract shall provide that the 
organization agrees to comply with the applicable requirements 
and standards of this part and the terms and conditions of payment 
as provided for in this part. 

“(b) MINIMUM ENROLLMENT REQUIREMENTS.— 

“(1) IN GENERAL.—Subject to paragraph (2), the Secretary 

may not enter into a contract under this section with a 

Medicare+Choice organization unless the organization has— 

“(A) at least 5,000 individuals (or 1,500 individuals 
in the case of an organization that is a provider-sponsored 
organization) who are receiving health benefits through 
the organization, or 

“(B) at least 1,500 individuals (or 500 individuals in 
the case of an organization that is a provider-sponsored 
organization) who are receiving health benefits through 
the organization if the organization primarily serves 
individuals residing outside of urbanized areas. 








111 STAT. 320 


PUBLIC LAW 105-33—AUG. 5, 1997 


“(2) APPLICATION TO MSA PLANS.—In applying paragraph 
(1) in the case of a Medicare+Choice organization that is offer- 
ing an MSA plan, paragraph (1) shall be applied by substituting 
covered lives for individuals. 

“(3) ALLOWING TRANSITION.—The Secretary may waive the 
requirement of paragraph (1) during the first 3 contract years 
with respect to an organization. 

“(c) CONTRACT PERIOD AND EFFECTIVENESS.— 

“(1) PerRIoD.—Each contract under this section shall be 
for a term of at least 1 year, as determined by the Secretary, 
and may be made automatically renewable from term to term 
in the absence of notice by either party of intention to terminate 
at the end of the current term. 

“(2) TERMINATION AUTHORITY.—In accordance with proce- 
dures established under subsection (h), the Secretary may at 
any time terminate any such contract if the Secretary deter- 
mines that the organization— 

“(A) has failed substantially to carry out the contract; 

“(B) is carrying out the contract in a manner inconsist- 

ent with the efficient and effective administration of this 
art; or 

‘ “(C) no longer substantially meets the applicable condi- 

tions of this part. 

“(3) EFFECTIVE DATE OF CONTRACTS.—The effective date 
of any contract executed pursuant to this section shall be speci- 
fied in the contract, except that in no case shall a contract 
under this section which provides for coverage under an MSA 
plan be effective before January 1999 with respect to such 
coverage. 

“(4) PREVIOUS TERMINATIONS.—The Secretary may not 
enter into a contract with a Medicare+Choice organization if 
a previous contract with that organization under this section 
was terminated at the request of the organization within the 
preceding 5-year period, except in circumstances which warrant 
special consideration, as determined by the Secretary. 

“(5) CONTRACTING AUTHORITY.—The authority vested in the 
Secretary by this part may be performed without regard to 
such provisions of law or regulations relating to the making, 
performance, amendment, or modification of contracts of the 
United States as the Secretary may determine to be inconsist- 
ent with the furtherance of the purpose of this title. 

“(d) PROTECTIONS AGAINST FRAUD AND BENEFICIARY PROTEC- 


TIONS.— 


“(1) PERIODIC AUDITING.—The Secretary shall provide for 
the annual auditing of the financial records (including data 
relating to medicare utilization, costs, and computation of the 
adjusted community rate) of at least one-third of the 
Medicare+Choice organizations offering Medicare+Choicz plans 
under this part. The Comptroller General shall monitor audit- 
ing activities conducted under this subsection. 

“(2) INSPECTION AND AUDIT.—Each contract under this sec- 
tion shall provide that the Secretary, or any person or organiza- 
tion designated by the Secretary— 

“(A) shall have the right to inspect or otherwise evalu- 
ate (i) the quality, appropriateness, and timeliness of serv- 
ices performed under the contract, and (ii) the facilities 
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of the organization when there is reasonable evidence of 
some need for such inspection, and 

“(B) shall have the right to audit and inspect any 
books and records of the Medicare+Choice organization 
that pertain (i) to the ability of the organization to bear 
the risk of potential financial losses, or (ii) to services 
performed or determinations of amounts payable under 
the contract. 

“(3) ENROLLEE NOTICE AT TIME OF TERMINATION.—Each 
contract under this section shall require the organization to 
provide (and pay for) written notice in advance of the contract’s 
termination, as well as a description of alternatives for obtain- 
ing benefits under this title, to each individual enrolled with 
the organization under this part. 

“(4) DISCLOSURE.— Reports 

“(A) IN GENERAL.—Each Medicare+Choice organization 
shall, in accordance with regulations of the Secretary, 
report to the Secretary financial information which shall 
include the following: 

“(i) Such information as the Secretary may require 
demonstrating that the organization has a fiscally 
sound operation. 

“Gii) A copy of the report, if any, filed with the 
Health Care Financing Administration containing the 
information required to be reported under section 1124 
by disclosing entities. 

“(iii) A description of transactions, as specified by 
the Secretary, between the organization and a party 
in interest. Such transactions shall include— 

“(I) any sale or exchange, or leasing of any 
property between the organization and a party 
in interest; 

“(II) any furnishing for consideration of goods, 
services (including management services), or facili- 
ties between the organization and a party in 
interest, but not including salaries paid to employ- 
ees for services provided in the normal course of 
their employment and health services provided to 
members by hospitals and other providers and by 
staff, medical group (or groups), individual practice 
association (or associations), or any combination 
thereof; and 

“(III) any lending of money or other extension 
of credit between an organization and a party in 
interest. 

The Secretary may require that information reported 

respecting an organization which controls, is controlled by, 

or is under common control with, another entity be in 
the form of a consolidated financial statement for the 
organization and such entity. 

“(B) PARTY IN INTEREST DEFINED.—For the purposes 
of this paragraph, the term ‘party in interest?’ means— 

“(i) any director, officer, partner, or employee 
responsible for management or administration of a 
Medicare+Choice organization, any person who is 
directly or indirectly the beneficial owner of more than 
5 percent of the equity of the organization, any person 
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who is the beneficial owner of a mortgage, deed of 

trust, note, or other interest secured by, and valuing 

more than 5 percent of the organization, and, in the 
case of a Medicare+Choice organization organized as 

a nonprofit corporation, an incorporator or member 

of such corporation under applicable State corporation 

law; 

“(ii) any entity in which a person described in 
clause (i)}— 

“(I) is an officer or director; 

“(II) is a partner (if such entity is organized 
as a partnership); 

“(III) has directly or indirectly a beneficial 
interest of more than 5 percent of the equity; or 

“(TV) has a mortgage, deed of trust, note, or 
other interest valuing more than 5 percent of the 
assets of such entity; 

“(iii) any person directly or indirectly controlling, 
controlled by, or under common control with an 
organization; and 

“(iv) any spouse, child, or parent of an individual 
described in clause (i). 

“(C) ACCESS TO INFORMATION.—Each Medicare+Choice 
organization shall make the information reported pursuant 
to subparagraph (A) available to its enrollees upon reason- 
able request. 

“(5) LOAN INFORMATION.—The contract shall require the 
organization to notify the Secretary of loans and other special 
financial arrangements which are made between the organiza- 
tion and subcontractors, affiliates, and related parties. 

“(e) ADDITIONAL CONTRACT TERMS.— 

“(1) IN GENERAL.—The contract shall contain such other 
terms and conditions not inconsistent with this part (including 
requiring the organization to provide the Secretary with such 
information) as the Secretary may find necessary and appro- 
priate. 

“(2) COST-SHARING IN ENROLLMENT-RELATED COSTS.— 

“(A) IN GENERAL.—A Medicare+Choice organization 
shall pay the fee established by the Secretary under 
subparagraph (B). 

“(B) AUTHORIZATION.—The Secretary is authorized to 
charge a fee to each Medicare+Choice organization with 
a contract under this part that is equal to the organization’s 
pro rata share (as determined by the Secretary) of the 
aggregate amount of fees which the Secretary is directed 
to collect in a fiscal year. Any amounts collected are author- 
ized to be appropriated only for the purpose of carrying 
out section 1851 (relating to enrollment and dissemination 
of information) and section 4360 of the Omnibus Budget 
Reconciliation Act of 1990 (relating to the health insurance 
counseling and assistance program). 

“(C) CONTINGENCY.—For any fiscal year, the fees 
authorized under subparagraph (B) are contingent upon 
enactment in an appropriations act of a provision specifying 
the aggregate amount of fees the Secretary is directed 
to collect in a fiscal year. Fees collected during any fiscal 
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year under this paragraph shall be deposited and credited 

as offsetting collections. 

“(D) LIMITATION.—In any fiscal year the fees collected 
by the Secretary under subparagraph (B) shall not exceed 
the lesser of— 

“(i) the estimated costs to be incurred by the Sec- 
retary in the fiscal year in carrying out the activities 
described in section 1851 and section 4360 of the Omni- 
bus Budget Reconciliation Act of 1990; or 

“(ii)(I) $200,000,000 in fiscal year 1998; 

“(II) $150,000,000 in fiscal year 1999; and 

“(IIT) $100,000,000 in fiscal year 2000 and each 
subsequent fiscal year. 

“(f) PROMPT PAYMENT BY MEDICARE+CHOICE ORGANIZATION.— 

“(1) REQUIREMENT.—A contract under this part shall 
require a Medicare+Choice organization to provide prompt pay- 
ment (consistent with the provisions of sections 1816(c)(2) and 
1842(c\(2)) of claims submitted for services and supplies fur- 
nished to enrollees pursuant to the contract, if the services 
or supplies are not furnished under a contract between the 
organization and the provider or supplier (or in the case of 
a Medicare+Choice private fee-for-service plan, if a claim is 
submitted to such organization by an enrollee). 

“(2) SECRETARYS OPTION TO BYPASS NONCOMPLYING 
ORGANIZATION.—In the case of a Medicare+Choice eligible 
organization which the Secretary determines, after notice and 
opportunity for a hearing, has failed to make payments of 
amounts in compliance with paragraph (1), the Secretary may 
provide for direct payment of the amounts owed to providers 
and suppliers (or, in the case of a Medicare+Choice private 
fee-for-service plan, amounts owed to the enrollees) for covered 
services and supplies furnished to individuals enrolled under 
this part under the contract. If the Secretary provides for 
the direct payments, the Secretary shall provide for an appro- 
priate reduction in the amount of payments otherwise made 
to the organization under this part to reflect the amount of 
the Secretary's payments (and the Secretary’s costs in making 
the payments). 

“(g) INTERMEDIATE SANCTIONS.— 

“(1) IN GENERAL.—If the Secretary determines that a 
Medicare+Choice organization with a contract under this sec- 
tion— 

“(A) fails substantially to provide medically necessary 
items and services that are required (under law or under 
the contract) to be provided to an individual covered under 
the contract, if the failure has adversely affected (or has 
substantial likelihood of adversely affecting) the individual; 

“(B) imposes premiums on individuals enrolled under 
this part in excess of the amount of the Medicare+Choice 
monthly basic and supplemental beneficiary premiums per- 
mitted under section 1854; 

“(C) acts to expel or to refuse to re-enroll an individual 
in violation of the provisions of this part; 

“(D) engages in any practice that would reasonably 
be expected to have the effect of denying or discouraging 
enrollment (except as permitted by this part) by eligible 
individuals with the organization whose medical condition 
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or history indicates a need for substantial future medical 
services; 
“(E) misrepresents or falsifies information that is fur- 
nished— 
“(ij) to the Secretary under this part, or 
“(ii) to an individual or to any other entity under 
this part; 
“(F) fails to comply with the applicable requirements 
of section 1852(j)(3) or 1852(k)(2)(A)(ii); or 
“(G) employs or contracts with any individual or entity 
that is excluded from participation under this title under 
section 1128 or 1128A for the provision of health care, 
utilization review, medical social work, or administrative 
services or employs or contracts with any entity for the 
provision (directly or indirectly) through such an excluded 
individual or entity of such services; 
the Secretary may provide, in addition to any other remedies 
authorized by law, for any of the remedies described in para- 
graph (2). 
“(2) REMEDIES.—The remedies described in this paragraph 
are 





“(A) civil money penalties of not more than $25,000 
for each determination under paragraph (1) or, with respect 
to a determination under subparagraph (D) or (Ei) of 
such paragraph, of not more than $100,000 for each such 
determination, plus, with respect to a determination under 
paragraph (1B), double the excess amount charged in 
violation of such paragraph (and the excess amount charged 
shall be deducted from the penalty and returned to the 
individual concerned), and plus, with respect to a deter- 
mination under paragraph (1)(D), $15,000 for each individ- 
ual not enrolled as a result of the practice involved, 

“(B) suspension of enrollment of individuals under this 
part after the date the Secretary notifies the organization 
of a determination under paragraph (1) and until the Sec- 
retary is satisfied that the basis for such determination 
has been corrected and is not likely to recur, or 

“(C) suspension of payment to the organization under 
this part for individuals enrolled after the date the Sec- 
retary notifies the organization of a determination under 
paragraph (1) and until the Secretary is satisfied that 
the basis for such determination has been corrected and 
is not likely to recur. 

“(3) OTHER INTERMEDIATE SANCTIONS.—In the case of a 
Medicare+Choice organization for which the Secretary makes 
a determination under subsection (c)(2) the basis of which is 
not described in paragraph (1), the Secretary may apply the 
following intermediate sanctions: 

“(A) Civil money penalties of not more than $25,000 
for each determination under subsection (c)(2) if the defi- 
ciency that is the basis of the determination has directly 
adversely affected (or has the substantial likelihood of 
adversely affecting) an individual covered under the 
organization’s contract. 

“(B) Civil money penalties of not more than $10,000 
for each week beginning after the initiation of civil money 
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penalty procedures by the Secretary during which the defi- 

ciency that is the basis of a determination under subsection 

(c\(2) exists. 

“(C) Suspension of enrollment of individuals under this 
part after the date the Secretary notifies the organization 
of a determination under subsection (c)(2) and until the 
Secretary is satisfied that the deficiency that is the basis 
for the determination has been corrected and is not likely 
to recur. 

“(4) CIVIL MONEY PENALTIES.—The provisions of section Applicability 
1128A (other than subsections (a) and (b)) shall apply to a 
civil money penalty under paragraph (2) or (3) in the same 
manner as they apply to a civil money penalty or proceeding 
under section 1128A(a). 

“(h) PROCEDURES FOR TERMINATION.— 

“(1) IN GENERAL.—The Secretary may terminate a contract 
with a Medicare+Choice organization under this section in 
accordance with formal investigation and compliance proce- 
dures established by the Secretary under which— 

“(A) the Secretary provides the organization with the 
reasonable opportunity to develop and implement a correc- 
tive action plan to correct the deficiencies that were the 
basis of the Secretary’s determination under subsection 
(c2); and 

“(B) the Secretary provides the organization with 
reasonable notice and opportunity for hearing (including 
the right to appeal an initial decision) before terminating 
the contract. 

“(2) EXCEPTION FOR IMMINENT AND SERIOUS RISK TO 
HEALTH.—Paragraph (1) shall not apply if the Secretary deter- 
mines that a delay in termination, resulting from compliance 
with the procedures specified in such paragraph prior to termi- 
nation, would pose an imminent and serious risk to the health 
of individuals enrolled under this part with the organization. 


“DEFINITIONS; MISCELLANEOUS PROVISIONS 


“SEC. 1859. (a) DEFINITIONS RELATING TO MEDICARE+CHOICE 42 USC 
ORGANIZATIONS.—In this part— 1395w-28 

“(1) MEDICARE+CHOICE ORGANIZATION.—The term 
‘Medicare+Choice organization’ means a public or private entity 
that is certified under section 1856 as meeting the requirements 
and standards of this part for such an organization. 

“(2) PROVIDER-SPONSORED ORGANIZATION.—The term ‘pro- 
vider-sponsored organization’ is defined in section 1855(d)(1). 
“(b) DEFINITIONS RELATING TO MEDICARE+CHOICE PLANS.— 

“(1) MEDICARE+CHOICE PLAN.—The term ‘Medicare+Choice 
plan’ means health benefits coverage offered under a policy, 
contract, or plan by a Medicare+Choice organization pursuant 
to and in accordance with a contract under section 1857. 

“(2) MEDICARE+CHOICE PRIVATE FEE-FOR-SERVICE PLAN.— 
The term ‘Medicare+Choice private fee-for-service plan’ means 
a Medicare+Choice plan that— 

“(A) reimburses hospitals, physicians, and other provid- 
ers at a rate determined by the plan on a fee-for-service 
basis without placing the provider at financial risk; 

“(B) does not vary such rates for such a provider based 
on utilization relating to such provider; and 
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“(C) does not restrict the selection of providers among 
those who are lawfully authorized to provide the covered 
services and agree to accept the terms and conditions of 
payment established by the plan. 

“(3) MSA PLAN.— 

“(A) IN GENERAL.—The term ‘MSA plan’ means a 
Medicare+Choice plan that— 

“(i) provides reimbursement for at least the items 
and services described in section 1852(a)(1) in a year 
but only after the enrollee incurs countable expenses 
(as specified under the plan) equal to the amount of 
an annual deductible (described in subparagraph (B)); 

“(ji) counts as such expenses (for purposes of such 
deductible) at least all amounts that would have been 
payable under parts A and B, and that would have 
been payable by the enrollee as deductibles, coinsur- 
ance, or copayments, if the enrollee had elected to 
receive benefits through the provisions of such parts; 
and 

“(iii) provides, after such deductible is met for a 
year and for all subsequent expenses for items and 
services referred to in clause (i) in the year, for a 
level of reimbursement that is not less than— 

“(I) 100 percent of such expenses, or 

“(II) 100 percent of the amounts that would 
have been paid (without regard to any deductibles 
or coinsurance) under parts A and B with respect 
to such expenses, 

whichever is less. 

“(B) DEDUCTIBLE.—The amount of annual deductible 
under an MSA plan— 

“(i) for contract year 1999 shall be not more than 
$6,000; and 

“(ii) for a subsequent contract year shall be not 
more than the maximum amount of such deductible 
for the previous contract year under this subparagraph 
increased by the national per capita Medicare+Choice 
growth percentage under section 1853(c)\(6) for the 
year. 

If the amount of the deductible under clause (ii) is not 

a multiple of $50, the amount shall be rounded to the 

nearest multiple of $50. 

“(c) OTHER REFERENCES TO OTHER TERMS.— 

“(1) MEDICARE+CHOICE ELIGIBLE INDIVIDUAL.—The term 
‘Medicare+Choice eligible individual’ is defined in section 
1851(a\(3). 

“(2) MEDICARE+CHOICE PAYMENT AREA.—The term 
‘Medicare+Choice payment area’ is defined in section 1853(d). 

“(3) NATIONAL PER CAPITA MEDICARE+CHOICE GROWTH 
PERCENTAGE.—The ‘national per capita Medicare+Choice 
growth percentage’ is defined in section 1853(c)(6). 

“(4) MEDICARE+CHOICE MONTHLY BASIC BENEFICIARY PRE- 
MIUM; MEDICARE+CHOICE MONTHLY SUPPLEMENTAL BENEFICIARY 
PREMIUM.—The terms ‘Medicare+Choice monthly basic bene- 
ficiary premium’ and ‘Medicare+Choice monthly supplemental 
beneficiary premium’ are defined in section 1854(a)(2). 
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“(d) COORDINATED ACUTE AND LONG-TERM CARE BENEFITS 
UNDER A MEDICARE+CHOICE PLAN.—Nothing in this part shall be 
construed as preventing a State from coordinating benefits under 
a medicaid plan under title XIX with those provided under a 
Medicare+Choice plan in a manner that assures continuity of a 
full-range of acute care and long-term care services to poor elderly 
or disabled individuals eligible for benefits under this title and 
under such plan. 

“(e) RESTRICTION ON ENROLLMENT FOR CERTAIN 
MEDICARE+CHOICE PLANS.— 

“(1) IN GENERAL.—In the case of a Medicare+Choice reli- 
gious fraternal benefit society plan described in paragraph (2), 
notwithstanding any other provision of this part to the contrary 
and in accordance with regulations of the Secretary, the society 
offering the plan may restrict the enrollment of individuals 
under this part to individuals who are members of the church, 
convention, or group described in paragraph (3)(B) with which 
the society is affiliated. 

“(2) MEDICARE+CHOICE RELIGIOUS FRATERNAL BENEFIT SOCI- 
ETY PLAN DESCRIBED.—For purposes of this subsection, a 
Medicare+Choice religious fraternal benefit society plan 
described in this paragraph is a Medicare+Choice plan 
described in section 1851(a)(2)(A) that— 

“(A) is offered by a religious fraternal benefit society 
described in paragraph (3) only to members of the church, 
convention, or group described in paragraph (3)(B); and 

“(B) permits all such members to enroll under the 
plan without regard to health status-related factors. 

Nothing in this subsection shall be construed as waiving any 

plan requirements relating to financial solvency. 

“(3) RELIGIOUS FRATERNAL BENEFIT SOCIETY DEFINED.—For 
purposes of paragraph (2)(A), a ‘religious fraternal benefit soci- 
ety’ described in this section is an organization that— 

“(A) is described in section 501(c\8) of the Internal 
Revenue Code of 1986 and is exempt from taxation under 
section 501(a) of such Act; 

“(B) is affiliated with, carries out the tenets of, and 
shares a religious bond with, a church or convention or 
association of churches or an affiliated group of churches; 

“(C) offers, in addition to a Medicare+Choice religious 
fraternal benefit society plan, health coverage to individ- 
uals not entitled to benefits under this title who are mem- 
bers of such church, convention, or group; and 

“(D) does not impose any limitation on membership 
in the society based on any health status-related factor. 
“(4) PAYMENT ADJUSTMENT.—Under regulations .of the Sec- 

retary, in the case of individuals enrolled under this part under 
a Medicare+Choice religious fraternal benefit society plan 
described in paragraph (2), the Secretary shall provide for 
such adjustment to the payment amounts otherwise established 
under section 1854 as may be appropriate to assure an appro- 
priate payment level, taking into account the actuarial 
characteristics and experience of such individuals.”. 
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Effective date 


Applicability 


SEC. 4002. TRANSITIONAL RULES FOR CURRENT MEDICARE HMO PRO- 
GRAM. 


(a) AUTHORIZING TRANSITIONAL WAIVER OF 50:50 RULE.—Sec- 
tion 1876(f) (42 U.S.C. 1395mm/(f)) is amended— 

(1) in paragraph (1)— 

(A) by striking “Each” and inserting “For contract peri- 
ods beginning before January 1, 1999, each”; and 
(B) by striking “or under a State plan approved under 

title XIX”; 

(2) in paragraph (2), by striking “The Secretary” and insert- 
ing “Subject to paragraph (4), the Secretary”, and 

(3) by adding at the end the following: 

“(4) Effective for contract periods beginning after December 
31, 1996, the Secretary may waive or modify the requirement 
imposed by paragraph (1) to the extent the Secretary finds that 
it is in the public interest.” 

(b) TRANSITION.— 

(1) RISK-SHARING CONTRACTS.—Section 1876 (42 U.S.C. 
1395mm) is amended by adding at the end the following new 
subsections: 

“(k)(1) Except as provided in paragraph (2)— 

“(A) on or after the date standards for Medicare+Choice 
organizations and plans are first established under section 
1856(b)(1), the Secretary shall not enter into any risk-sharing 
contract under this section with an eligible organization; and 

“(B) for any contract year beginning on or after January 
1, 1999, the Secretary shall not renew any such contract. 

“(2) An individual who is enrolled in part B only and is enrolled 
in an eligible organization with a risk-sharing contract under this 
section on December 31, 1998, may continue enrollment in such 
organization in accordance with regulations described in section 
1856(b)(1). 

“(3) Notwithstanding subsection (a), the Secretary shall provide 
that payment amounts under risk-sharing contracts under this 
section for months in a year (beginning with January 1998) shall 
be computed— 

“(A) with respect to individuals entitled to benefits under 
both parts A and B, by substituting payment rates under section 
1853(a) for the payment rates otherwise established under sec- 
tion 1876(a), and 

“(B) with respect to individuals only entitled to benefits 
under part B, by substituting an appropriate proportion of 
such rates (reflecting the relative proportion of payments under 
this title attributable to such part) for the payment rates other- 
wise established under subsection (a). 

“(4) The following requirements shall apply to eligible organiza- 
tions with risk-sharing contracts under this section in the same 
— as they apply to Medicare+Choice organizations under part 


“(A) Data collection requirements under section 
1853(a)(3)(B). 

“(B) Restrictions on imposition of premium taxes under 
section 1854(g) in relating to payments to such organizations 
under this section. 

“(C) The requirement to accept enrollment of new enrollees 
aes ot tone 1998 under section 1851(e)(6). 

“(D) Payments under section 1857(e)(2).”. 
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(2) REASONABLE COST CONTRACTS.— 

(A) PHASE OUT OF CONTRACTS.—Section 1876(h) (42 

U.S.C. 1395mm(h)) is amended by adding at the end the 

following: 

“(5 A) After the date of the enactment of this paragraph, 
the Secretary may not enter into a reasonable cost reimbursement 
contract under this subsection (if the contract is not in effect as 
of such date), except for a contract with an eligible organization 
which, immediately previous to entering into such contract, had 
an agreement in effect under section 1833(a)(1)(A). 

“(B) The Secretary may not extend or renew a reasonable 
cost reimbursement contract under this subsection for any period 
beyond December 31, 2002.”. 

(B) REPORT ON IMPACT.—By not later than January 42 USC 1395mm 

1, 2001, the Secretary of Health and Human Services shal] note 
submit to Congress a report that analyzes the potential 
impact of termination of reasonable cost reimbursement 
contracts, pursuant to the amendment made by subpara- 
graph (A), on medicare beneficiaries enrolled under such 
contracts and on the medicare program. The report shall 
include such recommendations regarding any extension or 
transition with respect to such contracts as the Secretary 
deems appropriate. 

(c) ENROLLMENT TRANSITION RULE.—An individual who is 42USC 
enrolled on December 31, 1998, with an eligible organization under 1895w-21 note. 
section 1876 of the Social Security Act (42 U.S.C. 1395mm) shall 
be considered to be enrolled with that organization on January 
1, 1999, under part C of title XVIII of such Act if that organization 
has a contract under that part for providing services on January 
1, 1999 (unless the individual has disenrolled effective on that 
date). 

(d) ADVANCE DIRECTIVES.—Section 1866(f) (42 U.S.C. 1395ce(f)) 
is amended— 

(1) in paragraph (1)— 

(A) by inserting “1855(i),” after “1833(s),”, and 
(B) by inserting “, Medicare+Choice organization,” after 

“provider of services”; and 

(2) in paragraph (2)(E), by inserting “or a Medicare+Choice 
organization” after “section 1833(a)(1)(A)”. 

(e) EXTENSION OF PROVIDER REQUIREMENT.—Section 
1866(a)(1)O) (42 U.S.C. 1395cce(aX1O)) is amended— 

(1) by striking “in the case of hospitals and skilled nursing 
facilities,”; 

(2) by striking “inpatient hospital and extended care”; 

(3) by inserting “with a Medicare+Choice organization 
under part C or” after “any individual enrolled”; 

(4) by striking “(in the case of hospitals) or limits (in 
the case of skilled nursing facilities)”; and 

(5) by inserting “(less any payments under sections 
1886(d)(11) and 1886(h\(3)(D))” after “under this title”. 

(f) ADDITIONAL CONFORMING CHANGES.— 

(1) CONFORMING REFERENCES TO PREVIOUS PART C.—Any 42 USC note 
reference in law (in effect before the date of the enactment prec. 1395x. 
of this Act) to part C of title XVIII of the Social Security 
Act is deemed a reference to part D of such title (as in effect 
after such date). 


1-194 O- 97-12: QL3 Pan! 
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(2) SECRETARIAL SUBMISSION OF LEGISLATIVE PROPOSAL.— 

Not later than 6 months after the date of the enactment of 
this Act, the Secretary of Health and Human Services shall 
submit to the appropriate committees of Congress a legislative 
proposal providing for such technical and conforming amend- 
ments in the law as are required by the provisions of this 
chapter. 

(g) IMMEDIATE EFFECTIVE DATE FOR CERTAIN REQUIREMENTS 
FOR DEMONSTRATIONS.—Section 1857(e)(2) of the Social Security 
Act (requiring contribution to certain costs related to the enrollment 
process comparative materials) applies to demonstrations with 
respect to which enrollment is effected or coordinated under section 
1851 of such Act. 

(h) TRANSITION RULE FOR PSO ENROLLMENT.—In applying sub- 
section (g1) of section 1876 of the Social Security Act (42 U.S.C. 
1395mm) to a risk-sharing contract entered into with an eligible 
organization that is a provider-sponsored organization (as defined 
in section 1855(d\1) of such Act, as inserted by section 5001) 
for a contract year beginning on or after January 1, 1998, there 
shall be substituted for the minimum number of enrollees provided 
under such section the minimum number of enrollees permitted 
under section 1857(b)(1) of such Act (as so inserted). 

(i) PUBLICATION OF NEW CAPITATION RATES.—Not later than 
4 weeks after the date of the enactment of this Act, the Secretary 
of Health and Human Services shall announce the annual 
Medicare+Choice capitation rates for 1998 under section 1853(b) 
of the Social Security Act. 

(j) ELIMINATION OF HEALTH CARE PREPAYMENT PLAN OPTION 


FOR ENTITIES ELIGIBLE TO PARTICIPATE AS MANAGED CARE 
ORGANIZATION.— 
(1) ELIMINATION OF OPTION.— 
(A) IN GENERAL.—Section 1833(a)1A) (42 U.S.C. 


1395l(a\(1)(A)) is amended by inserting “(and either is spon- 
sored by a union or employer, or does not provide, or 
arrange for the provision of, any inpatient hospital serv- 
ices)” after “prepayment basis”. 

(B) EFFECTIVE DATE.—The amendment made by 
subparagraph (A) applies to new contracts entered into 
after the date of enactment of this Act and, with respect 
to contracts in effect as of such date, shall apply to payment 
for services furnished after December 31, 1998. 

(2) MEDIGAP CONFORMING AMENDMENT.—Effective January 
1, 1999, section 1882(g)1) (42 U.S.C. 1395ss(g\1)) is amended 
by striking “, during the period beginning on the date specified 
in subsection (pX1XC) and ending on December 31, 1995,”. 


SEC. 4003. CONFORMING CHANGES IN MEDIGAP PROGRAM. 


(a) CONFORMING AMENDMENTS TO £MEDICARE+CHOICE 
CHANGES.— 


(1) IN GENERAL.—Section 1882(d\(3)A\i) (42 U.S.C. 


1395ss(d\3A\i)) is amended— 

(A) in the matter before subclause (I), by inserting 
“(including an individual electing a Medicare+Choice plan 
under section 1851)” after “of this title”; and 

(B) in subclause (II])— 

(i) by inserting “in the case of an individual not 
electing a Medicare+Choice plan” after “(II)”, and 
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(ii) by inserting before the comma at the end the 
following: “or in the case of an individual electing 
a Medicare+Choice plan, a medicare supplemental pol- 
icy with knowledge that the policy duplicates health 
benefits to which the individual is otherwise entitled 
under the Medicare+Choice plan or under another 
medicare supplemental policy” 

(2) CONFORMING AMENDMENTS.—Section 1882(d)(3)(B)iXD 
(42 U.S.C. 1395ss(d\3\B)GXD) is amended by inserting 
“(including any Medicare+Choice plan)” after “health insurance 
policies”. 

(3) MEDICARE+CHOICE PLANS NOT TREATED AS MEDICARE 
SUPPLEMENTARY POLICIES.—Section 1882(g)(1) (42 U.S.C. 
1395ss(g)(1)) is amended by inserting “or a Medicare+Choice 
plan or” after “does not include” 

(b) ADDITIONAL RULES RELATING TO INDIVIDUALS ENROLLED 
IN MSA PLANS AND PRIVATE FEE-FOR-SERVICE PLANS.—Section 1882 
(42 U.S.C. 1395ss) is further amended by adding at the end the 
following new subsection: 

“(u(1) It is unlawful for a person to sell or issue a policy 
described in paragraph (2) to an individual with knowledge that 
the individual has in effect under section 1851 an election of an 
MSA plan or a Medicare+Choice private fee-for-service plan. 

“(2XA) A policy described in this subparagraph is a health 
insurance policy (other than a policy described in subparagraph 
(B)) that provides for coverage of expenses that are otherwise 
required to be counted toward meeting the annual deductible 
amount provided under the MSA plan. 

“(B) A policy described in this subparagraph is any of the 
following: 

“(i) A policy that provides coverage (whether through insur- 
ance or otherwise) for accidents, disability, dental care, vision 
care, or long-term care. 

“(ii) A policy of insurance to which substantially all of 
the coverage relates to— 

“(I) liabilities incurred under workers’ compensation 
laws, 

“(II) tort liabilities, 

“(IIT) liabilities relating to ownership or use of property, 
or 

“(IV) such other similar liabilities as the Secretary 
may specify by regulations. 

“(iii) A policy of insurance that provides coverage for a 
specified disease or illness. 

“(iv) A policy of insurance that pays a fixed amount per 
day (or other period) of hospitalization.”. 


Subchapter B—Special Rules for Medicare+Choice Medical 
Savings Accounts 


SEC. 4006. MEDICARE+CHOICE MSA. 


(a) IN GENERAL.—Part III of subchapter B of chapter 1 of 
the Internal Revenue Code of 1986 (relating to amounts specifically 
excluded from gross income) is amended by redesignating section 
138 as section 139 and by inserting after section 137 the following 26 USC 138, 139 
new section: 
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26 USC 138 


“SEC. 138. MEDICARE+CHOICE MSA. 


“(a) EXCLUSION.—Gross income shall not include any payment 
to the Medicare+Choice MSA of an individual by the Secretary 
of Health and Human Services under part C of title XVIII of 
the Social Security Act. 

“(b) MEDICARE+CHOICE MSA.—For purposes of this section, 
the term ‘Medicare+Choice MSA’ means a medical savings account 
(as defined in section 220(d))— 

‘(1) which is designated as a Medicare+Choice MSA, 

“(2) with respect to which no contribution may be made 
other than 

“(A) a contribution made by the Secretary of Health 
and Human Services pursuant to part C of title XVIII 
of the Social Security Act, or 

“(B) a trustee-to-trustee transfer described in sub- 
section (c)(4), 

(3) the governing instrument of which provides that 
trustee-to-trustee transfers described in subsection (c)(4) may 
be made to and from such account, and 

“(4) which is established in connection with an MSA plan 
described in section 1859(b)(3) of the Social Security Act. 

“(c) SPECIAL RULES FOR DISTRIBUTIONS.— 

‘(1) DISTRIBUTIONS FOR QUALIFIED MEDICAL EXPENSES.— 
In applying section 220 to a Medicare+Choice MSA— 

“(A) qualified medical expenses shall not include 
amounts paid for medical care for any individual other 
than the account holder, and 

“(B) section 220(d)(2)(C) shall not apply. 

“(2) PENALTY FOR DISTRIBUTIONS FROM MEDICARE+CHOICE 
MSA NOT USED FOR QUALIFIED MEDICAL EXPENSES IF MINIMUM 
BALANCE NOT MAINTAINED.— 

“(A) IN GENERAL.—The tax imposed by this chapter 
for any taxable year in which there is a payment or dis- 
tribution from a Medicare+Choice MSA which is not used 
exclusively to pay the qualified medical expenses of the 
account holder shall be increased by 50 percent of the 
excess (if any) of— 

“(i) the amount of such payment or distribution, 
over 
“(ii) the excess (if any) of— 

“(I) the fair market value of the assets in 
such MSA as of the close of the calendar year 
preceding the calendar year in which the taxable 
year begins, over 

“II) an amount equal to 60 percent of the 
deductible under the Medicare+Choice MSA plan 
covering the account holder as of January 1 of 
the calendar year in which the taxable year begins. 

Section 220(f){4) shall not apply to any payment or distribu- 

tion from a Medicare+Choice MSA. 

“(B) EXCEPTIONS.—Subparagraph (A) shall not apply 
if the payment or distribution is made on or after the 
date the account holder— 

“(i) becomes disabled within the meaning of section 

72(m)(7), or 

“(ii) dies 
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“(C) SPECIAL RULES.—For purposes of subparagraph 
(A)}— 

“(i) all Medicare+Choice MSAs of the account 
holder shall be treated as 1 account, 

“(ii) all payments and distributions not used exclu- 
sively to pay the qualified medical expenses of the 
account holder during any taxable year shall be treated 
as 1 distribution, and 

“(ili) any distribution of property shall be taken 
into account at its fair market value on the date of 
the distribution. 

“(3) WITHDRAWAL OF ERRONEOUS CONTRIBUTIONS.—Section 
220(f(2) and paragraph (2) of this subsection shall not apply 
to any payment or distribution from a Medicare+Choice MSA 
to the Secretary of Health and Human Services of an erroneous 
contribution to such MSA and of the net income attributable 
to such contribution. 

“(4) TRUSTEE-TO-TRUSTEE TRANSFERS.—Section 220(f)(2) 
and paragraph (2) of this subsection shall not apply to any 
trustee-to-trustee transfer from a Medicare+Choice MSA of an 
account holder to another Medicare+Choice MSA of such 
account holder. 

“(d) SPECIAL RULES FOR TREATMENT OF ACCOUNT AFTER DEATH Applicability 
OF ACCOUNT HOLDER.—In applying section 220(f)(8)A) to an 
account which was a Medicare+Choice MSA of a decedent, the 
rules of section 220(f) shall apply in lieu of the rules of subsection 
(c) of this section with respect to the spouse as the account holder 
of such Medicare+Choice MSA. 

“(e) REPORTS.—In the case of a Medicare+Choice MSA, the 
report under section 220(h)— 

“(1) shall include the fair market value of the assets in 
such Medicare+Choice MSA as of the close of each calendar 
year, and 

“(2) shall be furnished to the account holder— 

“(A) not later than January 31 of the calendar year 
following the calendar year to which such reports relate, 
and 

“(B) in such manner as the Secretary prescribes in 
such regulations. 

“(f) COORDINATION WITH LIMITATION ON NUMBER OF TAXPAYERS 
HAVING MEDICAL SAVINGS ACCOUNTS.—Subsection (i) of section 220 
shall not apply to an individual with respect to a Medicare+Choice 
MSA, and Medicare+Choice MSA’s shall not be taken into account 
in determining whether the numerical limitations under section 
220(j) are exceeded.”. 

(b) TECHNICAL AMENDMENTS.— 

(1) The last sentence of section 4973(d) of such Code is 26 USC 4973 
amended by inserting “or section 138(c)(3)” after “section 
220(f)(3)”. 

(2) Subsection (b) of section 220 of such Code is amended 26 USC 220 
by adding at the end the following new paragraph: 

“(7) MEDICARE ELIGIBLE INDIVIDUALS.—The limitation 
under this subsection for any month with respect to an individ- 
ual shall be zero for the first month such individual is entitled 
to benefits under title XVIII of the Social Security Act and 
for each month thereafter.”. 
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3) The table of sections for part III of subchapter B of 
chapter 1 of such Code is amended by striking the last item 
and inserting the following 

‘Sec. 138. Medicare+Choice MSA 


“Sec. 139. Cross references to other Acts 


(c) EFFECTIVE DATE.—The amendments made by this section 
shall apply to taxable years beginning after December 31, 1998. 


CHAPTER 2—DEMONSTRATIONS 


Subchapter A—Medicare+Choice Competitive Pricing 
Demonstration Project 


SEC. 4011. MEDICARE PREPAID COMPETITIVE PRICING DEMONSTRA- 
TION PROJECT. 


(a) ESTABLISHMENT OF PROJECT.—The Secretary of Health and 
Human Services (in this subchapter referred to as the “Secretary”) 
shall establish a demonstration project (in this subchapter referred 
to as the “project”) under which payments to Medicare+Choice 
organizations in medicare payment areas in which the project is 
being conducted are determined in accordance with a competitive 
pricing methodology established under this subchapter. 

(b) DESIGNATION OF 7 MEDICARE PAYMENT AREAS COVERED 
BY PROJECT.— 

(1) IN GENERAL.—The Secretary shall designate, in accord- 
ance with the recommendations of the Competitive Pricing 
Advisory Committee under paragraphs (2) and (3), medicare 
payment areas as areas in which the project under this sub- 
chapter will be conducted. In this section, the term “Competitive 
Pricing Advisory Committee” means the Competitive Pricing 
Advisory Committee established under section 4012(a). 

(2) INITIAL DESIGNATION OF 4 AREAS.— 

(A) IN GENERAL.—The Competitive Pricing Advisory 
Committee shall recommend to the Secretary, consistent 
with subparagraph (B), the designation of 4 specific areas 
as medicare payment areas to be included in the project. 
Such recommendations shall be made in a manner so as 
to ensure that payments under the project in 2 such areas 
will begin on January 1, 1999, and in 2 such areas will 
begin on January 1, 2000. 

(B) LOCATION OF DESIGNATION.—Of the 4 areas rec- 
ommended under subparagraph (A), 3 shall be in urban 
areas and 1 shall be in a rural area. 

(3) DESIGNATION OF ADDITIONAL 3 AREAS.—Not later than 
December 31, 2001, the Competitive Pricing Advisory Commit- 
tee may recommend to the Secretary the designation of up 
to 3 additional, specific medicare payment areas to be included 
in the project. 

(c) PROJECT IMPLEMENTATION.— 

(1) IN GENERAL.—Subject to paragraph (2), the Secretary 





shall for each medicare payment area designated under sub- 
section (b)— 
(A) in accordance with the recommendations of the 
Competitive Pricing Advisory Committee— 
(i) establish the benefit design among plans offered 
in such area, and 
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(ii) structure the method for selecting plans offered 
in such area; and 
(B) in consultation with such Committee— 

(i) establish methods for setting the price to be 
paid to plans, including, if the Secretaries determines 
appropriate, the rewarding and penalizing of 
Medicare+Choice plans in the area on the basis of 
the attainment of, or failure to attain, applicable qual- 
ity standards, and 

(ii) provide for the collection of plan information 
(including information concerning quality and access 
to care), the dissemination of information, and the 
methods of evaluating the results of the project. 

(2) CONSULTATION.—The Secretary shall take into account 
the recommendations of the area advisory committee estab- 
lished in section 4012(b), in implementing a project design 
for any area, except that no modifications may be made in 
the project design without consultation with the Competitive 
Pricing Advisory Committee. In no case may the Secretary 
change the designation of an area based on recommendations 
of any area advisory committee. 

(d) MONITORING AND REPORT.— 

(1) MONITORING IMPACT.—Taking into consideration the 
recommendations of the Competitive Pricing Advisory Commit- 
tee and the area advisory committees, the Secretary shall 
closely monitor and measure the impact of the project in the 
different areas on the price and quality of, and access to, 
medicare covered services, choice of health plans, changes in 
enrollment, and other relevant factors. 

(2) REPORT.—Not later than December 31, 2002, the Sec- 
retary shall submit to Congress a report on the progress under 
the project under this subchapter, including a comparison of 
the matters monitored under paragraph (1) among the different 
designated areas. The report may include any legislative rec- 
ommendations for extending the project to the entire medicare 
population. 

(e) WAIVER AUTHORITY.—The Secretary of Health and Human 
Services may waive such requirements of title XVIII of the Social 
Security Act (as amended by this Act) as may be necessary for 
the purposes of carrying out the project. 

(f) RELATIONSHIP TO OTHER AUTHORITY.—Except pursuant to 
this subchapter, the Secretary of Health and Human Services may 
not conduct or continue any medicare demonstration project relating 
to payment of health maintenance organizations, Medicare+Choice 
organizations, or similar prepaid managed care entities on the 
basis of a competitive bidding process or pricing system. described 
in subsection (a). 

(g) NO ADDITIONAL COSTS TO MEDICARE PROGRAM.—The aggre- 
gate payments to Medicare+Choice organizations under the project 
for any designated area for a fiscal year may not exceed the aggre- 
gate payments to such organizations that would have been made 
under title XVIII of the Social Security Act (42 U.S.C. 1395 et 
seq.), as amended by section 4001, if the project had not been 
conducted. 

(h) DEFINITIONS.—Any term used in this subchapter which 
is also used in part C of title XVIII of the Social Security Act, 
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as amended by section 4001, shall have the same meaning as 
when used in such part. 


SEC. 4012. ADVISORY COMMITTEES. 


(a) COMPETITIVE PRICING ADVISORY COMMITTEE.— 

(1) IN GENERAL.—Before implementing the project under 
this subchapter, the Secretary shall appoint the Competitive 
Pricing Advisory Committee, including independent actuaries, 
individuals with expertise in competitive health plan pricing, 
and an employee of the Office of Personnel Management with 
expertise in the administration of the Federal Employees 
Health Benefit Program, to make recommendations to the Sec- 
retary concerning the designation of areas for inclusion in the 
project and appropriate research design for implementing the 
project. 

(2) INITIAL RECOMMENDATIONS.—The Competitive Pricing 
Advisory Committee initially shall submit recommendations 
regarding the area selection, benefit design among plans 
offered, structuring choice among health plans offered, methods 
for setting the price to be paid to plans, collection of plan 
information (including information concerning quality and 
access to care), information dissemination, and methods of 
evaluating the results of the project. 

(3) QUALITY RECOMMENDATION.—The Competitive Pricing 
Advisory Committee shall study and make recommendations 
regarding the feasibility of providing financial incentives and 
penalties to plans operating under the project that meet, or 
fail to meet, applicable quality standards. 

(4) ADVICE DURING IMPLEMENTATION.—Upon implementa- 
tion of the project, the Competitive Pricing Advisory Committee 
shall continue to advise the Secretary on the application of 
the design in different areas and changes in the project based 
on experience with its operations. 

(5) SUNSET.—The Competitive Pricing Advisory Committee 
shall terminate on December 31, 2004. 

(b) APPOINTMENT OF AREA ADVISORY COMMITTEE.—Upon the 
designation of an area for inclusion in the project, the Secretary 
shall appoint an area advisory committee, composed of representa- 
tives of health plans, providers, and medicare beneficiaries in the 
area, to advise the Secretary concerning how the project will be 
implemented in the area. Such advice may include advice concerning 
the marketing and pricing of plans in the area and other salient 
factors. The duration of such a committee for an area shall be 
for the duration of the operation of the project in the area. 

(c) SPECIAL APPLICATION.—Notwithstanding section 9(c) of the 
Federal Advisory Committee Act (5 U.S.C. App.), the Competitive 
Pricing Advisory Commission and any area advisory committee 
(described in subsection (b)) may meet as soon as the members 
of the commission or committee, respectively, are appointed. 


Subchapter B—Social Health Maintenance Organizations 


SEC. 4014. SOCIAL HEALTH MAINTENANCE ORGANIZATIONS (SHMOS). 


(a) EXTENSION OF DEMONSTRATION PROJECT AUTHORITIES.— 
Section 4018(b) of the Omnibus Budget Reconciliation Act of 1987 
is amended— 
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(1) in paragraph (1), by striking “1997” and inserting 


“2000”, and 
(2) in paragraph (4), by striking “1998” and inserting 
“2001”. 


(b) EXPANSION OF CaP.—Section 13567(c) of the Omnibus 
Budget Reconciliation Act of 1993 is amended by striking “12,000” 107 Stat. 608. 
and inserting “36,000”. 
(c) REPORT ON INTEGRATION AND TRANSITION.— 42 USC 
(1) IN GENERAL.—The Secretary of Health and Human 18%5w-21 note. 
Services shall submit to Congress, by not later than January 
1, 1999, a plan for the integration of health plans offered 
by social health maintenance organizations (including SHMO 
I and SHMO II sites developed under section 2355 of the 
Deficit Reduction Act of 1984 and under the amendment made 
by section 4207(b\3B)\(i) of OBRA-1990, respectively) and 
similar plans as an option under the Medicare+Choice program 
under part C of title XVIII of the Social Security Act. 
(2) PROVISION FOR TRANSITION.—Such plan shall include 
a transition for social health maintenance organizations operat- 
ing under demonstration project authority under such section. 
(3) PAYMENT POLICY.—The report shall also include rec- 
ommendations on appropriate payment levels for plans offered 
by such organizations, including an analysis of the application 
of risk adjustment factors appropriate to the population served 
by such organizations. 


Subchapter C—Medicare Subvention Demonstration Project 
for Military Retirees 


SEC. 4015. MEDICARE SUBVENTION DEMONSTRATION PROJECT FOR 
MILITARY RETIREES. 


(a) IN GENERAL.—Title XVIII (42 U.S.C. 1395 et seq.) (as 
amended by sections 4603 and 4801) is amended by adding at 
the end the following: 


“MEDICARE SUBVENTION DEMONSTRATION PROJECT FOR MILITARY 42 USC 1395ggg. 
RETIREES 


“SEC. 1896. (a) DEFINITIONS.—In this section: 

“(1) ADMINISTERING SECRETARIES.—The term ‘administer- 
ing Secretaries’ means the Secretary and the Secretary of 
Defense acting jointly. 

“(2) DEMONSTRATION PROJECT; PROJECT.—The terms ‘dem- 
onstration project’ and ‘project’ mean the demonstration project 
carried out under this section. 

“(3) DESIGNATED PROVIDER.—The term ‘designated provider’ 
has the meaning given that term in section 721(5) of the 
National Defense Authorization Act For Fiscal Year 1997 (Pub- 
lic Law 104—201; 110 Stat. 2593; 10 U.S.C. 1073 note). 

“(4) MEDICARE-ELIGIBLE MILITARY RETIREE OR DEPEND- 
ENT.—The term ‘medicare-eligible military retiree or dependent’ 
means an individual described in section 1074(b) or 1076(b) 
of title 10, United States Code, who— 

“(A) would be eligible for health benefits under section 

1086 of such title by reason of subsection (c)(1) of such 

section 1086 but for the operation of subsection (d) of 

such section 1086; 
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“(B)(i) is entitled to benefits under part A of this title; 
and 

“(ii) if the individual was entitled to such benefits 
before July 1, 1997, received health care items or services 
from a health care facility of the uniformed services before 
that date, but after becoming entitled to benefits under 
part A of this title; 

“(C) is enrolled for benefits under part B of this title; 
and 

“(D) has attained age 65. 

“(5) MEDICARE HEALTH CARE SERVICES.—The term ‘medi- 
care health care services’ means items or services covered under 
part A or B of this title. 

“(6) MILITARY TREATMENT FACILITY.—The term ‘military 
treatment facility’ means a facility referred to in section 1074(a) 
of title 10, United States Code. 

“(7) TRICARE.—The term ‘TRICARE’ has the same mean- 
ing as the term ‘TRICARE program’ under section 711 of the 
National Defense Authorization Act for Fiscal Year 1996 (10 
U.S.C. 1073 note). 

“(8) TRUST FUNDS.—The term ‘trust funds’ means the Fed- 
eral Hospital Insurance Trust Fund established in section 1817 
and the Federal Supplementary Medical Insurance Trust Fund 
established in section 1841. 

“(b) DEMONSTRATION PROJECT.— 

“(1) IN GENERAL.— 

“(A) ESTABLISHMENT.—The administering Secretaries 
are authorized to establish a demonstration project (under 
an agreement entered into by the administering Secretar- 
ies) under which the Secretary shall reimburse the Sec- 
retary of Defense, from the trust funds, for medicare health 
care services furnished to certain medicare-eligible military 
retirees or dependents in a military treatment facility or 
by a designated provider. 

“(B) AGREEMENT.—The agreement entered into under 
subparagraph (A) shall include at a minimum— 

“(i) a description of the benefits to be provided 
to the participants of the demonstration project estab- 
lished under this section; 

“(ii) a description of the eligibility rules for partici- 
pation in the demonstration project, including any cost 
sharing requirements; 

“(ili) a description of how the demonstration project 
will satisfy the requirements under this title; 

“(iv) a description of the sites selected under para- 
graph (2); 

“(v) a description of how reimbursement require- 
ments under subsection (i) and maintenance of effort 
requirements under subsection (j) will be implemented 
in the demonstration project; 

“(vi) a statement that the Secretary shall have 
access to all data of the Department of Defense that 
the Secretary determines is necessary to conduct 
independent estimates and audits of the maintenance 
of effort requirement, the annual reconciliation, and 
related matters required under the demonstration 
project; 











PUBLIC LAW 105-33—AUG. 5, 1997 111 STAT. 339 


“(vii) a description of any requirement that the 
Secretary waives pursuant to subsection (d); and 
“(vili) a certification, provided after review by the 
administering Secretaries, that any entity that is 
receiving payments by reason of the demonstration 
project has sufficient— 
“(I) resources and expertise to provide, consist- 
ent with payments under subsection (i), the full 
range of benefits required to be provided to bene- 
ficiaries under the project; and 
“(II) information and billing systems in place 
to ensure the accurate and timely submission of 
claims for benefits and to ensure that providers 
of services, physicians, and other health care 
professionals are reimbursed by the entity in a 
timely and accurate manner. 
“(2) NUMBER OF SITES.—The project established under this 
section shall be conducted in no more than 6 sites, designated 
jointly by the administering Secretaries after review of all 
TRICARE regions. 
“(3) RESTRICTION.—No new military treatment facilities will 
be built or expanded with funds from the demonstration project. 
“(4) DURATION.—The administering Secretaries shall con- 
duct the demonstration project during the 3-year period begin- 
ning on January 1, 1998. 
“(5) REPORT.—At least 60 days prior to the commencement 
of the demonstration project, the administering Secretaries 
shall submit a copy of the agreement entered into under para- 
graph (1) to the committees of jurisdiction under this title. 
“(c) CREDITING OF PAYMENTS.—A payment received by the Sec- 
retary of Defense under the demonstration project shall be credited 
to the applicable Department of Defense medical appropriation 
(and within that appropriation). Any such payment received during 
a fiscal year for services provided during a prior fiscal year may 
be obligated by the Secretary of Defense during the fiscal year 
during which the payment is received. 

“(d) WAIVER OF CERTAIN MEDICARE REQUIREMENTS.— 

“(1) AUTHORITY.— 

“(A) IN GENERAL.—Except as provided under subpara- 
graph (B), the demonstration project shall meet all require- 
ments of Medicare+Choice plans under part C of this title 
and regulations pertaining thereto, and other requirements 
for receiving medicare payments, except that the prohibi- 
tion of payments to Federal providers of services under 
sections 1814(c) and 1835(d), and paragraphs (2) and (3) 
of section 1862(a) shall not apply. 

“(B) WAIVER.—Except as provided in paragraph (2), 
the Secretary is authorized to waive any requirement 
described under subparagraph (A), or approve equivalent 
or alternative ways of meeting such a requirement, but 
only if such waiver or approval— 

“(i) reflects the unique status of the Department 
of Defense as an agency of the Federal Government; 
and 

“(ii) is necessary to carry out the demonstration 
project. 
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“(2) BENEFICIARY PROTECTIONS AND OTHER MATTERS.—The 
demonstration project shall comply with the requirements of 
part C of this title that relate to beneficiary protections and 
other matters, including such requirements relating to the fol- 
lowing areas: 

“(A) Enrollment and disenrollment 

“(B) Nondiscrimination 

“(C) Information provided to beneficiaries 

‘(D) Cost-sharing limitations 

‘(E) Appeal and grievance procedures. 

‘(F) Provider participation. 

“(G) Access to services 

“(H) Quality assurance and external review. 

‘(I) Advance directives. 

“(J) Other areas of beneficiary protections that the 

Secretary determines are applicable to such project. 

“(e) INSPECTOR GENERAL.—Nothing in the agreement entered 
into under subsection (b) shall limit the Inspector General of the 
Department of Health and Human Services from investigating any 
matters regarding the expenditure of funds under this title for 
the demonstration project, including compliance with the provisions 
of this title and all other relevant laws. 

“(f) VOLUNTARY PARTICIPATION.—Participation of medicare- 
eligible military retirees or dependents in the Secnanotestion project 
shall be voluntary. 

“(g) TRICARE HEALTH CARE PLANS.— 

“(1) MODIFICATION OF TRICARE CONTRACTS.—In carrying 
out the demonstration project, the Secretary of Defense is 
authorized to amend existing TRICARE contracts (including 
contracts with designated providers) in order to provide the 
medicare health care services to the medicare-eligible military 
retirees and dependents enrolled in the demonstration project 
consistent with part C of this title. 

“(2) HEALTH CARE BENEFITS.—The administering Secretar- 
ies shall prescribe the minimum health care benefits to be 
provided under such a plan to medicare-eligible military retirees 
or dependents enrolled in the plan. Those benefits shall include 
at least all medicare health care services covered under this 
title. 

“(h) ADDITIONAL PLANS.—Notwithstanding any provisions of 
title 10, United States Code, the administering Secretaries may 
agree to include in the demonstration project any of the 
Medicare+Choice plans described in section 1851(a)(2)(A), and such 
agreement may include an agreement between the Secretary of 
Defense and the Medicare+Choice organization offering such plan 
to provide medicare health care services to medicare-eligible mili- 
tary retirees or dependents and for such Secretary to receive pay- 
ments from such organization for the provision of such services 

“(i) PAYMENTS BASED ON REGULAR MEDICARE PAYMENT 
RATES.— 

“(1) IN GENERAL.—Subject to the succeeding provisions of 
this subsection, the Secretary shall reimburse the Secretary 
of Defense for services provided under the demonstration project 
at a rate equal to 95 percent of the amount paid to a 
Medicare+Choice organization under part C of this title with 
respect to such an enrollee. In cases in which a payment amount 
may not otherwise be readily computed, the Secretary shall 
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establish rules for computing equivalent or comparable payment 
amounts. 

“(2) EXCLUSION OF CERTAIN AMOUNTS.—In computing the 
amount of payment under paragraph (1), the following shall 
be excluded: 

“(A) SPECIAL PAYMENTS.—Any amount attributable to 
an adjustment under subparagraphs (B) and (F) of section 
1886(d)(5) and subsection (h) of such section. 

“(B) PERCENTAGE OF CAPITAL PAYMENTS.—An amount 
determined by the administering Secretaries for amounts 
attributable to payments for capital-related costs under 
subsection (g) of such section. 

“(3) PERIODIC PAYMENTS FROM MEDICARE TRUST FUNDS.— 
Payments under this subsection shall be made— 

“(A) on a periodic basis consistent with the periodicity 
of payments under this title; and 

“(B) in appropriate part, as determined by the Sec- 
retary, from the trust ele. 

“(4) CAP ON AMOUNT.—The aggregate amount to be 
reimbursed under this subsection pursuant to the agreement 
entered into between the administering Secretaries under sub- 
section (b) shall not exceed a total of— 

“(A) $50,000,000 for calendar year 1998; 

“(B) $60,000,000 for calendar year 1999; and 

“(C) $65,000,000 for calendar year 2000. 

“(j) MAINTENANCE OF EFFORT.— 

“(1) MONITORING EFFECT OF DEMONSTRATION PROGRAM ON 
COSTS TO MEDICARE PROGRAM.— 

“(A) IN GENERAL.—The administering Secretaries, in 
consultation with the Comptroller General, shall closely 
monitor the expenditures made under the medicare pro- 
gram for medicare-eligible military retirees or dependents 
during the period of the demonstration project compared 
to the expenditures that would have been made for such 
medicare-eligible military retirees or dependents during 
that period if the demonstration project had not been con- 
ducted. The agreement entered into by the administering 
Secretaries under subsection (b) shall require any partici- 
pating military treatment facility to maintain the level 
of effort for space available care to medicare-eligible mili- 
tary retirees or dependents. 

“(B) ANNUAL REPORT BY THE COMPTROLLER GENERAL.— 
Not later than December 31 of each year during which 
the demonstration project is conducted, the Comptroller 
General shall submit to the administering Secretaries and 
the appropriate committees of Congress a report on the 
extent, if any, to which the costs of the Secretary under 
the medicare program under this title increased during 
the preceding fiscal year as a result of the demonstration 
project. 

“(2) REQUIRED RESPONSE IN CASE OF INCREASE IN COSTS.— 

“(A) IN GENERAL.—If the administering Secretaries 
find, based on paragraph (1), that the expenditures under 
the medicare program under this title increased (or are 
expected to increase) during a fiscal year because of the 
demonstration project, the administering Secretaries shall 
take such steps as may be needed— 
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“(i) to recoup for the medicare program the amount 
of such increase in expenditures; and 

“(ii) to prevent any such increase in the future. 
“(B) STEps.—Such steps— 

“(i) under subparagraph (A)(i) shall include pay- 
ment of the amount of such increased expenditures 
by the Secretary of Defense from the current medical 
care appropriation of the Department of Defense to 
the trust funds; and 

“(ii) under subparagraph (A)ii) shall include 
suspending or terminating the demonstration project 
(in whole or in part) or lowering the amount of payment 
under subsection (i)(1). 

“(k) EVALUATION AND REPORTS.— 

“(1) INDEPENDENT EVALUATION.—The Comptroller General 
of the United States shall conduct an evaluation of the dem- 
onstration project, and shall submit annual reports on the 
demonstration project to the administering Secretaries and to 
the committees of jurisdiction in the Congress. The first report 
shall be submitted not later than 12 months after the date 
on which the demonstration project begins operation, and the 
final report not later than 34% years after that date. The evalua- 
tion and reports shall include an assessment, based on the 
agreement entered into under subsection (b), of the following: 

“(A) Any savings or costs to the medicare program 
under this title resulting from the demonstration project. 

“(B) The cost to the Department of Defense of providing 
care to medicare-eligible military retirees and dependents 
under the demonstration project. 

“(C) A description of the effects of the demonstration 
project on military treatment facility readiness and training 
and the probable effects of the project on overall Depart- 
ment of Defense medical readiness and training. 

“(D) Any impact of the demonstration project on access 
to care for active duty military personnel and their depend- 
ents. 

“(E) An analysis of how the demonstration project 
affects the overall accessibility of the uniformed services 
treatment system and the amount of space available for 
point-of-service care, and a description of the unintended 
effects (if any) upon the normal treatment priority system. 

“(F) Compliance by the Department of Defense with 
the requirements under this title. 

“(G) The number of medicare-eligible military retirees 
and dependents opting to participate in the demonstration 
project instead of receiving health benefits through another 
health insurance plan (including benefits under this title). 

“(H) A list of the health insurance plans and programs 
that were the primary payers for medicare-eligible military 
retirees and dependents during the year prior to their 
participation in the demonstration project and the distribu- 
tion of their previous enrollment in such plans and pro- 
grams. 

“(I) Any impact of the demonstration project on private 
health care providers and beneficiaries under this title 
that are not enrolled in the demonstration project. 
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“(J) An assessment of the access to care and quality 
of care for medicare-eligible military retirees and depend- 
ents under the demonstration project. 

“(K) An analysis of whether, and in what manner, 
easier access to the uniformed services treatment system 
affects the number of medicare-eligible military retirees 
and dependents receiving medicare health care services. 

“(L) Any impact of the demonstration project on the 
access to care for medicare-eligible military retirees and 
dependents who did not enroll in the demonstration project 
and for other individuals entitled to benefits under this 
title. 

“(M) A description of the difficulties (if any) experi- 
enced by the Department of Defense in managing the dem- 
onstration project and TRICARE contracts 

“(N) Any additional elements specified in the agree- 
ment entered into under subsection (b). 

“(O) Any additional elements that the Comptroller Gen- 
eral of the United States determines is appropriate to 
assess regarding the demonstration project. 

“(2) REPORT ON EXTENSION AND EXPANSION OF DEMONSTRA- 

TION PROJECT.—Not later than 6 months after the date of 

the submission of the final report by the Comptroller General 

of the United States under paragraph (1), the administering 

Secretaries shall submit to Congress a report containing their 

recommendation as to— 

“(A) whether there is a cost to the health care program 
under this title in conducting the demonstration project, 
and whether the demonstration project could be expanded 
without there being a cost to such health care program 
or to the Federal Government; 

“(B) whether to extend the demonstration project or 
make the project permanent; and 

“(C) whether the terms and conditions of the project 
should be continued (or modified) if the project is extended 
or expanded.”. 

(b) IMPLEMENTATION PLAN FOR VETERANS SUBVENTION.—Not 42 USC 1395ggg 
later than 12 months after the start of the demonstration project, te 
the Secretary of Health and Human Services and the Secretary 
of Veterans Affairs shall jointly submit to Congress a detailed 
implementation plan for a subvention demonstration project (that 
follows the model of the demonstration project conducted under 
section 1896 of the Social Security Act (as added by subsection 
(a)) to begin in 1999 for veterans (as defined in section 101 of 
title 38, United States Code) that are eligible for benefits under 
title XVIII of the Social Security Act. 


Subchapter D—Other Projects 


SEC. 4016. MEDICARE COORDINATED CARE DEMONSTRATION 42 USC 1395b-1 
PROJECT. note 


(a) DEMONSTRATION PROJECTS.— 

(1) IN GENERAL.—The Secretary of Health and Human 
Services (in this section referred to as the “Secretary”) shall 
conduct demonstration projects for the purpose of evaluating 
methods, such as case management and other models of coordi- 
nated care, that— 
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(A) improve the quality of items and services provided 
to target individuals; and 

(B) reduce expenditures under the medicare program 
under title XVIII of the Social Security Act (42 U.S.C. 
1395 et seq.) for items and services provided to target 
individuals. 

(2) TARGET INDIVIDUAL DEFINED.—In this section, the term 
“target individual” means an individual that has a chronic 
illness, as defined and identified by the Secretary, and is 
enrolled under the fee-for-service program under parts A and 
B of title XVIII of the Social Security Act (42 U.S.C. 1395c 
et seq.; 1395) et seq.). 

(b) PROGRAM DESIGN.— 

(1) INITIAL DESIGN.—The Secretary shall evaluate best prac- 
tices in the private sector of methods of coordinated care for 
a period of 1 year and design the demonstration project based 
on such evaluation. 

(2) NUMBER AND PROJECT AREAS.—Not later than 2 years 
after the date of enactment of this Act, the Secretary shall 
implement at least 9 demonstration projects, including— 

(A) 5 projects in urban areas; 

(B) 3 projects in rural areas; and 

(C) 1 project within the District of Columbia which 
is operated by a nonprofit academic medical center that 
maintains a National Cancer Institute certified comprehen- 
sive cancer center. 

(3) EXPANSION OF PROJECTS; IMPLEMENTATION OF DEM- 
ONSTRATION PROJECT RESULTS.— 

(A) EXPANSION OF PROJECTS.—If the initial report 
under subsection (c) contains an evaluation that demonstra- 
tion projects— 

(i) reduce expenditures under the medicare pro- 
gram; or 

(ii) do not increase expenditures under the medi- 
care program and increase the quality of health care 
services provided to target individuals and satisfaction 
of beneficiaries and health care providers; 

the Secretary shall continue the existing demonstration 

projects and may expand the number of demonstration 

projects. 

(B) IMPLEMENTATION OF DEMONSTRATION PROJECT 
RESULTS.—If a report under subsection (c) contains an 
evaluation as described in subparagraph (A), the Secretary 
may issue regulations to implement, on a permanent basis, 
the components of the demonstration project that are bene- 
ficial to the medicare program. 

(c) REPORT TO CONGRESS.— 

(1) IN GENERAL.—Not later than 2 years after the Secretary 
implements the initial demonstration projects under this sec- 
tion, and biannually thereafter, the Secretary shall submit 
to Congress a report regarding the demonstration projects con- 
ducted under this section. 

(2) CONTENTS OF REPORT.—The report in paragraph (1) 
shall include the following: 

(A) A description of the demonstration projects con- 
ducted under this section. 

(B) An evaluation of— 
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(i) the cost-effectiveness of the demonstration 
projects; 

(ii) the quality of the health care services provided 
to target individuals under the demonstration projects; 
and 

(iii) beneficiary and health care provider satisfac- 
tion under the demonstration project. 

(C) Any other information regarding the demonstration 
projects conducted under this section that the Secretary 
determines to be appropriate. 

(d) WAIVER AUTHORITY.—The Secretary shall waive compliance 
with the requirements of title XVIII of the Social Security Act 
(42 U.S.C. 1395 et seq.) to such extent and for such period as 
the Secretary determines is necessary to conduct demonstration 
projects. 

(e) FUNDING.— 

(1) DEMONSTRATION PROJECTS.— 

(A) IN GENERAL.— 

(i) STATE PROJECTS.—Except as provided in clause 
(ii), the Secretary shall provide for the transfer from 
the Federal Hospital Insurance Trust Fund and the 
Federal Supplementary Insurance Trust Fund under 
title XVIII of the Social Security Act (42 U.S.C. 1395i, 
1395t), in such proportions as the Secretary determines 
to be appropriate, of such funds as are necessary for 
the costs of carrying out the demonstration projects 
under this section. 

(ii) CANCER HOSPITAL.—In the case of the project 
described in subsection (b)(2\C), amounts shall be 
available only as provided in any Federal law making 
appropriations for the District of Columbia. 

(B) LIMITATION.—In conducting the demonstration 
project under this section, the Secretary shall ensure that 
the aggregate payments made by the Secretary do not 
exceed the amount which the Secretary would have paid 
if the demonstration projects under this section were not 
implemented. 

(2) EVALUATION AND REPORT.—There are authorized to be 
appropriated such sums as are necessary for the purpose of 
developing and submitting the report to Congress under sub- 
section (c). 


SEC. 4017. ORDERLY TRANSITION OF MUNICIPAL HEALTH SERVICE 
DEMONSTRATION PROJECTS. 


Section 9215 of the Consolidated Omnibus Budget Reconcili- 
ation Act of 1985, as amended by section 6135 of OBRA-1989 
and section 13557 of OBRA-1993, is further amended— 42 USC 1395b-1 
(1) by inserting “(a)” before “The Secretary”, and” note. 
(2) by adding at the end the following: “Subject to sub- 
section (c), the Secretary may further extend such demonstra- 
tion projects through December 31, 2000, but only with respect 
to individuals who received at least one service during the 
period beginning on January 1, 1996, and ending on the date 
of the enactment of the Balanced Budget Act of 1997. 
“(b) The Secretary shall work with each such demonstration 
project to develop a plan, to be submitted to the Committee on 
Ways and Means and the Committee on Commerce of the House 
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42 USC 
1395w-21 note 


of Representatives and the Committee on Finance of the Senate 
by March 31, 1998, for the orderly transition of demonstration 
projects and the project participants to a non-demonstration project 
health care delivery system, such as through integration with a 
private or public health plan, including a medicaid managed care 
or Medicare+Choice plan. 

“(c) A demonstration project under subsection (a) which does 
not develop and submit a transition plan under subsection (b) 
by March 31, 1998, or, if later, 6 months after the date of the 
enactment of the Balanced Budget Act of 1997, shall be discontinued 
as of December 31, 1998. The Secretary shall provide appropriate 
technical assistance to assist in the transition so that disruption 
of medical services to project participants may be minimized.”. 


SEC. 4018. MEDICARE ENROLLMENT DEMONSTRATION PROJECT. 


(a) DEMONSTRATION PROJECT.— 

(1) ESTABLISHMENT:—The Secretary shall implement a 
demonstration project (in this section referred to as the 
“project”) for the purpose of evaluating the use of a third- 
party contractor to conduct the Medicare+Choice plan enroll- 
ment and disenrollment functions, as described in part C of 
title XVIII of the Social Security Act (as added by section 
4001 of this Act), in an area. 

(2) CONSULTATION.—Before implementing the project under 
this section, the Secretary shall consult with affected parties 
on— 

(A) the design of the project; 

(B) the selection criteria for the third-party contractor; 
and 

(C) the establishment of performance standards, as 
described in paragraph (3). 

(3) PERFORMANCE STANDARDS.— 

(A) IN GENERAL.—The Secretary shall establish 
performance standards for the accuracy and timeliness of 
the Medicare+Choice plan enrollment and disenrollment 
functions performed by the third-party contractor. 

(B) NONCOMPLIANCE.—In the event that the third-party 
contractor is not in substantial compliance with the 
performance standards established under subparagraph 
(A), such enrollment and disenrollment functions shall be 
performed by the Medicare+Choice plan until the Secretary 
appoints a new third-party contractor. 

(b) REPORT TO CONGRESS.—The Secretary shall periodically 
report to Congress on the progress of the project conducted pursuant 
to this section. 

(c) WAIVER AUTHORITY.—The Secretary shall waive compliance 
with the requirements of part C of title XVIII of the Social Security 
Act (as amended by section 4001 of this Act) to such extent and 
for such period as the Secretary determines is necessary to conduct 
the project. 

(d) DURATION.—A demonstration project under this section shall 
be conducted for a 3-year period. 

(e) SEPARATE FROM OTHER DEMONSTRATION PROJECTS.—A 
project implemented by the Secretary under this section shall not 
be conducted in conjunction with any other demonstration project. 
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SEC. 4019. EXTENSION OF CERTAIN MEDICARE COMMUNITY NURSING 42 USC 1395mm 
ORGANIZATION DEMONSTRATION PROJECTS. note 


Notwithstanding any other provision of law, demonstration 
projects conducted under section 4079 of the Omnibus Budget Rec- 
onciliation Act of 1987 may be conducted for an additional period 
of 2 years, and the deadline for any report required relating to 
the results of such projects shall be not later than 6 months before 
the end of such additional period. 


CHAPTER 3—COMMISSIONS 


SEC. 4021. NATIONAL BIPARTISAN COMMISSION ON THE FUTURE OF 42 USC 1395b 
MEDICARE. note 


(a) ESTABLISHMENT.—There is established a commission to be 
known as the National Bipartisan Commission on the Future of 
Medicare (in this section referred to as the “Commission”). 

(b) DUTIES OF THE COMMISSION.—The Commission shall— 

(1) review and analyze the long-term financial condition 
of the medicare program under title XVIII of the Social Security 
Act (42 U.S.C. 1395 et seq.); 

(2) identify problems that threaten the financial integrity 
of the Federal Hospital Insurance Trust Fund and the Federal 
Supplementary Medical Insurance Trust Fund established 
under that title (42 U.S.C. 1395i, 1395t), including— 

(A) the financial impact on the medicare program of 
the significant increase in the number of medicare eligible 
individuals which will occur beginning approximately dur- 
ing 2010 and lasting for approximately 25 years, and 

(B) the extent to which current medicare update 
indexes do not accurately reflect inflation; 

(3) analyze potential solutions to the problems identified 
under paragraph (2) that will ensure both the financial integrity 
of the medicare program and the provision of appropriate bene- 
fits under such program, including methods used by other 
nations to respond to comparable demographic patterns in eligi- 
bility for health care benefits for elderly and disabled individ- 
uals and trends in employment-related health care for retirees; 

(4) make recommendations to restore the solvency of the 
Federal Hospital Insurance Trust Fund and the financial integ- 
rity of the Federal Supplementary Medical Insurance Trust 
Fund; 

(5) make recommendations for establishing the appropriate 
financial structure of the medicare program as a whole; 

(6) make recommendations for establishing the appropriate 
balance of benefits covered and beneficiary contributions to 
the medicare program; 

(7) make recommendations for the time periods during 
which the recommendations described in paragraphs (4), (5), 
and (6) should be implemented; 

(8) make recommendations regarding the financing of grad- 
uate medical education (GME), including consideration of alter- 
native broad-based sources of funding for such education and 
funding for institutions not currently eligible for such GME 
support that conduct approved graduate medical residency pro- 
grams, such as children’s hospitals; 

(9) make recommendations on modifying age-based eligi- 
bility to correspond to changes in age-based eligibility under 
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the OASDI program and on the feasibility of allowing individ- 
uals between the age of 62 and the medicare eligibility age 
to buy into the medicare program; 

(10) make recommendations on the impact of chronic dis- 
ease and disability trends on future costs and quality of services 
under the current benefit, financing, and delivery system struc- 
ture of the medicare program; 

(11) make recommendations regarding a comprehensive 
approach to preserve the program; aa 

(12) review and analyze such other matters as the Commis- 
sion deems appropriate. 

(c) MEMBERSHIP.— 

(1) NUMBER AND APPOINTMENT.—The Commission shall be 
composed of 17 members, of whom— 

(A) four shall be appointed by the President; 

(B) six shall be appointed by the Majority Leader of 
the Senate, in consultation with the Minority Leader of 
the Senate, of whom not more than 4 shall be of the 
same political party; 

(C) six shall be appointed by the Speaker of the House 
of Representatives, in consultation with the Minority 
Leader of the House of Representatives, of whom not more 
than 4 shall be of the same political party; and 

(D) one, who shall serve as Chairman of the Commis- 
sion, appointed jointly by the President, Majority Leader 
of the Senate, and the Speaker of the House of Representa- 
tives. 

(2) DEADLINE FOR APPOINTMENT.—Members of the Commis- 
sion shall be appointed by not later than December 1, 1997. 

(3) TERMS OF APPOINTMENT.—The term of any appointment 
under paragraph (1) to the Commission shall be for the life 
of the Commission. 

(4) MEETINGS.—The Commission shall meet at the call 
of its Chairman or a majority of its members. 

(5) QUORUM.—A quorum shall consist of 8 members of 
the Commission, except that 4 members may conduct a hearing 
under subsection (e). 

(6) VACANCIES.—A vacancy on the Commission shall be 
filled in the same manner in which the original appointment 
was made not later than 30 days after the Commission is 
given notice of the vacancy and shall not affect the power 
of the remaining members to execute the duties of the Commis- 
sion. 

(7) COMPENSATION.—Members of the Commission shall 
receive no additional pay, allowances, or benefits by reason 
of their service on the Commission. 

(8) EXPENSES.—Each member of the Commission shall 
receive travel expenses and per diem in lieu of subsistence 
in accordance with sections 5702 and 5703 of title 5, United 
States Code. 

(d) STAFF AND SUPPORT SERVICES.— 

(1) EXECUTIVE DIRECTOR.— 

(A) APPOINTMENT.—The Chairman shall appoint an 
executive director of the Commission. 

(B) COMPENSATION.—The executive director shall be 
paid the rate of basic pay for level V of the Executive 
Schedule. 
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(2) StarF.—With the approval of the Commission, the 
executive director may appoint such personnel as the executive 
director considers appropriate. 

(3) APPLICABILITY OF CIVIL SERVICE LAWS.—The staff of 
the Commission shall be appointed without regard to the provi- 
sions of title 5, United States Code, governing appointments 
in the competitive service, and shall be paid without regard 
to the provisions of chapter 51 and subchapter III of chapter 
53 of such title (relating to classification and General Schedule 
pay rates). 

(4) EXPERTS AND CONSULTANTS.—With the approval of the 
Commission, the executive director may procure temporary and 
intermittent services under section 3109(b) of title 5, United 
States Code. 

(5) PHYSICAL FACILITIES.—The Administrator of the Gen- 
eral Services Administration shall locate suitable office space 
for the operation of the Commission. The facilities shall serve 
as the headquarters of the Commission and shall include all 
necessary equipment and incidentals required for the proper 
functioning of the Commission. 

(e) POWERS OF COMMISSION.— 

(1) HEARINGS AND OTHER ACTIVITIES.—For the purpose of 
carrying out its duties, the Commission may hold such hearings 
and undertake such other activities as the Commission deter- 
mines to be necessary to carry out its duties. 

(2) STUDIES BY GAO.—Upon the request of the Commission, 
the Comptroller General shall conduct such studies or investiga- 
tions as the Commission determines to be necessary to carry 
out its duties. 

(3) COST ESTIMATES BY CONGRESSIONAL BUDGET OFFICE AND 
OFFICE OF THE CHIEF ACTUARY OF HCFA.— 

(A) The Director of the Congressional Budget Office 
or the Chief Actuary of the Health Care Financing Adminis- 
tration, or both, shall provide to the Commission, upon 
the request of the Commission, such cost estimates as 
the Commission determines to be necessary to carry out 
its duties. 

(B) The Commission shall reimburse the Director of 
the Congressional Budget Office for expenses relating to 
the employment in the office of the Director of such addi- 
tional staff as may be necessary for the Director to comply 
with requests by the Commission under subparagraph (A). 
(4) DETAIL OF FEDERAL EMPLOYEES.—Upon the request of 

the Commission, the head of any Federal agency is authorized 
to detail, without reimbursement, any of the personnel of such 
agency to the Commission to assist the Commission in carrying 
out its duties. Any such detail shall not interrupt or otherwise 
affect the civil service status or privileges of the Federal 
employee. 

(5) TECHNICAL ASSISTANCE.—Upon the request of the 
Commission, the head of a Federal agency shall provide such 
technical assistance to the Commission as the Commission 
determines to be necessary to carry out its duties. 

(6) USE OF MAILS.—The Commission may use the United 
States mails in the same manner and under the same conditions 
as Federal agencies and shall, for purposes of the frank, be 








42 USC 1395b-6 
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considered a commission of Congress as described in section 

3215 of title 39, United States Code. 

(7) OBTAINING INFORMATION.—The Commission may secure 
directly from any Federal agency information necessary to 
enable it to carry out its duties, if the information may be 
disclosed under section 552 of title 5, United States Code. 
Upon request of the Chairman of the Commission, the head 
of such agency shall furnish such information to the Commis- 
$10Nn. 

(8) ADMINISTRATIVE SUPPORT SERVICES.—Upon the request 
of the Commission, the Administrator of General Services shall 
provide to the Commission on a reimbursable basis such 
administrative support services as the Commission may 
request. 

(9) PRINTING.—For purposes of costs relating to printing 
and binding, including the cost of personnel detailed from the 
Government Printing Office, the Commission shall be deemed 
to be a committee of the Congress. 

(f) REPORT.—Not later than March 1, 1999, the Commission 
shall submit a report to the President and Congress which shall 
contain a detailed statement of only those recommendations, find- 
ings, and conclusions of the Commission that receive the approval 
of at least 11 members of the Commission. 

(g) TERMINATION.—The Commission shall terminate 30 days 
after the date of submission of the report required in subsection 
(f). 





(h) AUTHORIZATION OF APPROPRIATIONS.—There are authorized 
to be appropriated $1,500,000 to carry out this section. 60 percent 
of such appropriation shall be payable from the Federal Hospital 
Insurance Trust Fund, and 40 percent of such appropriation shall 
be payable from the Federal Supplementary Medical Insurance 
Trust Fund under title XVIII of the Social Security Act (42 U.S.C. 
1395i, 1395t). 


SEC. 4022. MEDICARE PAYMENT ADVISORY COMMISSION. 


(a) IN GENERAL.—Title XVIII is amended by inserting after 
section 1804 the following new section: 


“MEDICARE PAYMENT ADVISORY COMMISSION 


“SEC. 1805. (a) ESTABLISHMENT.—There is hereby established 
the Medicare Payment Advisory Commission (in this section 
referred to as the ‘Commission’). 

“(b) DUTIES.— 

“(1) REVIEW OF PAYMENT POLICIES AND ANNUAL REPORTS.— 

The Commission shall— 

“(A) review payment policies under this title, including 
the topics described in paragraph (2); 

“(B) make recommendations to Congress concerning 
such payment policies; 

“(C) by not later than March 1 of each year (beginning 
with 1998), submit a report to Congress containing the 
results of such reviews and its recommendations concerning 
such policies; and 

“(D) by not later than June 1 of each year (beginning 
with 1998), submit a report to Congress containing an 
examination of issues affecting the medicare program, 
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including the implications of changes in health care deliv- 

ery in the United States and in the market for health 

care services on the medicare program. 

“(2) SPECIFIC TOPICS TO BE REVIEWED.— 

“(A) MEDICARE+CHOICE PROGRAM.—Specifically, the 
Commission shall review, with respect to the 
Medicare+Choice program under part C, the following: 

“(i) The methodology for making payment to plans 
under such program, including the making of differen- 
tial payments and the distribution of differential 
updates among different payment areas. 

“(ii) The mechanisms used to adjust payments for 
risk and the need to adjust such mechanisms to take 
into account health status of beneficiaries. 

“(iii) The implications of risk selection both among 
Medicare+Choice organizations and between the 
Medicare+Choice option and the original medicare fee- 
for-service option. 

“(iv) The development and implementation of 
mechanisms to assure the quality of care for those 
enrolled with Medicare+Choice organizations. 

“(v) The impact of the Medicare+Choice program 
on access to care for medicare beneficiaries. 

“(vi) Other major issues in implementation and 
further development of the Medicare+Choice program. 
“(B) ORIGINAL MEDICARE FEE-FOR-SERVICE SYSTEM.— 

Specifically, the Commission shall review payment policies 

under parts A and B, including— 

“(i) the factors affecting expenditures for services 
in different sectors, including the process for updating 
hospital, skilled nursing facility, physician, and other 
fees, 

“(ii) payment methodologies, and 

“(iii) their relationship to access and quality of 
care for medicare beneficiaries. 

“(C) INTERACTION OF MEDICARE PAYMENT POLICIES WITH 
HEALTH CARE DELIVERY GENERALLY.—Specifically, the 
Commission shall review the effect of payment policies 
under this title on the delivery of health care services 
other than under this title and assess the implications 
of changes in health care delivery in the United States 
and in the general market for health care services on 
the medicare program. 

“(3) COMMENTS ON CERTAIN SECRETARIAL REPORTS.—If the 
Secretary submits to Congress (or a committee of Congress) 
a report that is required by law and that relates to payment 
policies under this title, the Secretary shall transmit a copy 
of the report to the Commission. The Commission shall review 
the report and, not later than 6 months after the date of 
submittal of the Secretary’s report to Congress, shall submit 
to the appropriate committees of Congress written comments 
on such report. Such comments may include such recommenda- 
tions as the Commission deems appropriate. 

“(4) AGENDA AND ADDITIONAL REVIEWS.—The Commission 
shall consult periodically with the chairmen and ranking minor- 
ity members of the appropriate committees of Congress regard- 
ing the Commission’s agenda and progress towards achieving 
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the agenda. The Commission may conduct additional reviews, 
and submit additional reports to the appropriate committees 
of Congress, from time to time on such topics relating to the 
program under this title as may be requested by such chairmen 
and members and as the Commission deems appropriate. 

“(5) AVAILABILITY OF REPORTS.—The Commission shall 
transmit to the Secretary a copy of each report submitted 
under this subsection and shall make such reports available 
to the public 

“(6) APPROPRIATE COMMITTEES OF CONGRESS.—F or purposes 
of this section, the term ‘appropriate committees of Congress’ 
means the Committees on Ways and Means and Commerce 
of the House of Representatives and the Committee on Finance 
of the Senate 
“(c) MEMBERSHIP.— 

“(1) NUMBER AND APPOINTMENT.—The Commission shall 
be composed of 15 members appointed by the Comptroller Gen- 
eral 

“(2) QUALIFICATIONS.— 

“(A) IN GENERAL.—The membership of the Commission 
shall include individuals with national recognition for their 
expertise in health finance and economics, actuarial 
science, health facility management, health plans and 
integrated delivery systems, reimbursement of health facili- 
ties, allopathic and osteopathic physicians, and other 
providers of health services, and other related fields, who 
provide a mix of different professionals, broad geographic 
representation, and a balance between urban and rural 
representatives 

“(B) INCLUSION.—The membership of the Commission 
shall include (but not be limited to) physicians and other 
health professionals, employers, third-party payers, individ- 
uals skilled in the conduct and interpretation of biomedical, 
health services, and health economics research and exper- 
tise in outcomes and effectiveness research and technology 
assessment. Such membership shall also include represent- 
atives of consumers and the elderly 

‘((C) MAJORITY NONPROVIDERS.—Individuals who are 
directly involved in the provision, or management of the 
delivery, of items and services covered under this title 
shall not constitute a majority of the membership of the 
Commission. 

“(D) ETHICAL DISCLOSURE.—The Comptroller General 
shall establish a system for public disclosure by members 
of the Commission of financial and other potential conflicts 
of interest relating to such members. 

“(3) TERMS 

“(A) IN GENERAL.—The terms of members of the 
Commission shall be for 3 years except that the Comptroller 
General shall designate staggered terms for the members 
first appointed. 

“(B) VACANCIES.—Any member appointed to fill a 
vacancy occurring before the expiration of the term for 
which the member’s predecessor was appointed shall be 
appointed only for the remainder of that term. A member 
may serve after the expiration of that member’s term until 
a successor has taken office. A vacancy in the Commission 
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shall be filled in the manner in which the original appoint- 

ment was made. 

“(4) COMPENSATION.—While serving on the business of the 
Commission (including traveltime), a member of the Commis- 
sion shall be entitled to compensation at the per diem equiva- 
lent of the rate provided for level IV of the Executive Schedule 
under section 5315 of title 5, United States Code; and while 
so serving away from home and the member’s regular place 
of business, a member may be allowed travel expenses, as 
authorized by the Chairman of the Commission. Physicians 
serving as personnel of the Commission may be provided a 
physician comparability allowance by the Commission in the 
same manner as Government physicians may be provided such 
an allowance by an agency under section 5948 of title 5, United 
States Code, and for such purpose subsection (i) of such section 
shall apply to the Commission in the same manner as it applies 
to the Tennessee Valley Authority. For purposes of pay (other 
than pay of members of the Commission) and employment 
benefits, rights, and privileges, all personnel of the Commission 
shall be treated as if they were employees of the United States 
Senate. 

“(5) CHAIRMAN; VICE CHAIRMAN.—The Comptroller General 
shall designate a member of the Commission, at the time of 
appointment of the member as Chairman and a member as 
Vice Chairman for that term of appointment, except that in 
the case of vacancy of the Chairmanship or Vice Chairmanship, 
the Comptroller General may designate another member for 
the remainder of that member’s term 

“(6) MEETINGS.—The Commission shall meet at the call 
of the Chairman. 

“(d) DIRECTOR AND STAFF; EXPERTS AND CONSULTANTS.—Sub- 
ject to such review as the Comptroller General deems necessary 
to assure the efficient administration of the Commission, the 
Commission may— 

“(1) employ and fix the compensation of an Executive Direc- 
tor (subject to the approval of the Comptroller General) and 
such other personnel as may be necessary to carry out its 
duties (without regard to the provisions of title 5, United States 
Code, governing appointments in the competitive service); 

“(2) seek such assistance and support as may be required 
in the performance of its duties from appropriate Federal 
departments and agencies; 

“(3) enter into contracts or make other arrangements, as 
may be necessary for the conduct of the work of the Commission 
(without regard to section 3709 of the Revised Statutes (41 
U.S.C. 5)); 

“(4) make advance, progress, and other payments which 
relate to the work of the Commission; 

“(5) provide transportation and subsistence for persons 
serving without compensation; and 

“(6) prescribe such rules and regulations as it deems nec- 
essary with respect to the internal organization and operation 
of the Commission. 

“(e) POWERS.— 

“(1) OBTAINING OFFICIAL DATA.—The Commission may 
secure directly from any department or agency of the United 
States information necessary to enable it to carry out this 
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section. Upon request of the Chairman, the head of that depart- 
ment or agency shall furnish that information to the Commis- 
sion on an agreed upon schedule. 

“(2) DATA COLLECTION.—In order to carry out its functions, 
the Commission shall— 

“(A) utilize existing information, both published and 
unpublished, where possible, collected and assessed either 
by its own staff or under other arrangements made in 
accordance with this section, 

“(B) carry out, or award grants or contracts for, original 
research and experimentation, where existing information 
is inadequate, and 

“(C) adopt procedures allowing any interested party 
to submit information for the Commission’s use in making 
reports and recommendations. 

“(3) ACCESS OF GAO TO INFORMATION.—The Comptroller 
General shall have unrestricted access to all deliberations, 
records, and nonproprietary data of the Commission, imme- 
diately upon request. 

“(4) PERIODIC AUDIT.—The Commission shall be subject 
to periodic audit by the Comptroller General. 

“(f) AUTHORIZATION OF APPROPRIATIONS.— 

“(1) REQUEST FOR APPROPRIATIONS.—The Commission shall 
submit requests for appropriations in the same manner as 
the Comptroller General submits requests for appropriations, 
but amounts appropriated for the Commission shall be separate 
from amounts appropriated for the Comptroller General. 

“(2) AUTHORIZATION.—There are authorized to be appro- 
priated such sums as may be necessary to carry out the provi- 
sions of this section. Sixty percent of such appropriation shall 
be payable from the Federal Hospital Insurance Trust Fund, 
and 40 percent of such appropriation shall be payable from 
the Federal Supplementary Medical Insurance Trust Fund.”. 
(b) ABOLITION OF PROPAC AND PPRC.— 

(1) PROPAC.— 

(A) IN GENERAL.—Section 1886(e) (42 U.S.C. 
1395ww(e)) is amended— 

(i) by striking paragraphs (2) and (6); and 
(ii) in paragraph (3), by striking “(A) The Commis- 
sion” and all that follows through “(B)”. 

(B) CONFORMING AMENDMENT.—Section 1862 (42 
U.S.C. 1395y) is amended by striking “Prospective Payment 
Assessment Commission” each place it appears in sub- 
section (a)(1)(D) and subsection (i) and inserting “Medicare 
Payment Advisory Commission”. 

(2) PPRC.— 

(A) IN GENERAL.—Title XVIII is amended by striking 
section 1845 (42 U.S.C. 1395w-1). 

(B) ELIMINATION OF CERTAIN REPORTS.—Section 1848 
(42 U.S.C. 1395w—4) is amended— 

(i) by striking subparagraph (F) of subsection 

(d)(2), 

(ii) by striking subparagraph (B) of subsection 

(f)(1), and 

(iii) in subsection (f)(3), by striking “Physician Pay- 
ment Review Commission,”. 
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(C) CONFORMING AMENDMENTS.—Section 1848 (42 

U.S.C. 1395w-—4) is amended by striking “Physician Pay- 

ment Review Commission” and inserting “Medicare Pay- 

ment Advisory Commission” each place it appears in sub- 

sections (c)(2)(B)(iii), (g46)(C), and (g)(7)(C). 

(c) EFFECTIVE DATE; TRANSITION.— 42 USC 1395b-6 

(1) IN GENERAL.—The Comptroller General shall first pro- note 
vide for appointment of members to the Medicare Payment 
Advisory Commission (in this subsection referred to as 
“MedPAC”) by not later than September 30, 1997. 

(2) TRANSITION.—As quickly as possible after the date a 
majority of members of MedPAC are first appointed, the 
Comptroller General, in consultation with the Prospective Pay- 
ment Assessment Commission (in this subsection referred to 
as “ProPAC”) and the Physician Payment Review Commission 
(in this subsection referred to as “PPRC”), shall provide for 
the termination of the ProPAC and the PPRC. As of the date 
of termination of the respective Commissions, the amendments 
made by paragraphs (1) and (2), respectively, of subsection 
(b) become effective. The Comptroller General, to the extent 
feasible, shall provide for the transfer to the MedPAC of assets 
and staff of the ProPAC and the PPRC, without any loss 
of benefits or seniority by virtue of such transfers. Fund bal- 
ances available to the ProPAC or the PPRC for any period 
shall be available to the MedPAC for such period for like 
purposes. 

(3) CONTINUING RESPONSIBILITY FOR REPORTS.—The 
MedPAC shall be responsible for the preparation and submis- 
sion of reports required by law to be submitted (and which 
have not been submitted by the date of establishment of the 
MedPAC) by the ProPAC and the PPRC, and, for this purpose, 
any reference in law to either such Commission is deemed, 
after the appointment of the MedPAC, to refer to the MedPAC. 


CHAPTER 4—MEDIGAP PROTECTIONS 


SEC. 4031. MEDIGAP PROTECTIONS. 


(a) GUARANTEEING ISSUE WITHOUT PREEXISTING CONDITIONS 
FOR CONTINUOUSLY COVERED INDIVIDUALS.—Section 1882(s) (42 
U.S.C. 1395ss(s)) is amended— 

(1) in paragraph (3), by striking “paragraphs (1) and (2)” 
and inserting “this subsection”, 

(2) by redesignating paragraph (3) as paragraph (4), and 

(3) by inserting after paragraph (2) the following new para- 
graph: 

“(3)(A) The issuer of a medicare supplemental policy— 

“(i) may not deny or condition the issuance or effectiveness 
of a medicare supplemental policy described in subparagraph 
(C) that is offered and is available for issuance to new enrollees 
by such issuer; 

“(ii) may not discriminate in the pricing of such policy, 
because of health status, claims experience, receipt of health 
care, or medical condition; and 

“(ili) may not impose an exclusion of benefits based on 
a pre-existing condition under such policy, 

in the case of an individual eatiak in subparagraph (B) who 
seeks to enroll under the policy not later than 63 days after the 





111 STAT. 356 





PUBLIC LAW 105-33—AUG. 5, 1997 


date of the termination of enrollment described in such subpara- 
graph and who submits evidence of the date of termination or 
disenrollment along with the application for such medicare supple- 
mental policy. 


“(B) An individual described in this subparagraph is an individ- 


ual described in any of the following clauses: 


“(i) The individual is enrolled under an employee welfare 
benefit plan that provides health benefits that supplement the 
benefits under this title and the plan terminates or ceases 
to provide all such supplemental health benefits to the individ- 
ual. 

“(ii) The individual is enrolled with a Medicare+Choice 
organization under a Medicare+Choice plan under part C, and 
there are circumstances permitting discontinuance of the 
individual’s election of the plan under the first sentence of 
section 1851(e)(4). 

“(iii) The individual is enrolled with an eligible organization 
under a contract under section 1876, a similar organization 
operating under demonstration project authority, effective for 
periods before April 1, 1999, with an organization under an 
agreement under section 1833(a)(1)(A), or with an organization 
under a policy described in subsection (t), and such enrollment 
ceases under the same circumstances that would permit dis- 
continuance of an individual’s election of coverage under the 
first sentence of section 1851(e)(4) and, in the case of a policy 
described in subsection (t), there is no provision under 
applicable State law for the continuation or conversion of cov- 
erage under such policy 

“(iv) The individual is enrolled under a medicare supple- 
mental policy under this section and such enrollment ceases 
because— 

“(I) of the bankruptcy or insolvency of the issuer or 
because of other involuntary termination of coverage or 
enrollment under such policy and there is no provision 
under applicable State law for the continuation or conver- 
sion of such coverage; 

“(II) the issuer of the policy substantially violated a 
material provision of the policy; or 

“(III) the issuer (or an agent or other entity acting 
on the issuer’s behalf) materially misrepresented the pol- 
icy’s provisions in marketing the policy to the individual. 
“(v) The individual— 

“(I) was enrolled under a medicare supplemental policy 
under this section, 

“(II) subsequently terminates such enrollment and 
enrolls, for the first time, with any Medicare+Choice 
organization under a Medicare+Choice plan under part 
C, any eligible organization under a contract under section 
1876, any similar organization operating under demonstra- 
tion project authority, or any policy described in subsection 
(t), and 

“(III) the subsequent enrollment under subclause (II) 
is terminated by the enrollee during any period within 
the first 12 months of such enrollment (during which the 
enrollee is permitted to terminate such subsequent enroll- 
ment under section 1851(e)). 
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“(vi) The individual, upon first becoming eligible for benefits 
under part A at age 65, enrolls in a Medicare+Choice plan 
under part C, and disenrolls from such plan by not later than 
12 months after the effective date of such enrollment. 

“(C)Gi) Subject to clauses (ii) and (iii), a medicare supplemental 
policy described in this subparagraph is a medicare supplemental 
policy which has a benefit package classified as ‘A’, ‘B’, ‘C’, or 
‘F’ under the standards established under subsection (p)(2) 

“(ii) Only for purposes of an individual described in subpara- 
graph (B)(v), a medicare supplemental policy described in this 
subparagraph is the same medicare supplemental policy referred 
to in such subparagraph in which the individual was most recently 
previously enrolled, if available from the same issuer, or, if not 
so available, a policy described in clause (i). 

“(iii) Only for purposes of an individual described in subpara- 
graph (B)(vi), a medicare supplemental policy described in this 
subparagraph shall include any medicare supplemental policy. 


“(iv) For purposes of applying this paragraph in the case of 


a State that provides for offering of benefit packages other than 
under the classification referred to in clause (i), the references 
to benefit packages in such clause are deemed references to com- 
parable benefit packages offered in such State. 

“(D) At the time of an event described in subparagraph (B) 
because of which an individual ceases enrollment or loses coverage 
or benefits under a contract or agreement, policy, or plan, the 
organization that offers the contract or agreement, the insurer 
offering the policy, or the administrator of the plan, respectively, 
shall notify the individual of the rights of the individual under 
this paragraph, and obligations of issuers of medicare supplemental 
policies, under subparagraph (A).” 

(b) LIMITATION ON IMPOSITION OF PREEXISTING CONDITION 
EXCLUSION DURING INITIAL OPEN ENROLLMENT PERIOD.—Section 
1882(s)(2) (42 U.S.C. 1395ss(s)(2)) is amended— 

(1) in subparagraph (B), by striking “subparagraph (C)” 
and inserting “subparagraphs (C) and (D)”, and 
(2) by adding at the end the following new subparagraph: 

“(D) In the case of a policy issued during the 6-month period 
described in subparagraph (A) to an individual who is 65 years 
of age or older as of the date of issuance and who as of the 
date of the application for enrollment has a continuous period 
of creditable coverage (as defined in 2701(c) of the Public Health 
Service Act) of— 

“(i) at least 6 months, the policy may not exclude benefits 
based on a pre-existing condition; or 
“(ii) less than 6 months, if the policy excludes benefits 
based on a preexisting condition, the policy shall reduce the 
period of any preexisting condition exclusion by the aggregate 
of the periods of creditable coverage (if any, as so defined) 
applicable to the individual as of the enrollment date. 
The Secretary shall specify the manner of the reduction under 
clause (ii), based upon the rules used by the Secretary in carrying 
out section 2701(a)(3) of such Act.” 

(c) CONFORMING AMENDMENT.—Section 1882(d)(3)(A)(vi)(IIT) (42 
U.S.C. 1395ss(d)(2)(A)(vi)(III)) is amended by inserting “, a policy 
described in clause (v),” after “Medicare supplemental policy”. 

(d) EFFECTIVE DATES.— 


42 USC 1395ss 
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(1) GUARANTEED ISSUE.—The amendment made by sub- 
section (a) shall take effect on July 1, 1998. 

(2) LIMIT ON PREEXISTING CONDITION EXCLUSIONS.—The 
amendment made by subsection (b) shall apply to policies issued 
on or after July 1, 1998 

(3) CONFORMING AMENDMENT.—The amendment made by 
subsection (c) shall be effective as if included in the enactment 
of the Health Insurance Portability and Accountability Act of 
1996. 

(e) TRANSITION PROVISIONS.— 

(1) IN GENERAL.—If the Secretary of Health and Human 
Services identifies a State as requiring a change to its statutes 
or regulations to conform its regulatory program to the changes 
made by this section, the State regulatory program shall not 
be considered to be out of compliance with the requirements 
of section 1882 of the Social Security Act due solely to failure 
to make such change until the date specified in paragraph 
(4). 

(2) NAIC STANDARDS.—If, within 9 months after the date 
of the enactment of this Act, the National Association of Insur- 
ance Commissioners (in this subsection referred to as the 
“NAIC”) modifies its NAIC Model Regulation relating to section 
1882 of the Social Security Act (referred to in such section 
as the 1991 NAIC Model Regulation, as modified pursuant 
to section 171(m)(2) of the Social Security Act Amendments 
of 1994 (Public Law 103-432) and as modified pursuant to 
section 1882(d)\(3)(A\viXIV) of the Social Security Act, as added 
by section 27l(a) of the Health Insurance Portability and 
Accountability Act of 1996 (Public Law 104-191) to conform 
to the amendments made by this section, such revised regula- 
tion incorporating the modifications shall be considered to be 
the applicable NAIC model regulation (including the revised 
NAIC model regulation and the 1991 NAIC Model Regulation) 
for the purposes of such section. 

(3) SECRETARY STANDARDS.—If the NAIC does not make 
the modifications described in paragraph (2) within the period 
specified in such paragraph, the Secretary of Health and 
Human Services shall make the modifications described in such 
paragraph and such revised regulation incorporating the modi- 
fications shall be considered to be the appropriate Regulation 
for the purposes of such section. 

(4) DATE SPECIFIED.— 

(A) IN GENERAL.—Subject to subparagraph (B), the date 
specified in this paragraph for a State is the earlier of— 
(i) the date the State changes its statutes or regu- 
lations to conform its regulatory program to the 
changes made by this section, or 
(ii) 1 year after the date the NAIC or the Secretary 
first makes the modifications under paragraph (2) or 
(3), respectively. 
(B) ADDITIONAL LEGISLATIVE ACTION REQUIRED.—In the 
case of a State which the Secretary identifies as— 
(i) requiring State legislation (other than legisla- 
tion appropriating funds) to conform its regulatory pro- 
gram to the changes made in this section, but 
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(ii) having a legislature which is not scheduled 
to meet in 1999 in a legislative session in which such 
legislation may be considered, 

the date specified in this paragraph is the first day of 
the first calendar quarter beginning after the close of the 
first legislative session of the State legislature that begins 
on or after July 1, 1999. For purposes of the previous 
sentence, in the case of a State that has a 2-year legislative 
session, each year of such session shall be deemed to be 
a separate regular session of the State legislature. 

(f) CONFORMING BENEFITS TO CHANGES IN TERMINOLOGY FOR 42 USC 1395ss 
HOSPITAL OUTPATIENT DEPARTMENT COST SHARING.—For purposes ote 
of apply section 1882 of the Social Security Act (42 U.S.C. 1395ss) 
and regulations referred to in subsection (e), copayment amounts 
provided under section 1833(t)(5) of such Act with respect to hospital 
outpatient department services shall be treated under medicare 
supplemental policies in the same manner as coinsurance with 
respect to such services. 


SEC. 4032. ADDITION OF HIGH DEDUCTIBLE MEDIGAP POLICIES. 


(a) IN GENERAL.—Section 1882(p) (42 U.S.C. 1395ss(p)) is 
amended— 

(1) in paragraph (2)(C), by inserting “plus the 2 plans 
described in paragraph (11)(A)” after “exceed 10”; and 

(2) by adding at the end the following: 

“(11)(A) For purposes of paragraph (2), the benefit packages 
described in this subparagraph are as follows: 

“(i) The benefit package classified as ‘F’ under the stand- 
ards established by such paragraph, except that it has a high 
deductible feature. 

“(ii) The benefit package classified as ‘J’ under the stand- 
ards established by such paragraph, except that it has a high 
deductible feature. 

“(B) For purposes of subparagraph (A), a high deductible feature 
is one which— 

“(i) requires the beneficiary of the policy to pay annual 
out-of-pocket expenses (other than premiums) in the amount 
specified in subparagraph (C) before the policy begins payment 
of benefits, and 

“(ii) covers 100 percent of covered out-of-pocket expenses 
once such deductible has been satisfied in a year. 

“(C) The amount specified in this subparagraph— 

“(i) for 1998 and 1999 is $1,500, and 

“(i) for a subsequent year, is the amount specified in 
this subparagraph for the previous year increased by the 
percentage increase in the Consumer Price Index for all urban 
consumers (all items; U.S. city average) for the 12-month period 
ending with August of the preceding year. 

If any amount determined under clause (ii) is not a multiple of 
$10, it shall be rounded to the nearest multiple of $10.”. 
(b) EFFECTIVE DATE.— 42 USC 1395ss 

(1) IN GENERAL.—The amendments made by subsection te 
(a) shall take effect the date of the enactment of this Act. 

(2) TRANSITION.—The provisions of section 4031(e) shall 
apply with respect to this section in the same manner as 
they apply to section 4031. 
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26 USC 501 note 


CHAPTER 5—TAX TREATMENT OF HOSPITALS PARTICI- 
PATING IN PROVIDER-SPONSORED ORGANIZATIONS 


SEC. 4041. TAX TREATMENT OF HOSPITALS WHICH PARTICIPATE IN 
PROVIDER-SPONSORED ORGANIZATIONS. 


(a) IN GENERAL.—Section 501 of the Internal Revenue Code 
of 1986 (relating to exemption from tax on corporations, certain 
trusts, etc.) is amended by redesignating subsection (0) as subsection 
(p) and by inserting after subsection (n) the following new sub- 
section: 

“(o) TREATMENT OF HOSPITALS PARTICIPATING IN PROVIDER- 
SPONSORED ORGANIZATIONS.—An organization shall not fail to be 
treated as organized and operated exclusively for a charitable pur- 
pose for purposes of subsection (c)(3) solely because a hospital 
which is owned and operated by such organization participates 
in a provider-sponsored organization (as defined in section 1853(e) 
of the Social Security Act), whether or not the provider-sponsored 
organization is exempt from tax. For purposes of subsection (c)(3), 
any person with a material financial interest in such a provider- 
sponsored organization shall be treated as a private shareholder 
or individual with respect to the hospital.” 

(b) EFFECTIVE DATE.—The amendment made by subsection (a) 
shall take effect on the date of the enactment of this Act. 


Subtitle B—Prevention Initiatives 


SEC. 4101. SCREENING MAMMOGRAPHY. 


(a) PROVIDING ANNUAL SCREENING MAMMOGRAPHY FOR WOMEN 
OVER AGE 39.—Section 1834(c)(2)(A) (42 U.S.C. 1395m(c)(2)A)) is 
amended— 

(1) in clause (iii), to read as follows: 

“ii) In the case of a woman over 39 years of 
age, payment may not be made under this part for 
screening mammography performed within 11 months 
following the month in which a previous screening 
mammography was performed.”; and 

(2) by striking clauses (iv) and (v). 

(b) WAIVER OF DEDUCTIBLE.—The first sentence of section 

1833(b) (42 U.S.C. 1395l(b)) is amended— 
(1) by striking “and” before “(4)”, and 
(2) by inserting before the period at the end the following: 

“, and (5) such deductible shall not apply with respect to screen- 

ing mammography (as described in section 1861(jj))”. 

(c) CONFORMING AMENDMENT.—Section 1834(c)(1)(C) (42 U.S.C. 
1395m(c)\(1)(C)) is amended by striking “, subject to the deductible 
established under section 1833(b),”. 

(d) EFFECTIVE DATE.—The amendments made by this section 
shall apply to items and services furnished on or after January 
1, 1998. 


SEC. 4102. SCREENING PAP SMEAR AND PELVIC EXAMS. 

(a) COVERAGE OF PELVIC EXAM; INCREASING FREQUENCY OF 
COVERAGE OF PAP SMEAR.—Section 1861(nn) (42 U.S.C. 1395x(nn)) 
is amended— 

(1) in the heading, by striking “Smear” and inserting 

“Smear; Screening Pelvic Exam”; 
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(2) by inserting “or vaginal” after “cervical” each place 
it appears; 

(3) by striking “(nn)” and inserting “(nn)(1)”; 

(4) by striking “3 years” and all that follows and inserting 

“3 years, or during the preceding year in the case of a woman 

described in paragraph (3).”; and 

(5) by adding at the end the following new paragraphs 

“(2) The term ‘screening pelvic exam’ means a pelvic examina- 
tion provided to a woman if the woman involved has not had 
such an examination during the preceding 3 years, or during the 
preceding year in the case of a woman described in paragraph 
(3), and includes a clinical breast examination. 

“(3) A woman described in this paragraph is a woman who— 

“(A) is of childbearing age and has had a test described 
in this subsection during any of the preceding 3 years that 
indicated the presence of cervical or vaginal cancer or other 
abnormality; or 

“(B) is at high risk of developing cervical or vaginal cancer 

(as determined pursuant to factors identified by the Sec- 

retary).”. 

(b) WAIVER OF DEDUCTIBLE.—The first sentence of section 
1833(b) (42 U.S.C. 1395l(b)), as amended by section 4101(b), is 
amended— 

(1) by striking “and” before “(5)”, and 

(2) by inserting before the period at the end the following: 

“, and (6) such deductible shall not apply with respect to screen- 

ing pap smear and screening pelvic exam (as described in 

section 1861(nn))”. 

(c) CONFORMING AMENDMENTS.—Sections 1861(s)(14) and 
1862(a)(1XF) (42 U.S.C. 1395x(s)(14), 1395y(a)(1)F)) are each 
amended by inserting “and screening pelvic exam” after “screening 
pap smear”. 

(d) PAYMENT UNDER PHYSICIAN FEE SCHEDULE.—Section 
1848(j3) (42 U.S.C. 13895w—4(j)(3)) is amended by striking “and 
(4)” and inserting “(4) and (14) (with respect to services described 
in section 1861(nn)(2))” 

(e) EFFECTIVE DATE.—The amendments made by this section 42 USC 1395: 
shall apply to items and services furnished on or after January note 
1, 1998. 


SEC. 4103. PROSTATE CANCER SCREENING TESTS. 


(a) COVERAGE.—Section 1861 (42 U.S.C. 1395x) is amended— 
(1) in subsection (s)(2)— 
(A) by striking “and” at the end of subparagraphs 
(N) and (O), and 
(B) by inserting after subparagraph (O) the following 
new subparagraph: 
“(P) prostate cancer screening tests (as defined in sub- 
section (00)); and”; and . 
(2) by adding at the end the following new subsection: 


« 





“Prostate Cancer Screening Tests 


“(oo1) The term ‘prostate cancer screening test’ means a test 
that consists of any (or all) of the procedures described in paragraph 
(2) provided for the purpose of early detection of prostate cancer 
to a man over 50 years of age who has not had such a test 
during the preceding year. 
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“(2) The procedures described in this paragraph are as follows 

“(A) A digital rectal examination 

‘(B) A prostate-specific antigen blood test. 

“(C) For years beginning after 2002, such other procedures 
as the Secretary finds appropriate for the purpose of early 
detection of prostate cancer, taking into account changes in 
technology and standards of medical practice, availability, 
effectiveness, costs, and such other factors as the Secretary 
considers appropriate.” 

b) PAYMENT FOR PROSTATE-SPECIFIC ANTIGEN BLOOD TEST 
UNDER CLINICAL DIAGNOSTIC LABORATORY TEST FEE SCHEDULES. 
Section 1833(h)(1)A) (42 U.S.C. 1395l(h)(1)A)) is amended by 
inserting after “laboratory tests” the following: “(including prostate 
cancer screening tests under section 1861(00) consisting of prostate- 
specific antigen blood tests)” 

(c) CONFORMING AMENDMENT.—Section 1862(a) (42 U.S.C 
1395y(a)) is amended— 

(1) in paragraph (1)— 

(A) in subparagraph (E), by striking “and” at the end, 

(B) in subparagraph (F), by striking the semicolon 
at the end and inserting “, and”, and 

(C) by adding at the end the following new subpara- 
graph 

“(G) in the case of prostate cancer screening tests (as 
defined in section 1861(00)), which are performed more fre- 
quently than is covered under such section;”; and 

(2) in paragraph (7), by striking “paragraph (1)(B) or under 
paragraph (1)F)” and inserting “subparagraphs (B), (F), or 
(G) of paragraph (1)” 

(d) PAYMENT UNDER PHYSICIAN FEE SCHEDULE.—Section 
1848(j)(3) (42 U.S.C. 1395w—4(j)(3)), as amended by section 4102, 
is amended by inserting “, (2)(P) (with respect to services described 
in subparagraphs (A) and (C) of section 1861(00)(2),” after “(2)(G)” 

(e) EFFECTIVE DATE.—The amendments made by this section 
shall apply to items and services furnished on or after January 
1, 2000 
SEC. 4104. COVERAGE OF COLORECTAL SCREENING. 

(a) COVERAGE. 

(1) IN GENERAL.—Section 1861 (42 U.S.C. 1395x), as amend- 
ed by section 4103(a), is amended— 

(A) in subsection (s)(2)— 
(i) by striking “and” at the end of subparagraph 
(P); 
(ii) by adding “and” at the end of subparagraph 
(Q); and 
(iii) by adding at the end the following new 
subparagraph: 
R) colorectal cancer screening tests (as defined in sub- 
section (pp)); and”; and 
(B) by adding at the end the following new subsection 


“ 


“Colorectal Cancer Screening Tests 


“(pp(1) The term ‘colorectal cancer screening test’ means any 
of the following procedures furnished to an individual for the pur- 
pose of early detection of colorectal cancer: 

“(A) Screening fecal-occult blood test. 
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“(B) Screening flexible sigmoidoscopy. 

“(C) In the case of an individual at high risk for colorectal 
cancer, screening colonoscopy. 

“(D) Such other tests or procedures, and modifications to 
tests and procedures under this subsection, with such frequency 
and payment limits, as the Secretary determines appropriate, 
in consultation with appropriate organizations. 

“(2) In paragraph (1)(C), an ‘individual at high risk for colorectal 
cancer’ is an individual who, because of family history, prior experi- 
ence of cancer or precursor neoplastic polyps, a history of chronic 
digestive disease condition (including inflammatory bowel disease, 
Crohn’s Disease, or ulcerative colitis), the presence of any appro- 
priate recognized gene markers for colorectal cancer, or other pre- 
disposing factors, faces a high risk for colorectal cancer.”. 

(2) DEADLINE FOR PUBLICATION OF DETERMINATION ON COV- Federal Register, 
ERAGE OF SCREENING BARIUM ENEMA.—Not later than the ear- publication. 
lier of the date that is January 1, 1998, or 90 days after — soe 
the date of the enactment of this Act, the Secretary of Health ~ 
and Human Services shall publish notice in the Federal Reg- 
ister with respect to the determination under paragraph (1)(D) 
of section 1861(pp) of the Social Security Act (42 U.S.¢ 
1395x(pp)), as added by paragraph (1), on the coverage of 
a screening barium enema as a colorectal cancer screening 
test under such section. 

(b) FREQUENCY LIMITS AND PAYMENT.— 

(1) IN GENERAL.—Section 1834 (42 U.S.C. 1395m) is amend- 
ed by inserting after subsection (c) the following new subsection: 
“(d) FREQUENCY LIMITS AND PAYMENT FOR COLORECTAL CANCER 

SCREENING TESTS.— 

“(1) SCREENING FECAL-OCCULT BLOOD TESTS.— 

“(A) PAYMENT AMOUNT.—The payment amount for 
colorectal cancer screening tests consisting of screening 
fecal-occult blood tests is equal to the payment amount 
established for diagnostic fecal-occult blood tests under sec- 
tion 1833(h). 

“(B) FREQUENCY LIMIT.—No payment may be made 
under this part for a colorectal cancer screening test 
consisting of a screening fecal-occult blood test— 

“Gi) if the individual is under 50 years of age; 
or 

“(ii) if the test is performed within the 11 months 
after a previous screening fecal-occult blood test. 

“(2) SCREENING FLEXIBLE SIGMOIDOSCOPIES.— 

“(A) FEE SCHEDULE.—With respect to colorectal cancer 
screening tests consisting of screening flexible 
sigmoidoscopies, payment under section 1848 shall be 
consistent with payment under such section for similar 
or related services. 

“(B) PAYMENT LIMIT.—In the case of screening flexible 
sigmoidoscopy services, payment under this part shall not 
exceed such amount as the Secretary specifies, based upon 
the rates recognized for diagnostic flexible sigmoidoscopy 
services. 

“(C) FACILITY PAYMENT LIMIT.— 

“G) IN GENERAL.—Notwithstanding subsections 

(i2)(A) and (t) of section 1833, in the case of screening 
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flexible sigmoidoscopy services furnished on or after 

January 1, 1999, that— 

“(I) in accordance with regulations, may be 
performed in an ambulatory surgical center and 
for which the Secretary permits ambulatory sur- 
gical center payments under this part, and 

“(II) are performed in an ambulatory surgical 
center or hospital outpatient department, 

payment under this part shall be based on the lesser 
of the amount under the fee schedule that would apply 
to such services if they were performed in a hospital 
outpatient department in an area or the amount under 
the fee schedule that would apply to such services 
if they were performed in an ambulatory surgical cen- 
ter in the same area. 

“Gii) LIMITATION ON DEDUCTIBLE AND COINSUR- 
ANCE.—Notwithstanding any other provision of this 
title, in the case of a beneficiary who receives the 
services described in clause (i)— 

“(I) in computing the amount of any applicable 
deductible or copayment, the computation of such 
deductible or coinsurance shall be based upon the 
fee schedule under which payment is made for 
the services, and 

“(II) the amount of such coinsurance is equal 
to 25 percent of the payment amount under the 
fee schedule described in subclause (I). 

“(D) SPECIAL RULE FOR DETECTED LESIONS.—If during 
the course of such screening flexible sigmoidoscopy, a lesion 
or growth is detected which results in a biopsy or removal 
of the lesion or growth, payment under this part shall 
not be made for the screening flexible sigmoidoscopy but 
shall be made for the procedure classified as a flexible 
sigmoidoscopy with such biopsy or removal. 

“(E) FREQUENCY LIMIT.—No payment may be made 
under this part for a colorectal cancer screening test 
consisting of a screening flexible sigmoidoscopy— 

“(Gi) if the individual is under 50 years of age; 
or 

“(ii) if the procedure is performed within the 47 
months after a previous’ screening flexible 
sigmoidoscopy. 

“(3) SCREENING COLONOSCOPY FOR INDIVIDUALS AT HIGH 


RISK FOR COLORECTAL CANCER.— 


“(A) FEE SCHEDULE.—With respect to colorectal cancer 
screening test consisting of a screening colonoscopy for 
individuals at high risk for colorectal cancer (as defined 
in section 1861(pp)\(2)), payment under section 1848 shall 
be consistent with payment amounts under such section 
for similar or related services. 

“(B) PAYMENT LIMIT.—In the case of screening 
colonoscopy services, payment under this part shall not 
exceed such amount as the Secretary specifies, based upon 
the rates recognized for diagnostic colonoscopy services. 

“(C) FACILITY PAYMENT LIMIT.— 

“(i) IN GENERAL.—Notwithstanding subsections 

(i(2)A) and (t) of section 1833, in the case of screening 
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colonoscopy services furnished on or after January 1, 
1999, that are performed in an ambulatory surgical 
center or a hospital outpatient department, payment 
under this part shall be based on the lesser of the 
amount under the fee schedule that would apply to 
such services if they were performed in a hospital 
outpatient department in an area or the amount under 
the fee schedule that would apply to such services 
if they were performed in an ambulatory surgical cen- 
ter in the same area. 

“(ii) LIMITATION ON DEDUCTIBLE AND COINSUR- 
ANCE.—Notwithstanding any other provision of this 
title, in the case of a beneficiary who receives the 
services described in clause (i)— 

“(I) in computing the amount of any applicable 
deductible or coinsurance, the computation of such 
deductible or coinsurance shall be based upon the 
fee schedule under which payment is made for 
the services, and 

“(II) the amount of such coinsurance is equal 
to 25 percent of the payment amount under the 
fee schedule described in subclause (I) 

“(D) SPECIAL RULE FOR DETECTED LESIONS.—If during 
the course of such screening colonoscopy, a lesion or growth 
is detected which results in a biopsy or removal of the 
lesion or growth, payment under this part shall not be 
made for the screening colonoscopy but shall be made for 
the procedure classified as a colonoscopy with such biopsy 
or removal 

“(E) FREQUENCY LIMIT.—No payment may be made 
under this part for a colorectal cancer screening test 
consisting of a screening colonoscopy for individuals at 
high risk for colorectal cancer if the procedure is performed 
within the 23 months after a previous. screening 
colonoscopy.”. 

(c) CONFORMING AMENDMENTS.—(1) Paragraphs (1)(D) and 
(2D) of section 1833(a) (42 U.S.C. 1395l(a)) are each amended 
by inserting “or section 1834(d)(1)” after “subsection (h)(1)”. 

(2) Section 1833(h)(1)(A) (42 U.S.C. 1395l(h)(1)(A)) is amended 
by striking “The Secretary” and inserting “Subject to section 
1834(d)(1), the Secretary” 

(3) Section 1862(a) (42 U.S.C. 1395y(a)), as amended by section 
4103(c), is amended— 

(A) in paragraph (1)— 

(i) in subparagraph (F), by striking “and” at the end, 

(ii) in subparagraph (G), by striking the semicolon 
at the end and inserting “, and”, and 

(iii) by adding at the end the following new subpara- 
graph: 

“(H) in the case of colorectal cancer screening tests, which 
are performed more frequently than is covered under section 
1834(d);”; and 

(B) in paragraph (7), by striking “or (G)” and inserting 
“(G), or (H)”. 

(d) PAYMENT UNDER PHYSICIAN FEE SCHEDULE.—Section 
1848(j3) (42 U.S.C. 13895w—4(j)(3)), as amended by sections 4102 
and 4103, is amended by inserting “(2)(R) (with respect to services 
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described in subparagraphs (B) , (C), and (D) of section 
1861(pp)(1)),” before “(3)”. 

(e) EFFECTIVE DATE.—The amendments made by this section 
shall apply to items and services furnished on or after January 
1, 1998. 


SEC. 4105. DIABETES SELF-MANAGEMENT BENEFITS. 
(a) COVERAGE OF DIABETES OUTPATIENT SELF-MANAGEMENT 
TRAINING SERVICES.— 
(1) IN GENERAL.—Section 1861 (42 U.S.C. 1395x), as amend- 
ed by sections 4103(a) and 4104(a), is amended— 
(A) in subsection (s)(2)— 
(i) by striking “and” at the end of subparagraph 
(Q); 
ii) by adding “and” at the end of subparagraph 
R); and 
(iii) by adding at the end the following new 
subparagraph 
“(S) diabetes outpatient self-management training services 
(as defined in subsection (qq)); and”; and 
(B) by adding at the end the following new subsection: 


“Diabetes Outpatient Self-Management Training Services 


“(qq)(1) The term ‘diabetes outpatient self-management training 
services means educational and training services furnished (at 
such times as the Secretary determines appropriate) to an individ- 
ual with diabetes by a certified provider (as described in paragraph 
(2A)) in an outpatient setting by an individual or entity who 
meets the quality standards described in paragraph (2)(B), but 
only if the physician who is managing the individual’s diabetic 
condition certifies that such services are needed under a comprehen- 
sive plan of care related to the individual’s diabetic condition to 
ensure therapy compliance or to provide the individual with nec- 
essary skills and knowledge (including skills related to the self- 
administration of injectable drugs) to participate in the manage- 
ment of the individual’s condition 

“(2) In paragraph (1)— 

“(A) a ‘certified provider’ is a physician, or other individual 
or entity designated by the Secretary, that, in addition to 
providing diabetes outpatient self-management training serv- 
ices, provides other items or services for which payment may 
be made under this title; and 

“(B) a physician, or such other individual or entity, meets 
the quality standards described in this paragraph if the physi- 
cian, or individual or entity, meets quality standards estab- 
lished by the Secretary, except that the physician or other 
individual or entity shall be deemed to have met such standards 
if the physician or other individual or entity meets applicable 
standards originally established by the National Diabetes 
Advisory Board and subsequently revised by organizations who 
participated in the establishment of standards by such Board, 
or is recognized by an organization that represents individuals 
(including individuals under this title) with diabetes as meeting 
standards for furnishing the services.”. 

(2) PAYMENT UNDER PHYSICIAN FEE SCHEDULE.—Section 
18489)(3) (42 U.S.C. 1395w-—4(j)(3)) as amended in sections 
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4102, 4103, and 4104, is amended by inserting “(2)(S),” before 
“(3),”. 

(3) CONSULTATION WITH ORGANIZATIONS IN ESTABLISHING 42 USC 1395w-4 
PAYMENT AMOUNTS FOR SERVICES PROVIDED BY PHYSICIANS.— __ note. 
In establishing payment amounts under section 1848 of the 
Social Security Act for physicians’ services consisting of diabetes 
outpatient self-management training services, the Secretary of 
Health and Human Services shall consult with appropriate 
organizations, including such organizations representing 
individuals or medicare beneficiaries with diabetes. 

(b) BLOOD-TESTING STRIPS FOR INDIVIDUALS WITH DIABETES.— 

) INCLUDING STRIPS AND MONITORS AS DURABLE MEDICAL 
EQUIPMENT.—The first sentence of section 1861(n) (42 U.S.C. 
1395x(n)) is amended by inserting before the semicolon the 
following: “, and includes blood-testing strips and blood glucose 
monitors for individuals with diabetes without regard to 
whether the individual has Type I or Type II diabetes or 
to the individual’s use of insulin (as determined under stand- 
ards established by the Secretary in consultation with the 
appropriate organizations)”. 

(2) 10 PERCENT REDUCTION IN PAYMENTS FOR TESTING 
STRIPS.—Section 1834(a\(2)(B)iv) (42 U.S.C. 1395m(aX2)Byiv)) 
is amended by adding before the period the following: “(reduced 
by 10 percent, in the case of a blood glucose testing strip 
furnished after 1997 for an individual with diabetes)”. 

(c) ESTABLISHMENT OF OUTCOME MEASURES FOR BENEFICIARIES 42 USC 1395x 
WITH DIABETES.— note. 

(1) IN GENERAL.—The Secretary of Health and Human 
Services, in consultation with appropriate organizations, shall 
establish outcome measures, including glysolated hemoglobin 
(past 90-day average blood sugar levels), for purposes of 
evaluating the improvement of the health status of medicare 
beneficiaries with diabetes mellitus. 

(2) RECOMMENDATIONS FOR MODIFICATIONS TO SCREENING 
BENEFITS.—Taking into account information on the health sta- 
tus of medicare beneficiaries with diabetes mellitus as meas- 
ured under the outcome measures established under paragraph 
(1), the Secretary shall from time to time submit recommenda- 
tions to Congress regarding modifications to the coverage of 
services for such beneficiaries under the medicare program. 

(d) EFFECTIVE DATE.— 42 USC 1395m 

(1) IN GENERAL.—Except as provided in paragraph (2), the note. 
amendments made by this section shall apply to items and 
services furnished on or after July 1, 1998. 

(2) TESTING STRIPS.—The amendment made by subsection 
(b\(2) shall apply with respect to blood glucose — strips 
furnished on or after January 1, 1998. 


SEC. 4106. STANDARDIZATION OF MEDICARE COVERAGE OF BONE 
MASS MEASUREMENTS. 


(a) IN GENERAL.—Section 1861 (42 U.S.C. 1395x), as amended 
by sections 4103(a), 4104(a), and 4105(a), is amended— 
(1) in subsection (s)}— 
(A) in paragraph (12\(C), by striking “and” at the end, 
(B) by striking the period at the end of paragraph 
(14) and inserting “; and”, 
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Regulations 


42 USC 1395x 
note 


42 USC 1395x 


note 


(C) by redesignating paragraphs (15) and (16) as para- 
graphs (16) and (17), respectively, and 

(D) by inserting after paragraph (14) the following 
new paragraph: 
“(15) bone mass measurement (as defined in subsection 


(rr)).”; and 
(2) by inserting after subsection (qq) the following new 
subsection: 


“Bone Mass Measurement 


“(rr)(1) The term ‘bone mass measurement’ means a radiologic 
or radioisotopic procedure or other procedure approved by the Food 
and Drug Administration performed on a qualified individual (as 
defined in paragraph (2)) for the purpose of identifying bone mass 
or detecting bone loss or determining bone quality, and includes 
a physician’s interpretation of the results of the procedure. 

“(2) For purposes of this subsection, the term ‘qualified individ- 
ual’ means an individual who is (in accordance with regulations 
prescribed by the Secretary)— 

“(A) an estrogen-deficient woman at clinical risk for 
osteoporosis; 

“(B) an individual with vertebral abnormalities; 

“(C) an individual receiving long-term glucocorticoid steroid 
therapy; 

“(D) an individual with primary hyperparathyroidism; or 

“(E) an individual being monitored to assess the response 
to or efficacy of an approved osteoporosis drug therapy. 

“(3) The Secretary shall establish such standards regarding 
the frequency with which a qualified individual shall be eligible 
to be provided benefits for bone mass measurement under this 
title.”. 

(b) PAYMENT UNDER PHYSICIAN FEE SCHEDULE.—Section 
1848(j)(3) (42 U.S.C. 1395w—4(j)(3)), as amended by sections 4102, 
4103, 4104 and 4105, is amended— 

(1) by striking “(4) and (14)” and inserting “(4), (14)” and 
(2) by inserting “and (15)” after “1861(nn)(2))”. 

(c) CONFORMING AMENDMENTS.—Sections 1864(a), 
1902(aX9XC), and 1915(aX1\(ByiiI) (42 U.S.C. 1395aa(a), 
1396a(aX9XC), and 1396n(a)(1)B)GiiXD) are amended by striking 
“paragraphs (15) and (16)” each place it appears and inserting 
“paragraphs (16) and (17)”. 

(d) EFFECTIVE DATE.—The amendments made by this section 
shall apply to bone mass measurements performed on or after 
July 1, 1998. 

SEC. 4107. VACCINES OUTREACH EXPANSION. 

(a) EXTENSION OF INFLUENZA AND PNEUMOCOCCAL VACCINATION 
CAMPAIGN.—In order to increase utilization of pneumococcal and 
influenza vaccines in medicare beneficiaries, the Influenza and 
Pneumococcal Vaccination Campaign carried out by the Health 
Care Financing Administration in conjunction with the Centers 
for Disease Control and Prevention and the National Coalition 
for Adult Immunization, is extended until the end of fiscal year 
2002. 

(b) AUTHORIZATION OF APPROPRIATION.—There are hereby 
authorized to be appropriated for each of fiscal years 1998 through 
2002, $8,000,000 for the Campaign described in subsection (a). 
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Of the amount so authorized to be appropriated in each fiscal 
year, 60 percent of the amount so appropriated shall be payable 
from the Federal Hospital Insurance Trust Fund, and 40 percent 
shall be payable from the Federal Supplementary Medical Insurance 
Trust Fund. 


SEC. 4108. STUDY ON PREVENTIVE AND ENHANCED BENEFITS. 


(a) StuDy.—The Secretary of Health and Human Services shall 
request the National Academy of Sciences, and as appropriate in 
conjunction with the United States Preventive Services Task Force, 
to analyze the expansion or modification of preventive or other 
benefits provided to medicare beneficiaries under title XVIII of 
the Social Security Act. The analysis shall consider both the short 
term and long term benefits, and costs to the medicare program, 
of such expansion or modification. 

(b) REPORT.— 

(1) INITIAL REPORT.—Not later than 2 years after the date 

of the enactment of this Act, the Secretary shall submit a 

report on the findings of the analysis conducted under sub- 

section (a) to the Committee on Ways and Means and the 

Committee on Commerce of the House of Representatives and 

the Committee on Finance of the Senate. 

(2) CONTENTS.—Such report shall include specific findings 
with respect to coverage of at least the following benefits: 

(A) Nutrition therapy services, including parenteral 
and enteral nutrition and including the provision of such 
services by a registered dietitian. 

(B) Skin cancer screening. 

(C) Medically necessary dental care. 

(D) Routine patient care costs for beneficiaries enrolled 
in approved clinical trial programs 

(E) Elimination of time limitation for coverage of 
immunosuppressive drugs for transplant patients 
(3) FUNDING.—From funds appropriated to the Department 

of Health and Human Services for fiscal years 1998 and 1999, 

the Secretary shall provide for such funding as the Secretary 

determines necessary for the conduct of the study by the 

National Academy of Sciences under this section. 


Subtitle C—Rural Initiatives 





SEC. 4201. MEDICARE RURAL HOSPITAL FLEXIBILITY PROGRAM. 


(a) MEDICARE RURAL HOSPITAL FLEXIBILITY PROGRAM. 
1820 (42 U.S.C. 1395i—4) is amended to read as follows: 


Section 





“MEDICARE RURAL HOSPITAL FLEXIBILITY PROGRAM 


“SEC. 1820. (a) ESTABLISHMENT.—Any State that .submits an 
application in accordance with subsection (b) may establish a medi- 
care rural hospital flexibility program described in subsection (c). 

“(b) APPLICATION.—A State may establish a medicare rural 
hospital flexibility program described in subsection (c) if the State 
submits to the Secretary at such time and in such form as the 
Secretary may require an application containing— 

“(1) assurances that the State— 
“(A) has developed, or is in the process of developing, 
a State rural health care plan that— 
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‘(i) provides for the creation of 1 or more rural 
health networks (as defined in subsection (d)) in the 
State; 

‘(ii) promotes regionalization of rural health serv 
ices in the State; and 

‘(iii) improves access to hospital and other health 
services for rural residents of the State; and 
“(B) has developed the rural health care plan described 

in subparagraph (A) in consultation with the hospital 

association of the State, rural hospitals located in the State, 
and the State Office of Rural Health (or, in the case of 

a State in the process of developing such plan, that assures 

the Secretary that the State will consult with its State 

hospital association, rural hospitals located in the State, 
and the State Office of Rural Health in developing such 
plan); 

“(2) assurances that the State has designated (consistent 
with the rural health care plan described in paragraph (1)(A)), 
or is in the process of so designating, rural nonprofit or public 
hospitals or facilities located in the State as critical access 
hospitals; and 

‘(3) such other information and assurances as the Secretary 
may require 
“(c) MEDICARE RURAL HOSPITAL FLEXIBILITY PROGRAM 

DESCRIBED.— 

“(1) IN GENERAL.—A State that has submitted an applica- 
tion in accordance with subsection (b), may establish a medicare 
rural hospital flexibility program that provides that— 

“(A) the State shall develop at least 1 rural health 
network (as defined in subsection (d)) in the State; and 

‘(B) at least 1 facility in the State shall be designated 
as a critical access hospital in accordance with paragraph 
(9 
“(2) STATE DESIGNATION OF FACILITIES.— 

‘(A) IN GENERAL.—A State may designate 1 or more 
facilities as a critical access hospital in accordance with 
subparagraph (B) 

“(B) CRITERIA FOR DESIGNATION AS CRITICAL ACCESS 
HOSPITAL.—A State may designate a facility as a critical 
access hospital if the facility— 

‘(i) is a nonprofit or public hospital and is located 
in a county (or equivalent unit of local government) 
in a rural area (as defined in section 1886(d)(2)(D)) 
that- 

‘(I) is located more than a 35-mile drive (or, 
in the case of mountainous terrain or in areas 
with only secondary roads available, a 15-mile 
drive) from a hospital, or another facility described 
in this subsection; or 

“(II) is certified by the State as being a nec- 
essary provider of health care services to residents 
in the area; 

“(ii) makes available 24-hour emergency care serv- 
ices that a State determines are necessary for ensuring 
access to emergency care services in each area served 
by a critical access hospital; 
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“(ili) provides not more than 15 (or, in the case 
of a facility under an agreement described in subsection 

(f), 25) acute care inpatient beds (meeting such stand- 

ards as the Secretary may establish) for providing 

inpatient care for a period not to exceed 96 hours 

(unless a longer period is required because transfer 

to a hospital is precluded because of inclement weather 

or other emergency conditions), except that a peer 
review organization or equivalent entity may, on 
request, waive the 96-hour restriction on a case-by- 
case basis; 

“(iv) meets such staffing requirements as would 
apply under section 1861(e) to a hospital located in 

a rural area, except that— 

“(I) the facility need not meet hospital stand- 
ards relating to the number of hours during a 
day, or days during a week, in which the facility 
must be open and fully staffed, except insofar as 
the facility is required to make available emer- 
gency care services as determined under clause 
(ii) and must have nursing services available on 
a 24-hour basis, but need not otherwise staff the 
facility except when an inpatient is present; 

“(II) the facility may provide any services 
otherwise required to be provided by a full-time, 
on site dietitian, pharmacist, laboratory technician, 
medical technologist, and radiological technologist 
on a part-time, off site basis under arrangements 
as defined in section 1861(w)(1); and 

“(III) the inpatient care described in clause 
(iii) may be provided by a physician assistant, 
nurse practitioner, or clinical nurse specialist sub- 
ject to the oversight of a physician who need not 
be present in the facility; and 
“(v) meets the requirements’ of section 

1861(aa)(2\(I). 

“(d) DEFINITION OF RURAL HEALTH NETWORK.— 

“(1) IN GENERAL.—In this section, the term ‘rural health 
network’ means, with respect to a State, an organization 
consisting of— 

“(A) at least 1 facility that the State has designated 
or plans to designate as a critical access hospital; and 

“(B) at least 1 hospital that furnishes acute care serv- 
ices. 

“(2) AGREEMENTS.— 

“(A) IN GENERAL.—Each critical access hospital that 
is a member of a rural health network shall have an 
agreement with respect to each item described in subpara- 
graph (B) with at least 1 hospital that is a member of 
the network. 

“(B) ITEMS DESCRIBED.—The items described in this 
subparagraph are the following: 

“(i) Patient referral and transfer. 
“(ii) The development and use of communications 
systems including (where feasible)— 

“(I) telemetry systems; and 
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“(II) systems for electronic sharing of patient 
data. 

“(iii) The provision of emergency and non-emer- 
gency transportation among the facility and the hos- 
pital 
“(C) CREDENTIALING AND QUALITY ASSURANCE.—Each 

critical access hospital that is a member of a rural health 
network shall have an agreement with respect to 
credentialing and quality assurance with at least— 

“(i) 1 hospital that is a member of the network; 

“Gi) 1 peer review organization or equivalent 
entity; or 

“Giii) 1 other appropriate and qualified entity 
identified in the State rural health care plan. 

“(e) CERTIFICATION BY THE SECRETARY.—The Secretary shall 
certify a facility as a critical access hospital if the facility— 
“(1) is located in a State that has established a medicare 
rural hospital flexibility.program in accordance with subsection 
(c); 
“(2) is designated as a critical access hospital by the State 
in which it is located; and 
“(3) meets such other criteria as the Secretary may require. 
“(f) PERMITTING MAINTENANCE OF SWING BEDS.—Nothing in 
this section shall be construed to prohibit a State from designating 
or the Secretary from certifying a facility as a critical access hospital 
solely because, at the time the facility applies to the State for 
designation as a critical access hospital, there is in effect an agree- 
ment between the facility and the Secretary under section 1883 
under which the facility's inpatient hospital facilities are used for 
the provision of extended care services, so long as the total number 
of beds that may be used at any time for the furnishing of either 
such services or acute care inpatient services does not exceed 25 
beds and the number of beds used at any time for acute care 
inpatient services does not exceed 15 beds. For purposes of the 
previous sentence, any bed of a unit of the facility that is licensed 
as a distinct-part skilled nursing facility at the time the facility 
applies to the State for designation as a critical access hospital 
shall not be counted. 
“(g) GRANTS.— 
“(1) MEDICARE RURAL HOSPITAL FLEXIBILITY PROGRAM.— 
The Secretary may award grants to States that have submitted 
applications in accordance with subsection (b) for— 

“(A) engaging in activities relating to planning and 
implementing a rural health care plan; 

“(B) engaging in activities relating to planning and 
implementing rural health networks; and 

“(C) designating facilities as critical access hospitals. 
“(2) RURAL EMERGENCY MEDICAL SERVICES.— 

“(A) IN GENERAL.—The Secretary may award grants 
to States that have submitted applications in accordance 
with subparagraph (B) for the establishment or expansion 
of a program for the provision of rural emergency medical 
services. 

“(B) APPLICATION.—An application is in accordance 
with this subparagraph if the State submits to the Sec- 
retary at such time and in such form as the Secretary 
may require an application containing the assurances 
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described in subparagraphs (A)(ii), (A)(iii), and (B) of sub- 

section (b)(1) and paragraph (3) of that subsection 

“(h) GRANDFATHERING OF CERTAIN FACILITIES.— 

“(1) IN GENERAL.—Any medical assistance facility operating 
in Montana and any rural primary care hospital designated 
by the Secretary under this section prior to the date of the 
enactment of the Balanced Budget Act of 1997 shall be deemed 
to have been certified by the Secretary under subsection (e) 
as a critical access hospital if such facility or hospital is other- 
wise eligible to be designated by the State as a critical access 
hospital under subsection (c). 

“(2) CONTINUATION OF MEDICAL ASSISTANCE FACILITY AND 
RURAL PRIMARY CARE HOSPITAL TERMS.—Notwithstanding any 
other provision of this title, with respect to any medical assist- 
ance facility or rural primary care hospital described in para- 
graph (1), any reference in this title to a ‘critical access hospital’ 
shall be deemed to be a reference to a ‘medical assistance 
facility’ or ‘rural primary care hospital’. 

“(i) WAIVER OF CONFLICTING PART A PROVISIONS.—The Sec- 
retary is authorized to waive such provisions of this part and 
part D as are necessary to conduct the program established under 
this section. 

“(j) AUTHORIZATION OF APPROPRIATIONS.—There are authorized 
to be appropriated from the Federal Hospital Insurance Trust Fund 
for making grants to all States under subsection (g), $25,000,000 
in each of the fiscal years 1998 through 2002.”. 

(b) REPORT ON ALTERNATIVE TO 96-HOUR RULE.—Not later 
than June 1, 1998, the Secretary of Health and Human Services 
shall submit to Congress a report on the feasibility of, and adminis- 
trative requirements necessary to establish an alternative for cer- 
tain medical diagnoses (as determined by the Secretary) to the 
96-hour limitation for inpatient care in critical access hospitals 
required by section 1820(c)(2)(B)(iii) of the Social Security Act (42 
U.S.C. 1395i—4(c)(2)(B\iii)), as added by subsection (a) of this sec- 
tion. 

(c) CONFORMING AMENDMENTS RELATING TO RURAL PRIMARY 
CARE HOSPITALS AND CRITICAL ACCESS HOSPITALS.— 

(1) IN GENERAL.—Title XI of the Social Security Act (42 
U.S.C. 1301 et seq.) and title XVIII of that Act (42 U.S.C. 
1395 et seq.) are each amended by striking “rural primary 
care” each place it appears and inserting “critical access”. 

(2) DEFINITIONS.—Section 1861(mm) of the Social Security 
Act (42 U.S.C. 1395x(mm)) is amended to read as follows: 


“CRITICAL ACCESS HOSPITAL; CRITICAL ACCESS HOSPITAL SERVICES 


“(mm)(1) The term ‘critical access hospital’ means a facility 
certified by the Secretary as a critical access hospital under section 
1820(e). 

“(2) The term ‘inpatient critical access hospital services’ means 
items and services, furnished to an inpatient of a critical access 
hospital by such facility, that would be inpatient hospital services 
if furnished to an inpatient of a hospital by a hospital. 

“(3) The term ‘outpatient critical access hospital services’ means 
medical and other health services furnished by a critical access 
hospital on an outpatient basis.”. 

(3) PART A PAYMENT.—Section 1814 of the Social Security 

Act (42 U.S.C. 1395f) is amended 
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(A) in subsection (a)(8), by striking “72” and inserting 
“96”; and 
B) by amending subsection (1) to read as follows: 


“Payment for Inpatient Critical Access Hospital Services 


“(1) The amount of payment under this part for inpatient critical 
access hospital services is the reasonable costs of the critical access 
hospital in providing such services.” 

(4) PAYMENT CONTINUED TO DESIGNATED EACHS.—Section 
1886(d)5)(D) of the Social Security Act (42 U.S.C. 
1395ww(d)(5)(D)) is amended— 

(A) in clause (iii)(II]), by inserting “as in effect on 

September 30, 1997” before the period at the end; and 

(B) in clause (v)— 

(i) by inserting “as in effect on September 30, 
1997” after “1820(i)(1)”; and 

(ii) by striking “1820(g)” and inserting “1820(d)”. 

(5) PART B PAYMENT.—Section 1834(g) of the Social Security 
Act (42 U.S.C. 1395m(g)) is amended to read as follows: 

“(g) PAYMENT FOR OUTPATIENT CRITICAL ACCESS HOSPITAL 
SERVICES.—The amount of payment under this part for outpatient 
critical access hospital services is the reasonable costs of the critical 
access hospital in providing such services.”. 

(6) TRANSITION FOR MAF .— 

(A) IN GENERAL.—The Secretary of Health and Human 

Services shall provide for an appropriate transition for 

a facility that, as of the date of the enactment of this 

Act, operated as a limited service rural hospital under 

a demonstration described in section 4008(i)(1) of the Omni- 

bus Budget Reconciliation Act of 1990 (42 U.S.C. 1395b- 

1 note) from such demonstration to the program established 

under subsection (a). At the conclusion of the transition 

period described in subparagraph (B), the Secretary shall 
end such demonstration 
(B) TRANSITION PERIOD DESCRIBED.— 

i) INITIAL PERIOD.—Subject to clause (ii), the 
transition period described in this subparagraph is the 
period beginning on the date of the enactment of this 
Act and ending on October 1, 1998. 

ii) EXTENSION.—If the Secretary determines that 
the transition is not complete as of October 1, 1998, 
the Secretary shall provide for an appropriate exten- 
sion of the transition period. 

(d) EFFECTIVE DATE.—The amendments made by this section 
shall apply to services furnished on or after October 1, 1997 
SEC. 4202. PROHIBITING DENIAL OF REQUEST BY RURAL REFERRAL 

CENTERS FOR RECLASSIFICATION ON BASIS OF COM- 
PARABILITY OF WAGES. 

(a IN GENERAL.—Section 1886(d)(10)(D) (42 U.S.C. 
1395ww(d)(10\(D)) is amended— 

1) by redesignating clause (iii) as clause (iv); and 

(2) by inserting after clause (ii) the following new clause: 
“(ii) Under the guidelines published by the Secretary under 

clause (i), in the case of a hospital which has ever been classified 
by the Secretary as a rural referral center under paragraph (5)(C), 
the Board may not reject the application of the hospital under 
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this paragraph on the basis of any comparison between the average 
hourly wage of the hospital and the average hourly wage of hospitals 
in the area in which it is located.” 

b) CONTINUING TREATMENT OF PREVIOUSLY DESIGNATED CEN 
TERS.- 

1) IN GENERAL.—Any hospital classified as a rural referral 
center by the Secretary of Health and Human Services under 
section 1886(d)(5)(C) of the Sociai Security Act for fiscal year 
1991 shall be classified as such a rural referral center for 
fiscal year 1998 and each subsequent fiscal year 

(2) BUDGET NEUTRALITY.—The provisions of section 
1886(d)(8)(D) of the Social Security Act shall apply to reclassi- 
fications made pursuant to paragraph (1) in the same manner 
as such provisions apply to a reclassification under section 
1886(d)(10) of such Act 

SEC. 4203. HOSPITAL GEOGRAPHIC RECLASSIFICATION PERMITTED 
FOR PURPOSES OF DISPROPORTIONATE SHARE PAY- 
MENT ADJUSTMENTS. 


(a) IN GENERAL.—For the period described in subsection (c), 
the Medicare Geographic Classification Review Board shall consider 
the application under section 1886(d)(10)(C\(i) of the Social Security 
Act (42 U.S.C. 1395ww(d)(10)(C)(i)) of a hospital described in 
1886(d)(1)B) of such Act (42 U.S.C. 1395ww(d)(1)(B)) to change 
the hospital’s geographic classification for purposes of determining 
for a fiscal year eligibility for and amount of additional payment 
amounts under section 1886(d)(5)(F) of such Act (42 U.S.C. 
1395ww(d)(5)(F)). 

(b) APPLICABLE GUIDELINES.—The Medicare Geographic Classi- 
fication Review Board shall apply the guidelines established for 


reclassification under subclause (i) of section 1886(d)(10)(C)(i) of 


such Act to reclassification by reason of subsection (a) until the 
Secretary of Health and Human Services promulgates separate 
guidelines for such reclassification. 

(c) PERIOD DESCRIBED.—The period described in this subsection 
is the period beginning on the date of the enactment of this Act 
and ending 30 months after such date. 


SEC. 4204. MEDICARE-DEPENDENT, SMALL RURAL HOSPITAL PAYMENT 
EXTENSION. 


(a) SPECIAL TREATMENT EXTENDED.— 
(1) PAYMENT METHODOLOGY.—Section 1886(d)(5\(G) (42 
U.S.C. 1395ww(d)(5)(G)) is amended— 
(A) in clause (i), by striking “October 1, 1994,” and 
inserting “October 1, 1994, or beginning on or after October 
1, 1997, and before October 1, 2001,”; and 
(B) in clause (ii)II), by striking “October 1, 1994,” 
and inserting “October 1, 1994, or beginning on or after 
October 1, 1997, and before October 1, 2001,”. 
(2) EXTENSION OF TARGET AMOUNT.—Section 1886(b)(3)(D) 
(42 U.S.C. 1395ww(b)(3)(D)) is amended 
(A) in the matter preceding clause (i), by striking 
“September 30, 1994,” and inserting “September 30, 1994, 
and for cost reporting periods beginning on or after October 
1, 1997, and before October 1, 2001,”; 
(B) in clause (ii), by striking “and” at the end; 
(C) in clause (iii), by striking the period at the end 
and inserting “, and”; and 
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(D) by adding after clause (iii) the following new clause: 

“(iv) with respect to discharges occurring during fiscal year 

1998 through fiscal year 2000, the target amount for the preced- 

ing year increased by the applicable percentage increase under 

subparagraph (B\iv).”. 

(3) PERMITTING HOSPITALS TO DECLINE RECLASSIFICATION.— 

Section 13501(e\(2) of OBRA-93 (42 U.S.C. 1395ww note) is 

amended by striking “or fiscal year 1994” and inserting “, 

fiscal year 1994, fiscal year 1998, fiscal year 1999, or fiscal 
year 2000”. 

(b) EFFECTIVE DATE.—The amendments made by subsection 

(a) shall apply with respect to discharges occurring on or after 
October 1, 1997 


SEC. 4205. RURAL HEALTH CLINIC SERVICES. 


(a) PER-VISIT PAYMENT LIMITS FOR PROVIDER-BASED CLINICS.— 

(1) EXTENSION OF LIMIT.— 

(A) IN GENERAL.—The matter in section 1833(f) (42 
U.S.C. 1395\(f)) preceding paragraph (1) is amended by 
striking “independent rural health clinics” and inserting 
“rural health clinics (other than such clinics in rural hos- 
pitals with less than 50 beds)”. 

(B) EFFECTIVE DATE.—The amendment made by 
subparagraph (A) applies to services furnished on or after 
January 1, 1998 
(2) TECHNICAL CLARIFICATION.—Section 1833(f(1) (42 

U.S.C. 13951(f)(1)) is amended by inserting “per visit” after 
“$46”. 
(b) ASSURANCE OF QUALITY SERVICES.— 

(1) IN GENERAL.—-Subparagraph (I) of the first sentence 
of section 1861(aa)(2) (42 U.S.C. 1395x(aa)(2)) is amended to 
read as follows: 

“(I) has a quality assessment and performance improve- 
ment program, and appropriate procedures for review of 
utilization of clinic services, as the Secretary may specify,”. 
(2) EFFECTIVE DATE.—The amendment made by paragraph 

(1) shall take effect on January 1, 1998. 
(c) WAIVER OF CERTAIN STAFFING REQUIREMENTS LIMITED TO 
CLINICS IN PROGRAM.— 

(1) IN GENERAL.—Section 186l(aaX7(B) (42 U.S.C. 
1395x(aa)(7)(B)) is amended by inserting before the period “, 
or if the facility has not yet been determined to meet the 
requirements (including subparagraph (J) of the first sentence 
of paragraph (2)) of a rural health clinic”. 

(2) EFFECTIVE DATE.—The amendment made by paragraph 
(1) applies to waiver requests made on or after January 1, 
1998. 

(d) REFINEMENT OF SHORTAGE AREA REQUIREMENTS.— 

(1) DESIGNATION REVIEWED  TRIENNIALLY.—Section 
1861(aa)(2) (42 U.S.C. 1395x(aa)(2)) is amended in the second 
sentence, in the matter in clause (i) preceding subclause (I)— 

(A) by striking “and that is designated” and inserting 
“and that, within the previous 3-year period, has been 
designated”; and 

(B) by striking “or that is designated” and inserting 
“or designated”. 
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(2) AREA MUST HAVE SHORTAGE OF HEALTH CARE 
PRACTITIONERS.—Section 1861(aa)(2) (42 U.S.C. 1395x(aa)(2)), 
as amended by paragraph (1), is further amended in the second 
sentence, in the matter in clause (i) preceding subclause (I)— 

(A) by striking the comma after “personal health serv- 
ices”; and 

(B) by inserting “and in which there are insufficient 
numbers of needed health care practitioners (as determined 
by the Secretary),” after “Bureau of the Census)”. 

(3) PREVIOUSLY QUALIFYING CLINICS GRANDFATHERED ONLY 
TO PREVENT SHORTAGE.— 

(A) IN GENERAL.—Section 1861(aa)(2) of the Social 
Security Act (42 U.S.C. 1395x(aa)(2)) is amended in the 
third sentence by inserting before the period “if it is deter- 
mined, in accordance with criteria established by the Sec- 
retary in regulations, to be essential to the delivery of 
primary care services that would otherwise be unavailable 
in the geographic area served by the clinic”. 

(B) PAYMENT FOR CERTAIN PHYSICIAN ASSISTANT SERV- 
ICES.—Section 1842(b\(6)(C) (42 U.S.C. 1395u(b)(6)(C)) is 
amended to read as follows: “(C) in the case of services 
described in clause (i) of section 1861(s)(2)(K), payment 
shall be made to either (i) the employer of the physician 
assistant involved, or (ii) with respect to a physician assist- 
ant who was the owner of a rural health clinic (as described 
in section 1861(aa)(2)) for a continuous period beginning 
prior to the date of the enactment of the Balanced Budget 
Act of 1997 and ending on the date that the Secretary 
determines such rural health clinic no longer meets the 
requirements of section 1861(aa)(2), for such services pro- 
vided before January 1, 2003, payment may be made 
directly to the physician assistant; and”. 

(4) EFFECTIVE DATES; IMPLEMENTING REGULATIONS.— 42 USC 1395x 

(A) IN GENERAL.—Except as otherwise provided, the note 
amendments made by the preceding paragraphs take effect 
on the date of the enactment of this Act. 

(B) CURRENT RURAL HEALTH CLINICS.—The amend- 
ments made by the preceding paragraphs take effect, with 
respect to entities that are rural health clinics under title 
XVIII of the Social Security Act (42 U.S.C. 1395 et seq.) 
on the date of enactment of this Act, on the date of the 
enactment of this Act. 

(C) GRANDFATHERED CLINICS.— 

(i) IN GENERAL.—The amendment made by para- 
graph (3)(A) shall take effect on the effective date 
of regulations issued by the Secretary under clause 
(ii). 

(ii) REGULATIONS.—The Secretary shall issue final 
regulations implementing paragraph (3)(A) that shall 
take effect no later than January 1, 1999. 


SEC. 4206. MEDICARE REIMBURSEMENT FOR TELEHEALTH SERVICES. 42 USC 1395/ 


(a) IN GENERAL.—Not later than January 1, 1999, the Secretary _ 
of Health and Human Services shall make payments from the 
Federal Supplementary Medical Insurance Trust Fund under part 
B of title XVIII of the Social Security Act (42 U.S.C. 1395] et 
seq.) in accordance with the methodology described in subsection 
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b) for professional consultation via telecommunications systems 
with a physician (as defined in section 1861(r) of such Act (42 
US.C. 1395x(r or a practitioner (described in_ section 
1842(bX18\C) of such Act (42 U.S.C. 1395u(b)(18\(C)) furnishing 

service for which payment may be made under such part to 
a beneficiary under the medicare program residing in a county 
in a rural area (as defined in section 1886(d)(2)D) of such Act 
42 U.S.C. 1395ww(d)\(2)(D))) that is designated as a health profes- 
sional shortage area under section 332(a)(1)(A) of the Public Health 
Service Act (42 U.S.C. 254e(a)(1)(A)), notwithstanding that the 
individual physician or practitioner providing the professional con- 
sultation is not at the same location as the physician or practitioner 
furnishing the service to that beneficiary 

(b) METHODOLOGY FOR DETERMINING AMOUNT OF PAYMENTS.— 
Taking into account the findings of the report required under section 
192 of the Health Insurance Portability and Accountability Act 
of 1996 (Public Law 104-191; 110 Stat. 1988), the findings of 
the report required under paragraph (c), and any other findings 
related to the clinical efficacy and cost-effectiveness of telehealth 
applications, the Secretary shall establish a methodology for deter- 
mining the amount of payments made under subsection (a) within 
the following parameters: 

(1) The payment shall shared between the referring physi- 
cian or practitioner and the consulting physician or practitioner. 
The amount of such payment shall not be greater than the 
current fee schedule of the consulting physician or practitioner 
for the health care services provided. 

(2) The payment shall not include any reimbursement for 
any telephone line charges or any facility fees, and a beneficiary 
may not be billed for any such charges or fees. 

(3) The payment shall be made subject to the coinsurance 
and deductible requirements under subsections (a)(1) and (b) 
of section 1833 of the Social Security Act (42 U.S.C. 1395l). 

(4) The payment differential of section 1848(a)(3) of such 
Act (42 U.S.C. 1395w—4(a\(3)) shall apply to services furnished 
by non-participating physicians. The provisions of section 
1848(g) of such Act (42 U.S.C. 1395w-4(g)) and section 
1842(b)(18) of such Act (42 U.S.C. 1395u(b)(18)) shall apply 
Payment for such service shall be increased annually by the 
update factor for physicians’ services determined under section 
1848(d) of such Act (42 U.S.C. 1395w—4(d)). 

(c) SUPPLEMENTAL REPORT.—Not later than January 1, 1999, 
the Secretary shall submit a report to Congress which shall contain 
a detailed analysis of- 

(1) how telemedicine and telehealth systems are expanding 
access to health care services; 

(2) the clinical efficacy and cost-effectiveness of telemedi- 
cine and telehealth applications; 

(3) the quality of telemedicine and telehealth services deliv- 
ered; and 

(4) the reasonable cost of telecommunications charges 
incurred in practicing telemedicine and telehealth in rural, 
frontier, and underserved areas. 

(d) EXPANSION OF TELEHEALTH SERVICES FOR CERTAIN MEDI- 
CARE BENEFICIARIES.— 

(1) IN GENERAL.—Not later than January 1, 1999, the Sec- 
retary shall submit a report to Congress that examines the 
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possibility of making payments from the Federal Supple- 
mentary Medical Insurance Trust Fund under part B of title 
XVIII of the Social Security Act (42 U.S.C. 1395j et seq.) for 
professional consultation via telecommunications systems with 
such a physician or practitioner furnishing a service for which 
payment may be made under such part to a _ beneficiary 
described in paragraph (2), notwithstanding that the individual 
physician or practitioner providing the professional consultation 
is not at the same location as the physician or practitioner 
furnishing the service to that beneficiary. 

(2) BENEFICIARY DESCRIBED.—A beneficiary described in 
this paragraph is a beneficiary under the medicare program 
under title XVIII of the Social Security Act (42 U.S.C. 1395 
et seq.) who does not reside in a rural area (as so defined) 
that is designated as a health professional shortage area under 
section 332(a)(1)(A) of the Public Health Service Act (42 U.S.C. 
254e(a)(1)(A)), who is homebound or nursing homebound, and 
for whom being transferred for health care services imposes 
a serious hardship. 

(3) REPORT.—The report described in paragraph (1) shall 
contain a detailed statement of the potential costs and savings 
to the medicare program of making the payments described 
in that paragraph using various reimbursement schemes. 


SEC. 4207. INFORMATICS, TELEMEDICINE, AND EDUCATION DEM- 42 USC 1395b-1 
ONSTRATION PROJECT. note 


(a) PURPOSE AND AUTHORIZATION.— 

(1) IN GENERAL.—Not later than 9 months after the date 
of enactment of this section, the Secretary of Health and Human 
Services shall provide for a demonstration project described 
in paragraph (2). 

(2) DESCRIPTION OF PROJECT.— 

(A) IN GENERAL.—The demonstration project described 
in this paragraph is a single demonstration project to use 
eligible health care provider telemedicine networks to apply 
high-capacity computing and advanced networks to improve 
primary care (and prevent health care complications) to 
medicare beneficiaries with diabetes mellitus who are resi- 
dents of medically underserved rural areas or residents 
of medically underserved inner-city areas 

(B) MEDICALLY UNDERSERVED DEFINED.—As used in 
this paragraph, the term “medically underserved” has the 
meaning given such term in section 330(b)(3) of the Public 
Health Service Act (42 U.S.C. 254b(b)(3)). 

(3) WAIVER.—The Secretary shall waive such provisions 
of title XVIII of the Social Security Act as may be necessary 
to provide for payment for services under the project in accord- 
ance with subsection (d). 

(4) DURATION OF PROJECT.—The project shall be conducted 
over a 4-year period. 

(b) OBJECTIVES OF PROJECT.—The objectives of the project 
include the following: 

(1) Improving patient access to and compliance with appro- 
priate care guidelines for individuals with diabetes mellitus 
through direct telecommunications link with information net- 
works in order to improve patient quality-of-life and reduce 
overall health care costs. 
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(2) Developing a curriculum to train health professionals 
(particularly primary care health professionals) in the use of 
medical informatics and telecommunications. 

(3) Demonstrating the application of advanced technologies, 
such as video-conferencing from a patient’s home, remote mon- 
itoring of a patient's medical condition, interventional 
informatics, and applying individualized, automated care guide- 
lines, to assist primary care providers in assisting patients 
with diabetes in a home setting. 

(4) Application of medical informatics to residents with 
limited English language skills. 

(5) Developing standards in the application of telemedicine 
and medical informatics 

(6) Developing a model for the cost-effective delivery of 
primary and related care both in a managed care environment 
and in a fee-for-service environment. 

(c) ELIGIBLE HEALTH CARE PROVIDER TELEMEDICINE NETWORK 
DEFINED.—For purposes of this section, the term “eligible health 
care provider telemedicine network” means a consortium that 
includes at least one tertiary care hospital (but no more than 
2 such hospitals), at least one medical school, no more than 4 
facilities in rural or urban areas, and at least one regional tele- 
communications provider and that meets the following require- 
ments: 

(1) The consortium is located in an area with a high con- 
centration of medical schools and tertiary care facilities in 
the United States and has appropriate arrangements (within 
or outside the consortium) with such schools and facilities, 
universities, and telecommunications providers, in order to con- 
duct the project 

(2) The consortium submits to the Secretary an application 
at such time, in such manner, and containing such information 
as the Secretary may require, including a description of the 
use to which the consortium would apply any amounts received 
under the project and the source and amount of non-Federal 
funds used in the project 

(3) The consortium guarantees that it will be responsible 
for payment for all costs of the project that are not paid under 
this section and that the maximum amount of payment that 
may be made to the consortium under this section shall not 
exceed the amount specified in subsection (d)(3). 

(d) COVERAGE AS MEDICARE PART B SERVICES.— 

(1) IN GENERAL.—Subject to the succeeding provisions of 
this subsection, services related to the treatment or manage- 
ment of (including prevention of complications from) diabetes 
for medicare beneficiaries furnished under the project shall 
be considered to be services covered under part B of title 
XVIII of the Social Security Act. 

(2) PAYMENTS.— 

(A) IN GENERAL.—Subject to paragraph (3), payment 
for such services shall be made at a rate of 50 percent 
of the costs that are reasonable and related to the provision 
of such services. In computing such costs, the Secretary 
shall include costs described in subparagraph (B), but may 
not include costs described in subparagraph (C). 
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(B) COSTS THAT MAY BE INCLUDED.—The costs 
described in this subparagraph are the permissible costs 

(as recognized by the Secretary) for the following: 

(i) The acquisition of telemedicine equipment for 
use in patients’ homes (but only in the case of patients 
located in medically underserved areas). 

(ii) Curriculum development and training of health 
professionals in medical informatics and telemedicine. 

(iii) Payment of telecommunications costs (includ- 
ing salaries and maintenance of equipment), including 
costs of telecommunications between patients’ homes 
and the eligible network and between the network 
and other entities under the arrangements described 
in subsection (c)(1). 

(iv) Payments to practitioners and providers under 
the medicare programs. 

(C) COSTS NOT INCLUDED.—The costs described in this 
subparagraph are costs for any of the following: 

(i) The purchase or installation of transmission 
equipment (other than such equipment used by health 
professionals to deliver medical informatics services 
under the project). 

(ii) The establishment or operation of a tele- 
communications common carrier network. 

(iii) Construction (except for minor renovations 
related to the installation of reimbursable equipment) 
or the acquisition or building of reai property. 

(3) LIMITATION.—The total amount of the payments that 
may be made under this section shall not exceed $30,000,000 
for the period of the project (described in subsection (a)(4)). 

(4) LIMITATION ON COST-SHARING.—The project may not 
impose cost sharing on a medicare beneficiary for the receipt 
of services under the project in excess of 20 percent of the 
costs that are reasonable and related to the provision of such 
services. 

(e) REPORTS.—The Secretary shall submit to the Committee 
on Ways and Means and the Committee Commerce of the House 
of Representatives and the Committee on Finance of the Senate 
interim reports on the project and a final report on the project 
within 6 months after the conclusion of the project. The final 
report shall include an evaluation of the impact of the use of 
telemedicine and medical informatics on improving access of medi- 
care beneficiaries to health care services, on reducing the costs 
of such services, and on improving the quality of life of such bene- 
ficiaries. : 

(f) DEFINITIONS.—For purposes of this section: 

(1) INTERVENTIONAL INFORMATICS.—The term “inter- 
ventional informatics” means using information technology and 
virtual reality technology to intervene in patient care. 

(2) MEDICAL INFORMATICS.—The term “medical informatics” 
means the storage, retrieval, and use of biomedical and related 
information for problem solving and decision-making through 
computing and communications technologies. 

(3) PROJECT.—The term “project” means the demonstration 
project under this section. 
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Subtitle D—Anti-Fraud and Abuse Provi- 
sions and Improvements in Protecting 
Program Integrity 


CHAPTER 1—REVISIONS TO SANCTIONS FOR FRAUD 
AND ABUSE 


SEC. 4301. PERMANENT EXCLUSION FOR THOSE CONVICTED OF 3 
HEALTH CARE RELATED CRIMES. 
Section 1128(c)(3) (42 U.S.C. 1320a—7(cX(3)) is amended 

(1) in subparagraph (A), by inserting “or in the case 
described in subparagraph (G)” after “subsection (b)(12)”; 

(2) in subparagraphs (B) and (D), by striking “In the case” 
and inserting “Subject to subparagraph (G), in the case”; and 

(3) by adding at the end the ucwien new subparagraph: 
“(G) In the case of an exclusion of an individual under sub- 

section (a) based on a conviction occurring on or after the date 
of the enactment of this subparagraph, if the individual has (before, 
on, or after such date) been convicted— 

“(i) on one previous occasion of one or more offenses for 
which an exclusion may be effected under such subsection, 
the period of the exclusion shall be not less than 10 years, 
or 

“(ii) on 2 or more previous occasions of one or more offenses 
for which an exclusion may be effected under such subsection, 
the period of the exclusion shall be permanent.”. 

SEC. 4302. AUTHORITY TO REFUSE TO ENTER INTO MEDICARE AGREE- 
MENTS WITH INDIVIDUALS OR ENTITIES CONVICTED OF 
FELONIES. 


(a) MEDICARE Part A.—Section 1866(b\2) (42 U.S.C. 
1395ce(b)(2)) is amended— 
(1) in subparagraph (B), by striking “or” at the end; 
(2) in subparagraph (C), by striking the period at the 
end and inserting “, or”; and 
(3) by adding at the end the following new subparagraph: 
“(D) has ascertained that the provider has been con- 
victed of a felony under Federal or State law for an offense 
which the Secretary determines is detrimental to the best 
interests of the program or program beneficiaries.”. 
(b) MEDICARE PART B.—Section 1842(h) (42 U.S.C. 1395u(h)) 
is amended by adding at the end the following new paragraph: 
“(8) The Secretary may refuse to enter into an agreement 
with a physician or supplier under this subsection, or may terminate 
or refuse to renew such agreement, in the event that such physician 
or supplier has been convicted of a felony under Federal or State 
law for an offense which the Secretary determines is detrimental 
to the best interests of the program or program beneficiaries.”. 
42 USC 1395u (c) EFFECTIVE DATE.—The amendments made by this section 
note shall take effect on the date of the enactment of this Act and 
apply to the entry and renewal of contracts on or after such date. 
SEC. 4303. EXCLUSION OF ENTITY CONTROLLED BY FAMILY MEMBER 
OF A SANCTIONED INDIVIDUAL. 
(a) IN GENERAL.—Section 1128 (42 U.S.C. 1320a—7) is amend- 
eq— 
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(1) in subsection (b)(8)(A)— 

(A) in clause (i), by striking “or” at the end; 

(B) in clause (ii), by striking the dash at the end 
and inserting “; or”; and 

(C) by inserting after clause (ii) the following: 

“(iili) who was described in clause (i) but is no longer 
so described because of a transfer of ownership or control 
interest, in anticipation of (or following) a conviction, 
assessment, or exclusion described in subparagraph (B) 
against the person, to an immediate family member (as 
defined in subsection (j)(1)) or a member of the household 
of the person (as defined in subsection (j)(2)) who continues 
to maintain an interest described in such clause—”; and 
(2) by adding at the end the following new subsection: 

“(j) DEFINITION OF IMMEDIATE FAMILY MEMBER AND MEMBER 
OF HOUSEHOLD.—For purposes of subsection (b)(8)(A)(iii): 

“(1) The term ‘immediate family member’ means, with 
respect to a person— 

“(A) the husband or wife of the person; 

“(B) the natural or adoptive parent, child, or sibling 
of the person; 

“(C) the stepparent, stepchild, stepbrother, or stepsister 
of the person; 

“(D) the father-, mother-, daughter-, son-, brother-, or 
sister-in-law of the person; 

“(E) the grandparent or grandchild of the person; and 

“(F) the spouse of a grandparent or grandchild of the 
person. 

“(2) The term ‘member of the household’ means, with 
respect to any person, any individual sharing a common abode 
as part of a single family unit with the person, including 
domestic employees and others who live together as a family 
unit, but not including a roomer or boarder.” 

(b) EFFECTIVE DATE.—The amendments made by this section 42 USC 1320a-7 
shall take effect on the date that is 45 days after the date of note 
the enactment of this Act. 





SEC. 4304. IMPOSITION OF CIVIL MONEY PENALTIES. 


(a) CiviL MONEY PENALTIES FOR PERSONS THAT CONTRACT WITH 
EXCLUDED INDIVIDUALS.—Section 1128A(a) (42 U.S.C. 1320a—7a(a)) 
is amended— 

(1) in paragraph (4), by striking “or” at the end; 

(2) in paragraph (5), by adding “or” at the end; and 

(3) by inserting after paragraph (5) the following new para- 
graph: 

“(6) arranges or contracts (by employment or otherwise) 
with an individual or entity that the person knows or should 
know is excluded from participation in a Federal health care 
program (as defined in section 1128B(f)), for the provision of 
items or services for which payment may be made under such 
a program;”. 

(b) CiviL MONEY PENALTIES FOR KICKBACKS.— 

(1) PERMITTING SECRETARY TO IMPOSE CIVIL MONEY PEN- 
ALTY.—Section 1128A(a) (42 U.S.C. 1320a—7a(a)), as amended 
by subsection (a), is amended— 

(A) in paragraph (5), by striking “or” at the end; 
(B) in paragraph (6), by adding “or” at the end; and 
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(C) by adding after paragraph (6) the following new 
paragraph: 

“(7) commits an act described in paragraph (1) or (2) of 
section 1128B(b);”. 

(2) DESCRIPTION OF CIVIL MONEY PENALTY APPLICABLE.— 
Section 1128A(a) (42 U.S.C. 1320a—7a(a)), as amended by para- 
graph (1), is amended in the matter following paragraph (7)— 

(A) by striking “occurs).” and inserting “occurs; or in 
cases under paragraph (7), $50,000 for each such act).”; 
and 

(B) by inserting after “of such claim” the following: 

“(or, in cases under paragraph (7), damages of not more 

than 3 times the total amount of remuneration offered, 

paid, solicited, or received, without regard to whether a 

portion of such remuneration was offered, paid, solicited, 

or received for a lawful purpose)”. 
USC (c) EFFECTIVE DATES.— 
20a-7a note (1) CONTRACTS WITH EXCLUDED PERSONS.—The amend- 
ments made by subsection (a) shall apply to arrangements 
and contracts entered into after the date of the enactment 
of this Act. 

(2) KICKBACKS.—The amendments made by subsection (b) 
shall apply to acts committed after the date of the enactment 
of this Act. 


42 
13 


CHAPTER 2—IMPROVEMENTS IN PROTECTING 
PROGRAM INTEGRITY 


SEC. 4311. IMPROVING INFORMATION TO MEDICARE BENEFICIARIES. 


(a) INCLUSION OF INFORMATION REGARDING MEDICARE WASTE, 
FRAUD, AND ABUSE IN ANNUAL NOTICE.— 

(1) IN GENERAL.—Section 1804 (42 U.S.C. 1395b—2) is 
amended by adding at the end the following new subsection: 
“(c) The notice provided under subsection (a) shall include— 

“(1) a statement which indicates that because errors do 
occur and because medicare fraud, waste, and abuse is a signifi- 
cant problem, beneficiaries should carefully check any expla- 
nation of benefits or itemized statement furnished pursuant 
to section 1806 for accuracy and report any errors or question- 
able charges by calling the toll-free phone number described 
in paragraph (4); 

“(2) a statement of the beneficiary’s right to request an 
itemized statement for medicare items and services (as provided 
in section 1806(b)); 

“(3) a description of the program to collect information 
on medicare fraud and abuse established under section 203(b) 
of the Health Insurance Portability and Accountability Act of 
1996; and 

“(4) a toll-free telephone number maintained by the Inspec- 
tor General in the Department of Health and Human Services 
for the receipt of complaints and information about waste, 
fraud, and abuse in the provision or billing of services under 


this title.”. 
42 USC 1395b-2 (2) EFFECTIVE DATE.—The amendment made by this sub- 
note. section shall apply to notices provided on or after January 


1, 1998. 
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(b) CLARIFICATION OF REQUIREMENT TO PROVIDE EXPLANATION 
OF MEDICARE BENEFITS.— 
(1) IN GENERAL.—Title XVIII is amended by inserting after 
section 1805 (as added by section 4022) the following new 
section: 


“EXPLANATION OF MEDICARE BENEFITS 


“SEC. 1806. (a) IN GENERAL.—The Secretary shall furnish to 42 USC 1395b-7 
each individual for whom payment has been made under this title 
(or would be made without regard to any deductible) a statement 
which— 

“(1) lists the item or service for which payment has been 
made and the amount of such payment for each item or service; 
and 

“(2) includes a notice of the individual’s right to request 
an itemized statement (as provided in subsection (b)). 

“(b) REQUEST FOR ITEMIZED STATEMENT FOR MEDICARE ITEMS 
AND SERVICES.— 

“(1) IN GENERAL.—An individual may submit a written 
request to any physician, provider, supplier, or any other person 
(including an organization, agency, or other entity) for an item- 
ized statement for any item or service provided to such individ- 
ual by such person with respect to which payment has been 
made under this title. 

“(2) 30-DAY PERIOD TO FURNISH STATEMENT.— 

“(A) IN GENERAL.—Not later than 30 days after the 
date on which a request under paragraph (1) has been 
made, a person described in such paragraph shall furnish 
an itemized statement describing each item or service pro- 
vided to the individual requesting the itemized statement. 

“(B) PENALTY.—Whoever knowingly fails to furnish an 
itemized statement in accordance with subparagraph (A) 
shall be subject to a civil money penalty of not more than 
$100 for each such failure. Such penalty shall be imposed 
and collected in the same manner as civil money penalties 
under subsection (a) of section 1128A are imposed and 
collected under that section 
“(3) REVIEW OF ITEMIZED STATEMENT.— 

“(A) IN GENERAL.—Not later than 90 days after the 
receipt of an itemized statement furnished under paragraph 
(1), an individual may submit a written request for a 
review of the itemized statement to the Secretary. 

“(B) SPECIFIC ALLEGATIONS.—A request for a review 
of the itemized statement shall identify— 

“(i) specific items or services that the individual 
believes were not provided as claimed, or 

“(ii) any other billing irregularity (including dupli- 
cate billing). 

“(4) FINDINGS OF SECRETARY.—The Secretary shall, with 
respect to each written request submitted under paragraph 
(3), determine whether the itemized statement identifies spe- 
cific items or services that were not provided as claimed or 
any other billing irregularity (including duplicate billing) that 
has resulted in unnecessary payments under this title. 

“(5) RECOVERY OF AMOUNTS.—The Secretary shall take all 
appropriate measures to recover amounts unnecessarily paid 
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under this title with respect to a statement described in para 
graph (4).” 
2) CONFORMING AMENDMENT.—Subsection (a) of section 
203 of the Health Insurance Portability and Accountability 
Act of 1996 is repealed 
EFFECTIVE DATES 
A) STATEMENT BY SECRETARY.—Paragraph (1) of sec- 
tion 1806(a) of the Social Security Act, as added by para- 
graph (1), and the repeal made by paragraph (2) shall 
take effect on the date of the enactment of this Act 
B) ITEMIZED STATEMENT.—Paragraph (2) of section 
1806(a) and section 1806(b) of the Social Security Act, 
as so added, shall take effect not later than January 1, 
1999 





SEC. 4312. DISCLOSURE OF INFORMATION AND SURETY BONDS. 


a) DISCLOSURE OF INFORMATION AND SURETY BOND REQUIRE- 
MENT FOR SUPPLIERS OF DURABLE MEDICAL EQUIPMENT.—Section 
1834(a) (42 U.S.C. 1395m(a)) is amended by inserting after para- 
graph (15) the following new paragraph 

“(16) DISCLOSURE OF INFORMATION AND SURETY BOND.— 
The Secretary shall not provide for the issuance (or renewal) 
of a provider number for a supplier of durable medical equip- 
ment, for purposes of payment under this part for durable 
medical equipment furnished by the supplier, unless the sup- 
plier provides the Secretary on a continuing basis— 
‘(A) with— 
‘(i) full and complete information as to the identity 
f each person with an ownership or control interest 
as defined in section 1124(a)(3)) in the supplier or 
in any subcontractor (as defined by the Secretary in 
regulations) in which the supplier directly or indirectly 
has a 5 percent or more ownership interest; and 
‘(ii) to the extent determined to be feasible under 
regulations of the Secretary, the name of any disclosing 
entity (as defined in section 1124(a\(2)) with respect 
to which a person with such an ownership or control 
interest in the supplier is a person with such an owner- 
ship or control interest in the disclosing entity; and 
“(B) with a surety bond in a form specified by the 
Secretary and in an amount that is not less than $50,000. 

The Secretary may waive the requirement of a bond under 

subparagraph (B) in the case of a supplier that provides a 

comparable surety bond under State law.”. 

(b) SURETY BOND REQUIREMENT FOR HOME HEALTH AGEN- 
CIES.— 





(1) IN GENERAL.—Section 1861(0) (42 U.S.C. 1395x(o)) is 
amended— 
(A) in paragraph (6), by striking “and” at the end; 
(B) by redesignating paragraph (7) as paragraph (8); 
(C) by inserting after paragraph (6) the following new 
paragraph: 
“(7) provides the Secretary on a continuing basis with 
a surety bond in a form specified by the Secretary and in 
an amount that is not less than $50,000; and”; and 
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(D) by adding at the end the following: “The Secretary 
may waive the requirement of a surety bond under para- 
graph (7) in the case of an agency or organization that 
provides a comparable surety bond under State law.”. 
(2) CONFORMING AMENDMENTS.—Section 1861(v)(1)(H) (42 
U.S.C. 1395x(v)(1)(H)) is amended— 
(A) in clause (i), by striking “the financial security 
requirement described in subsection (0)(7)” and inserting 
“the surety bond requirement described in subsection (0)(7) 
and the financial security requirement described in sub- 
section (0)(8)”; and 
(B) in clause (ii), by striking “the financial security 
requirement described in subsection (07) applies” and 
inserting “the surety bond requirement described in sub- 
section (07) and the financial security requirement 
described in subsection (0)(8) apply”. 
(3) REFERENCE TO CURRENT DISCLOSURE REQUIREMENT.— 
For additional provisions requiring home health agencies to 
disclose information on ownership and control interests, see 
section 1124 of the Social Security Act (42 U.S.C. 1320a-3). 
(c) AUTHORIZING APPLICATION OF DISCLOSURE AND SURETY 
BOND REQUIREMENTS TO OTHER HEALTH CARE PROVIDERS.—Section 
1834(a)(16) (42 U.S.C. 1395m(a)(16)), as added by subsection (a), 
is amended by adding at the end the following: “The Secretary, 
at the Secretary’s discretion, may impose the requirements of the 
first sentence with respect to some or all providers of items or 
services under part A or some or all suppliers or other persons 
(other than physicians or other practitioners, as defined in section 
1842(b)(18)(C)) who furnish items or services under this part.” 

(d) APPLICATION TO COMPREHENSIVE OUTPATIENT REHABILITA- 
TION FACILITIES (CORFs).—Section 186l(cc)(2) (42 U.S.C. 
1395x(cc)(2)) is amended— 

(1) in subparagraph (H), by striking “and” at the end; 

(2) by redesignating subparagraph (I) as subparagraph (J); 

(3) by inserting after subparagraph (H) the following new 
subparagraph: 

“(I) provides the Secretary on a continuing basis with a 
surety bond in a form specified by the Secretary and in an 
amount that is not less than $50,000; and”; and 

(4) by adding at the end the following flush sentence: 

“The Secretary may waive the requirement of a surety bond under 
subparagraph (I) in the case of a facility that provides a comparable 
surety bond under State law.”. 

(e) APPLICATION TO REHABILITATION AGENCIES.—Section 
1861(p) (42 U.S.C. 1395x(p)) is amended— 

(1) in paragraph (4)(A)(v), by inserting after “as the Sec- 
retary may find necessary,” the following: “and provides the 
Secretary on a continuing basis with a surety bond’ in a form 
specified by the Secretary and in an amount that is not less 
than $50,000,”, and 

(2) by adding at the end the following: “The Secretary 
may waive the requirement of a surety bond under paragraph 
(4XA)(v) in the case of a clinic or agency that provides a 
comparable surety bond under State law.” 

(f) EFFECTIVE DATES.— 

(1) SUPPLIERS OF DURABLE MEDICAL EQUIPMENT.—The 42 USC 1395m 

amendment made by subsection (a) shall apply to suppliers note 
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TIS 


of durable medical equipment with respect to such equipment 
furnished on or after January 1, 1998. 


1395x (2) HOME HEALTH AGENCIES.—The amendments made by 


subsection (b) shall apply to home health agencies with respect 
to services furnished on or after January 1, 1998. The Secretary 
of Health and Human Services shall modify participation agree- 
ments under section 1866(a)(1) of the Social Security Act (42 
U.S.C. 1395cc(a)(1)) with respect to home health agencies to 
provide for implementation of such amendments on a timely 
basis 


1395m (3) OTHER AMENDMENTS.—The amendments made by sub- 


sections (c) through (e) shall take effect on the date of the 
enactment of this Act and may be applied with respect to 
items and services furnished on or after January 1, 1998 


SEC. 4313. PROVISION OF CERTAIN IDENTIFICATION NUMBERS. 


(a) REQUIREMENTS TO DISCLOSE EMPLOYER IDENTIFICATION 
NUMBERS (EINS) AND SociAL SECURITY ACCOUNT NUMBERS 
(SSNs).—Section 1124(a)(1) (42 U.S.C. 1320a—3(a)(1)) is amended 
by inserting before the period at the end the following: “and supply 
the Secretary with the both the employer identification number 
(assigned pursuant to section 6109 of the Internal Revenue Code 
of 1986) and social security account number (assigned under section 
205(c(2)(B)) of the disclosing entity, each person with an ownership 
or control interest (as defined in subsection (a)(3)), and any sub- 
contractor in which the entity directly or indirectly has a 5 percent 
or more ownership interest. 

(b) OTHER MEDICARE PROVIDERS.—Section 1124A (42 U.S.C 
1320a—3a) is amended— 

1) in subsection (a)— 
(A) in paragraph (1), by striking “and” at the end; 
(B) in paragraph (2), by striking the period at the 
end and inserting “; and”; and 
(C) by adding at the end the following new paragraph: 
“(3) including the employer identification number (assigned 
pursuant to section 6109 of the Internal Revenue Code of 

1986) and social security account number (assigned under sec- 

tion 205(c\(2)(B)) of the disclosing part B provider and any 

person, managing employee, or other entity identified or 
described under paragraph (1) or (2).”; and 

(2) in subsection (c)(1), by inserting “(or, for purposes of 
subsection (a)(3), any entity receiving payment)” after “on an 
assignment-related basis” 

(c) VERIFICATION BY SOCIAL SECURITY ADMINISTRATION (SSA).— 
Section 1124A (42 U.S.C. 1320a—3a), as amended by subsection 
(b), is amended— 

(1) by redesignating subsection (c) as subsection (d); and 
(2) by inserting after subsection (b) the following new sub- 
section: 

“(c) VERIFICATION. — 

“(1) TRANSMITTAL BY HHS.—The Secretary shall transmit— 
“(A) to the Commissioner of Social Security information 
concerning each social security account number (assigned 
under section 205(c\(2)(B)), and 
“(B) to the Secretary of the Treasury information 
concerning each employer identification number (assigned 
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pursuant to section 6109 of the Internal Revenue Code 

of 1986), 
supplied to the Secretary pursuant to subsection (a)(3) or sec- 
tion 1124(c) to the extent necessary for verification of such 
information in accordance with paragraph (2). 

“(2) VERIFICATION.—The Commissioner of Social Security 
and the Secretary of the Treasury shall verify the accuracy 
of, or correct, the information supplied by the Secretary to 
such official pursuant to paragraph (1), and shall report such 
verifications or corrections to the Secretary. 

“(3) FEES FOR  VERIFICATION.—The Secretary _ shall 
reimburse the Commissioner and Secretary of the Treasury, 
at a rate negotiated between the Secretary and such official, 
for the costs incurred by such official in performing the verifica- 
tion and correction services described in this subsection.”. 

(d) REPORT.—Before the amendments made by this section may 42 USC 1320a-3 
become effective, the Secretary of Health and Human Services ote 
shall submit to Congress a report on steps the Secretary has taken 
to assure the confidentiality of social security account numbers 
that will be provided to the Secretary under such amendments. 

(e) EFFECTIVE DATES.— 42 USC 1320a-3 

(1) DISCLOSURE REQUIREMENTS.—The amendment made by __ nte 
subsection (a) shall apply to the application of conditions of 
participation, and entering into and renewal of contracts and 
agreements, occurring more than 90 days after the date of 
submission of the report under subsection (d). 

(2) OTHER PROVIDERS.—The amendments made by sub- 
section (b) shall apply to payment for items and services fur- 
nished more than 90 days after the date of submission of 
such report. 


SEC. 4314. ADVISORY OPINIONS REGARDING CERTAIN PHYSICIAN 
SELF-REFERRAL PROVISIONS. 


Section 1877(g) (42 U.S.C. 1395nn(g)) is amended by adding 
at the end the following new paragraph: 
“(6) ADVISORY OPINIONS.— 

“(A) IN GENERAL.—The Secretary shall issue written 
advisory opinions concerning whether a referral relating 
to designated health services (other than clinical laboratory 
services) is prohibited under this section. Each advisory 
opinion issued by the Secretary shall be binding as to 
the Secretary and the party or parties requesting the opin- 
ion. 

“(B) APPLICATION OF CERTAIN RULES.—The Secretary 
shall, to the extent practicable, apply the rules under sub- 
sections (b)(3) and (b)(4) and take into account the regula- 
tions promulgated under subsection (b)(5) of section 1128D 
in the issuance of advisory opinions under this paragraph. 

“(C) REGULATIONS.—In order to implement this para- 
graph in a timely manner, the Secretary may promulgate 
regulations that take effect on an interim basis, after notice 
and pending opportunity for public comment. 

“(D) APPLICABILITY.—This paragraph shall apply to 
requests for advisory opinions made after the date which 
is 90 days after the date of the enactment of this paragraph 
and before the close of the period described in section 
1128D(b\(6).”. 
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42 USC 1395/ 
note 


42 USC 1395u 
note 


Regulations 


SEC. 4315. REPLACEMENT OF REASONABLE CHARGE METHODOLOGY 
BY FEE SCHEDULES. 


(a) APPLICATION OF FEE SCHEDULE.—Section 1842 (42 U.S.C. 
1395u) is amended by adding at the end the following new sub- 
section: 

“(s(1) The Secretary may implement a statewide or other 
areawide fee schedule to be used for payment of any item or 
service described in paragraph (2) which is paid on a reasonable 
charge basis. Any fee schedule established under this paragraph 
for such item or service shall be updated each year by the percent- 
age increase in the consumer price index for all urban consumers 
(United States city average) for the 12-month period ending with 
June of the preceding year, except that in no event shall a fee 
schedule for an item described in paragraph (2)(D) be updated 
before 2003. 

“(2) The items and services described in this paragraph are 
as follows: 

“(A) Medical supplies. 
“(B) Home dialysis supplies and equipment (as defined 

in section 1881(b)(8)). 

“(C) Therapeutic shoes 

“(D) Parenteral and enteral nutrients, equipment, and sup- 
plies. 

“(E) Electromyogram devices 

“(F) Salivation devices. 

“(G) Blood products. 

“(H) Transfusion medicine.” 

(b) CONFORMING AMENDMENT.—Section 1833(a)(1) (42 U.S.C 

1395l(aX(1)) is amended— 

(A) by striking “and (P)” and inserting “(P)”; and 

(B) by striking the semicolon at the end and inserting 
the following: “, and (Q) with respect to items or services 
for which fee schedules are established pursuant to section 
1842(s), the amounts paid shall be 80 percent of the lesser 
of the actual charge or the fee schedule established in 
such section;” 

(c) EFFECTIVE DATES.—The amendments made by this section 
to the extent such amendments substitute fee schedules for reason- 
able charges, shall apply to particular services as of the date speci- 
fied by the Secretary of Health and Human Services. 

(d) INITIAL BUDGET NEUTRALITY.—The Secretary, in developing 
a fee schedule for particular services (under the amendments made 
by this section), shall set amounts for the first year period to 
which the fee schedule applies at a level so that the total payments 
under title XVIII of the Social Security Act (42 U.S.C. 1395 et 
seq.) for those services for that year period shall be approximately 
equal to the estimated total payments if such fee schedule had 
not been implemented. 


SEC. 4316. APPLICATION OF INHERENT REASONABLENESS TO ALL 
PART B SERVICES OTHER THAN PHYSICIANS’ SERVICES. 


(a) IN GENERAL.—Paragraphs (8) and (9) of section 1842(b) 
(42 U.S.C. 1395u(b)) are amended to read as follows: 
“(8)(A)(i) The Secretary shall by regulation— 
“(I) describe the factors to be used in determining the 
cases (of particular items or services) in which the application 
of this part (other than to physicians’ services paid under 
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section 1848) results in the determination of an amount that, 

because of its being grossly excessive or grossly deficient, is 

not inherently reasonable, and 

“(II) provide in those cases for the factors to be considered 
in determining an amount that is realistic and equitable. 

“(ii) Notwithstanding the determination made in clause (i), 
the Secretary may not apply factors that would increase or decrease 
the payment under this part during any year for any particular 
item or service by more than 15 percent from such payment during 
the preceding year except as provided in subparagraph (B). 

“(B) The Secretary may make a determination under this 
subparagraph that would result in an increase or decrease under 
subparagraph (A) of more than 15 percent of the payment amount 
for a year, but only if— 

“(i) the Secretary’s determination takes into account the 
factors described in subparagraph (C) and any additional factors 
the Secretary determines appropriate, 

“(ii) the Secretary's determination takes into account the 
potential impacts described in subparagraph (D), and 

“(iii) the Secretary complies with the procedural require- 
ments of paragraph (9). 

“(C) The factors described in this subparagraph are as follows: 

“(i) The programs established under this title and title 
XIX are the sole or primary sources of payment for an item 
or service. 

“(ii) The payment amount does not reflect changing tech- 
nology, increased facility with that technology, or reductions 
in acquisition or production costs. 

“(iii) The payment amount for an item or service under 
this part is substantially higher or lower than the payment 
made for the item or service by other purchasers. 

“(D) The potential impacts of a determination under subpara- 
graph (B) on quality, access, and beneficiary liability, including 
the likely effects on assignment rates and participation rates. 

“(9(A) The Secretary shall consult with representatives of 
suppliers or other individuals who furnish an item or service before 
making a determination under paragraph (8)(B) with regard to 
that item or service. 

“(B) The Secretary shall publish notice of a proposed determina- Federal Register, 
tion under paragraph (8)(B) in the Federal Register— publication 

“(i) specifying the payment amount proposed to be estab- 
lished with respect to an item or service, 

“(ii) explaining the factors and data that the Secretary 
took into account in determining the payment amount so speci- 


fied, and 
“(iii) explaining the potential impacts described in para- 
graph (8)(D). 


“(C) After publication of the notice required by subparagraph 
(B), the Secretary shall allow not less than 60 days for public 
comment on the proposed determination. 

“(D)(i) Taking into consideration the comments made by the Federal Register 
public, the Secretary shall publish in the Federal Register a final publication 
determination under paragraph (8)(B) with respect to the payment 
amount to be established with respect to the item or service. 

“ii) A final determination published pursuant to clause (i) 
shall explain the factors and data that the Secretary took into 
consideration in making the final determination.”. 
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(b) CONFORMING AMENDMENT.—Section 1834(a)(10)(B) (42 
U.S.C. 1395m(a)(10)(B)) is amended 
1) by striking “For covered items furnished on or after 
January 1, 1991, the” and inserting “The” 
2) by striking “(other than subparagraph (D))”; and 
3) by striking all that follows “payments under this sub- 
section” and inserting a period 
42 USC 1395m (c) EFFECTIVE DATE.—The amendments made by this section 
note shall take effect on the date of the enactment of this Act 
SEC. 4317. REQUIREMENT TO FURNISH DIAGNOSTIC INFORMATION. 
(a) INCLUSION OF NON-PHYSICIAN PRACTITIONERS IN REQUIRE- 
MENT TO PROVIDE DIAGNOSTIC CODES FOR PHYSICIAN SERVICES. 
Paragraphs (1) and (2) of section 1842(p) (42 U.S.C. 1395u(p)) 
are each amended by inserting “or practitioner specified in sub- 
section (b)(18)(C)” after “by a physician”. 
b) REQUIREMENT TO PROVIDE DIAGNOSTIC INFORMATION WHEN 
ORDERING CERTAIN ITEMS OR SERVICES FURNISHED BY ANOTHER 
ENTITY.—Section 1842(p) (42 U.S.C. 1395u(p)), is amended by add- 
ing at the end the following new paragraph: 
“(4) In the case of an item or service defined in paragraph 
(3), (6), (8), or (9) of subsection 1861(s) ordered by a physician 
or a practitioner specified in subsection (b\(18)(C), but furnished 
by another entity, if the Secretary (or fiscal agent of the Secretary) 
requires the entity furnishing the item or service to provide diag- 
nostic or other medical information in order for payment to be 
made to the entity, the physician or practitioner shall provide 
that information to the entity at the time that the item or service 
is ordered by the physician or practitioner.”. 
» USC 1395u (¢) EFFECTIVE DATE.—The amendments made by this section 
note shall apply to items and services furnished on or after January 
1, 1998. 


SEC. 4318. REPORT BY GAO ON OPERATION OF FRAUD AND ABUSE 
CONTROL PROGRAM. 


Section 1817(k)(6) (42 U.S.C. 1395i(k)(6)) is amended by insert- 
ing “June 1, 1998, and” after “Not later than”. 


SEC. 4319. COMPETITIVE BIDDING DEMONSTRATION PROJECTS 
(a) GENERAL RULE.—Part B of title XVIII (42 U.S.C. 1395) 
et seq.) is amended by inserting after section 1846 the following 
new section: 
42 USC 1395w-3. “SEC. 1847. DEMONSTRATION PROJECTS FOR COMPETITIVE ACQUISI- 
TION OF ITEMS AND SERVICES. 


“(a) ESTABLISHMENT OF DEMONSTRATION PROJECT BIDDING 
AREAS.— 

“(1) IN GENERAL.—The Secretary shall implement not more 
than 5 demonstration projects under which competitive acquisi- 
tion areas are established for contract award purposes for the 
furnishing under this part of the items and services described 
in subsection (d) 

“(2) PROJECT REQUIREMENTS.—Each demonstration project 
under paragraph (1)— 
“(A) shall include such group of items and services 
as the Secretary may prescribe, 
“(B) shall be conducted in not more than 3 competitive 
acquisition areas, and 
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“(C) shall be operated over a 3-year period. 

“(3) CRITERIA FOR ESTABLISHMENT OF COMPETITIVE ACQUISI- 
TION AREAS.—Each competitive acquisition area established 
under a demonstration project implemented under paragraph 
(1)}— 

“(A) shall be, or shall be within, a metropolitan statis- 
tical area (as defined by the Secretary of Commerce), and 

“(B) shall be chosen based on the availability and acces- 
sibility of entities able to furnish items and services, and 
the probable savings to be realized by the use of competitive 
bidding in the furnishing of items and services in such 
area. 

“(b) AWARDING OF CONTRACTS IN AREAS.— 

“(1) IN GENERAL.—The Secretary shall conduct a competi- 
tion among individuals and entities supplying items and serv- 
ices described in subsection (c) for each competitive acquisition 
area established under a demonstration project implemented 
under subsection (a). 

“(2) CONDITIONS FOR AWARDING CONTRACT.—The Secretary 
may not award a contract to any entity under the competition 
conducted pursuant to paragraph (1) to furnish an item or 
service unless the Secretary finds that the entity meets quality 
standards specified by the Secretary that the total amounts 
to be paid under the contract are expected to be less than 
the total amounts that would otherwise be paid. 

“(3) CONTENTS OF CONTRACT.—A contract entered into with 
an entity under the competition conducted pursuant to para- 
graph (1) is subject to terms and conditions that the Secretary 
may specify. 

“(4) LIMIT ON NUMBER OF CONTRACTORS.—The Secretary 
may limit the number of contractors in a competitive acquisition 
area to the number needed to meet projected demand for items 
and services covered under the contracts. 

“(c) EXPANSION OF PROJECTS.— 

“(1) EVALUATIONS.—The Secretary shall evaluate the 
impact of the implementation of the demonstration projects 
on medicare program payments, access, diversity of product 
selection, and quality. The Secretary shall make annual reports 
to the Committees on Ways and Means and Commerce of 
the House of Representatives and the Committee on Finance 
of the Senate on the results of the evaluation described in 
the preceding sentence and a final report not later than 6 
months after the termination date specified in subsection (e). 

“(2) EXPANSION.—If the Secretary determines from the 
evaluations under paragraph (1) that there is clear evidence 
that any demonstration project— 

“(A) results in a decrease in Federal expenditures 
under this title, and 

“(B) does not reduce program access, diversity of prod- 
uct selection, and quality under this title, 

the Secretary may expand the project to additional competitive 

acquisition areas. 

“(d) SERVICES DESCRIBED.—The items and services to which 
this section applies are all items and services covered under this 
part (except for physicians’ services as defined in section 1861(s)(1)) 
that the Secretary may specify. At least one demonstration project 
shall include oxygen and oxygen equipment. 
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“(e) TERMINATION.—Notwithstanding any other provision of this 
section, all projects under this section shall terminate not later 
than December 31, 2002.” 

(b) ITEMS AND SERVICES TO BE FURNISHED ONLY THROUGH 
COMPETITIVE ACQUISITION.—Section 1862(a) (42 U.S.C. 1395y(a)) 
is amended— 

1) by striking “or” at the end of paragraph (15), 
(2) by striking the period at the end of paragraph (16) 
and inserting “; or”, and 
(3) by inserting after paragraph (16) the following new 
paragraph 
“(17) where the expenses are for an item or service fur- 
nished in a competitive acquisition area (as established by 
the Secretary under section 1847(a)) by an entity other than 
an entity with which the Secretary has entered into a contract 
under section 1847(b) for the furnishing of such an item or 
service in that area, unless the Secretary finds that the 
expenses were incurred in a case of urgent need, or in other 
circumstances specified by the Secretary.”. 
42 USC 1395w-3 c) Stupy By GAO.—The Comptroller of the United States 
note shall study the effectiveness of the establishment of competitive 
acquisition areas under section 1847(a) of the Social Security Act, 
as added by this section 
SEC. 4320. PROHIBITING UNNECESSARY AND WASTEFUL MEDICARE 
PAYMENTS FOR CERTAIN ITEMS. 


Section 1861l(v) (42 U.S.C. 1395x(v)) is amended by adding 
at the end the following new paragraph: 
“(8) ITEMS UNRELATED TO PATIENT CARE.—Reasonable costs 
do not include costs for the following— 
“(i) entertainment, including tickets to sporting and 
other entertainment events; 
“(ii) gifts or donations; 
“(iii) personal use of motor vehicles; 
“(iv) costs for fines and penalties resulting from viola- 
tions of Federal, State, or local laws; and 
“(v) education expenses for spouses or other dependents 
of providers of services, their employees or contractors.”. 


SEC. 4321. NONDISCRIMINATION IN POST-HOSPITAL REFERRAL TO 
HOME HEALTH AGENCIES AND OTHER ENTITIES. 

(a) NOTIFICATION OF AVAILABILITY OF HOME HEALTH AGENCIES 
AND OTHER ENTITIES AS PART OF DISCHARGE PLANNING PROCESS.— 
Section 1861(ee)(2) (42 U.S.C. 1395x(ee)(2)) is amended— 

(1) in subparagraph (D), by inserting before the period 
the following: “, including the availability of home health serv- 
ices through individuals and entities that participate in the 
program under this title and that serve the area in which 
the patient resides and that request to be listed by the hospital 
as available”; and 

(2) by adding at the end the following new subparagraph: 

“(H) Consistent with section 1802, the discharge plan 
shall— 

“(i) not specify or otherwise limit the qualified provider 
which may provide post-hospital home health services, and 
“(ii) identify (in a form and manner specified by the 

Secretary) any entity to whom the individual is referred 

in which the hospital has a disclosable financial interest 
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(as specified by the Secretary consistent with section 
oe or which has such an interest in the hos- 
pital.”. 

(b) MAINTENANCE AND DISCLOSURE OF INFORMATION ON POST- 
HOSPITAL HOME HEALTH AGENCIES AND OTHER ENTITIES.—Section 
1866(a\ 1) (42 U.S.C. 1395cce(aX1)) is amended— 

(1) by striking “and” at the end of subparagraph (Q), 
. (2) by striking the period at the end of subparagraph (R), 
an 
(3) by adding at the end the following new subparagraph: 
“(S) in the case of a hospital that has a financial interest 

(as specified by the Secretary in regulations) in an entity to 

which individuals are referred as described in section 

186 1(ee2)H\ii), or in which such an entity has such a finan- 

cial interest, or in which another entity has such a financial 

interest (directly or indirectly) with such hospital and such 

an entity, to maintain and disclose to the Secretary (in a 

form and manner specified by the Secretary) information on— 

“(i) the nature of such financial interest, 

“(ii) the number of individuals who were discharged 
from the hospital and who were identified as requiring 
home health services, and 

“(iii) the percentage of such individuals who received 
-— services from suck provider (or another such pro- 
vider).”. 

(c) DISCLOSURE OF INFORMATION TO THE PUBLIC.—Title XI is 
amended by inserting after section 1145 the following new section: 


“PUBLIC DISCLOSURE OF CERTAIN INFORMATION ON HOSPITAL 42 USC 
FINANCIAL INTEREST AND REFERRAL PATTERNS 1320b-16. 


“SEC. 1146. The Secretary shall make available to the public, 
in a form and manner specified by the Secretary, information dis- 
closed to the Secretary pursuant to section 1866(a)(1)(S).”. 
(d) EFFECTIVE DATES.— 42 USC 1395x 

(1) The amendments made by subsection (a) shall apply te. 
to discharges occurring on or after the date which is 90 days 
after the date of the enactment of this Act. 

(2) The Secretary of Health and Human Services shall Regulations. 
issue regulations by not later than the date which is 1 year 42 USC 
after the date of the enactment of this Act to carry out the 1920b-16 note. 
amendments made by subsections (b) and (c) and such amend- 
ments shall take effect as of such date (on or after the issuance 
of such regulations) as the Secretary specifies in such regula- 
tions. 


CHAPTER 3—CLARIFICATIONS AND TECHNICAL 
CHANGES 


SEC. 4331. OTHER FRAUD AND ABUSE RELATED PROVISIONS. 


(a) REFERENCE CORRECTION.—(1) Section 1128D(b\2XD) (42 
U.S.C. 1320a—7d(bX2XD)), as added by section 205 of the Health 
Insurance Portability and Accountability Act of 1996, is amended 
by striking “1128B(b)” and inserting “1128A(b)”. 

(2) Section 1128E(gX3XC) (42 U.S.C. 1320a—7e(gX3XC)) is 
amended by striking “Veterans’ Administration” and inserting 
“Department of Veterans Affairs”. 
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b) LANGUAGE IN DEFINITION OF CONVICTION.—Section 
1128E(¢g\5) (42 U.S.C. 1320a—7e(g)(5)), as inserted by section 221(a) 
of the Health Insurance Portability and Accountability Act of 1996, 
is amended by striking “paragraph (4)” and inserting “paragraphs 
1) through (4)” 

c) IMPLEMENTATION OF EXCLUSIONS.—Section 1128 (42 U.S.C 
1320a—7) is amended— 

(1) in subsection (a), by striking “any program under title 

XVIII and shall direct that the following individuals and enti- 

ties be excluded from participation in any State health car 

program (as defined in subsection (h))” and inserting “any 

Federal health care program (as defined in section 1128B(f))”; 

and 

2) in subsection (b), by striking “any program under title 

XVIII and may direct that the following individuals and entities 

be excluded from participation in any State health care pro- 

gram” and inserting “any Federal health care program (as 
defined in section 1128B(f))” 

(d) SANCTIONS FOR FAILURE TO REPORT.—Section 1128E(b) (42 
U.S.C. 1320a—7e(b)), as inserted by section 22l(a) of the Health 
Insurance Portability and Accountability Act of 1996, is amended 
by adding at the end the following: 

“(6) SANCTIONS FOR FAILURE TO REPORT.— 

‘(A) HEALTH PLANS.—Any health plan that fails to 
report information on an adverse action required to be 
reported under this subsection shall be subject to a civil 
money penalty of not more than $25,000 for each such 
adverse action not reported. Such penalty shall be imposed 
and collected in the same manner as civil money penalties 
under subsection (a) of section 1128A are imposed and 
collected under that section. 

Publicatior “(B) GOVERNMENTAL AGENCIES.—The Secretary shall 
provide for a publication of a public report that identifies 
those Government agencies that have failed to report 
information on adverse actions as required to be reported 
under this subsection.”. 

(e) CLARIFICATION OF TREATMENT OF CERTAIN WAIVERS AND 
PAYMENTS OF PREMIUMS.—Section 1128A(i(6) (42 U.S.C. 1320a- 
7a(iX(6)) is amended— 

(1) in subparagraph (A)(iii)— 

(A) in subclause (I), by adding “or” at the end; 

(B) in subclause (II), by striking “or” at the end; and 

(C) by striking subclause (III); 

(2) by redesignating subparagraphs (B) and (C) as subpara- 
graphs (C) and (D); and 
(3) by inserting after subparagraph (A) the following: 

“(B) any permissible waiver as specified in section 
1128B(bX3) or in regulations issued by the Secretary;”. 

42 USC 1320a-7e (f) EFFECTIVE DATES.— 

note (1) IN GENERAL.—Except as provided in this subsection, 

the amendments made by this section shall be effective as 
if included in the enactment of the Health Insurance Portability 
and Accountability Act of 1996. 

(2) FEDERAL HEALTH PROGRAM.—The amendments made 
by subsection (c) shall take effect on the date of the enactment 
of this Act. 
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(3) SANCTION FOR FAILURE TO REPORT.—The amendment 
made by subsection (d) shall apply to failures occurring on 
or after the date of the enactment of this Act. 


Subtitle E—Provisions Relating to Part A 
Only 


CHAPTER 1—PAYMENT OF PPS HOSPITALS 


SEC. 4401. PPS HOSPITAL PAYMENT UPDATE. 


(a) IN GENERAL.—Section 1886(b\(3)B)i) (42 U.S.C. 
1395ww(b\(3)(B\i)) is amended— 

(1) by striking “and” at the end of subclause (XII), and 

(2) by striking subclause (XIII) and inserting the following: 

“(XIID) for fiscal year 1998, 0 percent, 

“(XIV) for fiscal year 1999, the market basket percentage 
increase minus 1.9 percentage points for hospitals in all areas, 

“(XV) for fiscal year 2000, the market basket percentage 
increase minus 1.8 percentage points for hospitals in all areas, 

“(XVI) for each of fiscal years 2001 and 2002, the market 
basket percentage increase minus 1.1 percentage point for hos- 
pitals in all areas, and 

“(XVII) for fiscal year 2003 and each subsequent fiscal 
year, the market basket percentage increase for hospitals in 


all areas.”. 
(b) TEMPORARY RELIEF FOR CERTAIN NON-TEACHING, NON-DSH _ 42 USC 1395ww 
HOSPITALS.— note 


(1) IN GENERAL.—In the case of a hospital described in 
paragraph (2) for its cost reporting period— 
(A) beginning in fiscal year 1998 the amount of pay- 
ment made to the hospital under section 1886(d) of the 
Social Security Act for discharges occurring during such 
fiscal year only shall be increased as though the applicable 
percentage increase (otherwise applicable to discharges 
occurring during fiscal year 1998 under § section 
1886(b\3)B)G)(XITI) of the Social Security Act (42 U.S.C. 
1395ww(b\(3)B)XiXXITT))) had been increased by 0.5 
percentage points; and 
(B) beginning in fiscal year 1999 the amount of pay- 
ment made to the hospital under section 1886(d) of the 
Social Security Act for discharges occurring during such 
fiscal year only shall be increased as though the applicable 
percentage increase (otherwise applicable to discharges 
occurring during ffiscal year 1999 under section 
1886(b\3)B)G)(XIIT) of the Social Security Act (42 U.S.C. 
1395ww(b)(3)(B)(iXXIII))) had been increased by 0.3 
percentage points. 
Subparagraph (A) shall not apply in computing the increase 
under subparagraph (B) and neither subparagraph shall affect 
payment for discharges for any hospital occurring during a 
fiscal year after fiscal year 1999. Payment increases under 
this subsection for discharges occurring during a fiscal year 
are subject to settlement after the close of the fiscal year. 

(2) HOSPITALS COVERED.—A hospital described in this para- 
graph for a cost reporting period is a hospital— 

(A) that is described in paragraph (3) for such period; 
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(B) that is located in a State in which the amount 
of the aggregate payments under section 1886(d) of such 
Act for hospitals located in the State and described in 
paragraph (3) for their cost reporting periods beginning 
during fiscal year 1995 is less than the aggregate allowable 
operating costs of inpatient hospital services (as defined 
in section 1886(a)(4) of such Act) for all such hospitals 
in such State with respect to such cost reporting periods; 
and 

(C) with respect to which the payments under section 
1886(d) of such Act (42 U.S.C. 1395ww/(d)) for discharges 
occurring in the cost reporting period involved, as estimated 
by the Secretary, is less than the allowable operating costs 
of inpatient hospital services (as defined in_ section 
1886(a)(4) of such Act (42 U.S.C. 1395ww/(a)(4)) for such 
hospital for such period, as estimated by the Secretary. 
(3) NON-TEACHING, NON-DSH HOSPITALS DESCRIBED.—A 

hospital described in this paragraph for a cost reporting period 
is a subsection (d) hospital (as defined in section 1886(d)(1)(B) 
of such Act (42 U.S.C. 1395ww/(d)(1)(B))) that— 

(A) is not receiving any additional payment amount 
described in section 1886(d)(5)(F) of such Act (42 U.S.C. 
1395ww(d)(5XF)) for discharges occurring during the 
period; 

(B) is not receiving any additional payment under sec- 
tion 1886(d)(5)(B) of such Act (42 U.S.C. 1395ww(d)(5)(B)) 
or a payment under section 1886(h) of such Act (42 U.S.C. 
1395ww(h)) for discharges occurring during the period; and 

(C) does not qualify for payment under section 
1886(d)(5\G) of such Act (42 U.S.C. 1395ww(d)(5)(G)) for 
the period. 


SEC. 4402. MAINTAINING SAVINGS FROM TEMPORARY REDUCTION IN 
CAPITAL PAYMENTS FOR PPS HOSPITALS. 


Section 1886(g)(1)A) (42 U.S.C. 1395ww(g)(1)(A)) is amended 
by adding at the end the following: “In addition to the reduction 
described in the preceding sentence, for discharges occurring on 
or after October 1, 1997, the Secretary shall apply the budget 
neutrality adjustment factor used to determine the Federal capital 
payment rate in effect on September 30, 1995 (as described in 
section 412.352 of title 42 of the Code of Federal Regulations), 
to (i) the unadjusted standard Federal capital payment rate (as 
described in section 412.308(c) of that title, as in effect on September 
30, 1997), and (ii) the unadjusted hospital-specific rate (as described 
in section 412.328(e\(1) of that title, as in effect on September 
30, 1997), and, for discharges occurring on or after October 1, 
1997, and before September 30, 2002, reduce the rates described 
in clauses (i) and (ii) by 2.1 percent.”. 


SEC. 4403. DISPROPORTIONATE SHARE. 


(a) IN  GENERAL.—Section 1886(d)(5)(F) (42 U.S.C. 
1395ww(d)(5)(F)) is amended— 

(1) in clause (i) by inserting “and before October 1, 1997” 
after “May 1, 1986”; 

(2) in clause (ii), by striking “The amount” and inserting 
“Subject to clause (ix), the amount”; and 

(3) by adding at the end the following new clause: 
“(ix) In the case of discharges occurring— 
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“(I) during fiscal year 1998, the additional payment amount 
otherwise determined under clause (ii) shall be reduced by 
1 percent; 
“(II) during fiscal year 1999, such additional payment 
amount shall be reduced by 2 percent; 
“(III) during fiscal year 2000, such additional payment 
amount shall be reduced by 3 percent; 
“(IV) during fiscal year 2001, such additional payment 
amount shall be reduced by 4 percent; 
“(V) during fiscal year 2002, such additional payment 
amount shall be reduced by 5 percent; and 
“(VI) during fiscal year 2003 and each subsequent fiscal 
year, such additional payment amount shall be reduced by 
0 percent.” 
(b) REPORT ON NEW PAYMENT FORMULA.— 42 USC 1395ww 
(1) REPORT.—Not later than 1 year after the date of the note 
enactment of this Act, the Secretary of Health and Human 
Services shall submit to the Committee on Ways and Means 
of the House of Representatives and the Committee on Finance 
of the Senate a report that contains a formula for determining 
additional payment amounts to hospitals under section 
1886(d)(5)(F) of the Social Security Act (42 U.S.C. 
1395ww(d)(5)(F)). 
(2) FACTORS IN DETERMINATION OF FORMULA.—In determin- 
ing such formula the Secretary shall— 
(A) establish a single threshold for costs incurred by 
hospitals in serving low-income patients, and 
(B) consider the costs described in paragraph (3). 
(3) The costs described in this paragraph are as follows: 
(A) The costs incurred by the hospital during a period 
(as determined by the Secretary) of furnishing hospital 
services to individuals who are entitled to benefits under 
part A of title XVIII of the Social Security Act and who 
receive supplemental security income benefits under title 
XVI of such Act (excluding any supplementation of those 
benefits by a State under section 1616 of such Act (42 
U.S.C. 1382e)). 
(B) The costs incurred by the hospital during a period 
(as so determined) of furnishing hospital services to individ- 
uals who receive medical assistance under the State plan 
under title XIX of such Act and are not entitled to benefits 
under part A of title XVIII of such Act (including individ- 
uals enrolled in a managed care organization (as defined 
in section 1903(m)(1(A) of such Act (42 U.S.C. 
1396b(m)(1)(A)) or any other managed care plan under 
such title and individuals who receive medical assistance 
under such title pursuant to a waiver approved by the 
Secretary under section 1115 of such Act (42 U.S.C. 1315)). 
(c) DATA COLLECTION.—In developing the formula described 42 USC 1395ww 
in subsection (b), the Secretary of Health and Human Services te 
may require any subsection (d) hospital (as defined in section 
1886(d)(1)(B) of the Social Security Act (42 U.S.C. 1395ww(d)(1)(B))) 
receiving additional payments by reason of section 1886(d)(5)(F) 
of such Act (42 U.S.C. 1395ww(d)(5)(F)) to submit to the Secretary 
any information that the Secretary determines is necessary to 
develop such formula. 
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SEC. 4404. MEDICARE CAPITAL ASSET SALES PRICE EQUAL TO BOOK 
VALUE. 
a IN GENERAI Section 1861(v\1)(O) (42 U.S.C 
1395x(v)(1)(O)) is amended— 
1) in clause (1)— 
A) by striking “and (if applicable) a return on equity 
capital”; 
B) by striking “hospital or skilled nursing facility” 
and inserting “provider of services”; 
C) by striking “clause (iv)” and inserting “clause (iii)”; 
and 
D) by striking “the lesser of the allowable acquisition 
cost” and all that follows and inserting “the historical cost 
of the asset, as recognized under this title, less depreciation 
allowed, to the owner of record as of the date of enactment 
of the Balanced Budget Act of 1997 (or, in the case of 
an asset not in existence as of that date, the first owner 
of record of the asset-after that date).”; 
(2) by striking clause (ii); and 
(3) by redesignating clauses (iii) and (iv) as clauses (ii) 
and (iii), respectively. 
42 USC 1395x b) EFFECTIVE DATE.—The amendments made by subsection 
not (a) apply to changes of ownership that occur after the third month 
beginning after the date of enactment of this section. 


SEC. 4405. ELIMINATION OF IME AND DSH PAYMENTS ATTRIBUTABLE 
TO OUTLIER PAYMENTS. 


(a) INDIRECT MEDICAL EDUCATION.—Section 1886(d)(5)(B)(i)(D) 
(42 U.S.C. 1395ww(d\5\B)iXD) is amended by inserting “, for 
cases qualifying for additional payment under subparagraph (A)(i),” 
before “the amount paid to the hospital under subparagraph (A)” 
(b) DISPROPORTIONATE SHARE ADJUSTMENTS.—Section 
1886(d)(5F)GiXT) (42 U.S.C. 13895ww(d)(5)(Fii(1)) is amended by 
inserting “, for cases qualifying for additional payment under 
subparagraph (A)i),” before “the amount paid to the hospital under 
subparagraph (A)” 
(c) Cost OUTLIER PAYMENTS.—Section 1886(d)(5)A)(ii) (42 
U.S.C. 1395ww(d)5)(A\ii)) is amended by striking “exceed the 
applicable DRG prospective payment rate” and inserting “exceed 
the sum of the applicable DRG prospective payment rate plus 
any amounts payable under subparagraphs (B) and (F)”. 
42 USC 1395ww (d) EFFECTIVE DATE.—The amendments made by this section 
note apply to discharges occurring after September 30, 1997. 


SEC. 4406. INCREASE BASE PAYMENT RATE TO PUERTO RICO HOS- 
PITALS. 


Section 1886(d)(9)(A) (42 U.S.C. 1395ww(d)(9)(A)) is amended— 

(1) in the matter preceding clause (i), by striking “in a 
fiscal year beginning on or after October 1, 1987,”, 

(2) in clause (i), by striking “75 percent” and inserting, 
“for discharges beginning on or after October 1, 1997, 50 percent 
(and for discharges between October 1, 1987, and September 
30, 1997, 75 percent)”, and 

(3) in clause (ii), by striking “25 percent” and inserting, 
“for discharges beginning in a fiscal year beginning on or after 
October 1, 1997, 50 percent (and for discharges between October 
1, 1987 and September 30, 1997, 25 percent)”. 
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SEC. 4407. CERTAIN HOSPITAL DISCHARGES TO POST ACUTE CARE. 


Section 1886(d)(5) (42 U.S.C. 1895ww/(d)(5)) is amended— 

(1) in subparagraph (I)(ii) by inserting “not taking in 
account the effect of subparagraph (J),” after “in a fiscal 
year, ”; and 

(2) by adding at the end the following new subparagraph: 
“(J)(i) The Secretary shall treat the term ‘transfer case’ (as 

defined in subparagraph (I)(ii)) as including the case of a qualified 
discharge (as defined in clause (ii)), which is classified within a 
diagnosis-related group described in clause (iii), and which occurs 
on or after October 1, 1998. In the case of a qualified discharge 
for which a substantial portion of the costs of care are incurred 
in the early days of the inpatient stay (as defined by the Secretary), 
in no case may the payment amount otherwise provided under 
this subsection exceed an amount equal to the sum of— 

“(I) 50 percent of the amount of payment under this sub- 
section for transfer cases (as established under subparagraph 
(I)(i)), and 

“(II) 50 percent of the amount of payment which would 
have been made under this subsection with respect to the 
qualified discharge if no transfer were involved. 

“(ii) For purposes of clause (i), subject to clause (iii), the term 
‘qualified discharge’ means a discharge classified with a diagnosis- 
related group (described in clause (iii)) of an individual from a 
subsection (d) hospital, if upon such discharge the individual 

“(I) is admitted as an inpatient to a hospital or hospital 
unit that is not a subsection (d) hospital for the provision 
of inpatient hospital services; 

“(II) is admitted to a skilled nursing facility; 

“(III) is provided home health services from a home health 
agency, if such services relate to the condition or diagnosis 
for which such individual received inpatient hospital services 
from the subsection (d) hospital, and if such services are pro- 
vided within an appropriate period (as determined by the Sec- 
retary); or 

“(IV) for discharges occurring on or after October 1, 2000, 
the individual receives post discharge services described in 
clause (iv)(I). 





in this clause is— 

“(I) 1 of 10 diagnosis-related groups selected by the Sec- 
retary based upon a high volume of discharges classified within 
such groups and a disproportionate use of post discharge serv- 
ices described in clause (ii); and 

“(II) a diagnosis-related group specified by the Secretary 
under clause (iv)(II). 

“(iv) The Secretary shall include in the proposed rule published 
under subsection (e)(5)(A) for fiscal year 2001, a description of 
the effect of this subparagraph. The Secretary may include in 
the proposed rule (and in the final rule published under paragraph 
(6)) for fiscal year 2001 or a subsequent fiscal year, a description 
of— 

“(I) post-discharge services not described in subclauses (J), 
(II), and (III) of clause (ii), the receipt of which results in 
a qualified discharge; and 

“(II) diagnosis-related groups described in clause (iii)(I) in 
addition to the 10 selected under such clause.”. 
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42 USC 1395ww 


note 


Publication 
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SEC. 4408. RECLASSIFICATION OF CERTAIN COUNTIES AS LARGE 
URBAN AREAS UNDER MEDICARE PROGRAM. 


(a) IN GENERAL.—For purposes of section 1886(d) of the Social 
Security Act (42 U.S.C. 1395ww(d)), the large urban area of Char- 
lotte-Gastonia-Rock Hill-North Carolina-South Carolina may be 
deemed to include Stanly County, North Carolina. 

(b) EFFECTIVE DATE.—This section shall apply with respect 
to discharges occurring on or after October 1, 1997. 


SEC. 4409. GEOGRAPHIC RECLASSIFICATION FOR CERTAIN DIS- 
PROPORTIONATELY LARGE HOSPITALS. 


(a) NEW GUIDELINES FOR RECLASSIFICATION.—Notwithstanding 
the guidelines published under section 1886(d)(10)D)(iXI) of the 
Social Security Act (42 U.S.C. 1395ww(d\(10)D\ixXD), the Secretary 
of Health and Human Services shall publish and use alternative 
guidelines under which a hospital described in subsection (b) quali- 
fies for geographic reclassification under such section for a fiscal 
year beginning with fiscal year 1998. 

(b) HOSPITALS COVERED.—A hospital described in this sub- 
section is a hospital that demonstrates that— 

(1) the average hourly wage paid by the hospital is not 
less than 108 percent of the average hourly wage paid by 
all other hospitals located in the Metropolitan Statistical Area 
(or the New England County Metropolitan Area) in which the 
hospital is located; 

(2) not less than 40 percent of the adjusted uninflated 
wages paid by all hospitals located in such Area is attributable 
to wages paid by the hospital; and 

(3) the hospital submitted an application requesting 
reclassification for purposes of wage index under section 
1886(d)(10\C) of such Act (42 U.S.C. 13895ww(d)(10\(C)) in each 
of fiscal years 1992 through 1997 and that such request was 
approved for each of such fiscal years. 


SEC. 4410. FLOOR ON AREA WAGE INDEX. 


(a) IN GENERAL.—For purposes of section 1886(d)(3)(E) of the 
Social Security Act (42 U.S.C. 1895ww(d\(3)(E)) for discharges occur- 
ring on or after October 1, 1997, the area wage index applicable 
under such section to any hospital which is not located in a rural 
area (as defined in section 1886(d)(2)(D) of such Act (42 U.S.C. 
1395ww(d\2)(D)) may not be less than the area wage index 
applicable under such section to hospitals located in rural areas 
in the State in which the hospital is located. 

(b) IMPLEMENTATION.—The Secretary of Health and Human 
Services shall adjust the area wage index referred to in subsection 
(a) for hospitals not described in such subsection in a manner 
which assures that the aggregate payments made under section 
1886(d) of the Social Security Act (42 U.S.C. 1395ww(d)) in a 
fiscal year for the operating costs of inpatient hospital services 
are not greater or less than those which would have been made 
in the year if this section did not apply. 

(c) EXCLUSION OF CERTAIN WAGES.—In the case of a hospital 
that is owned by a municipality and that was reclassified as an 
urban hospital under section 1886(d)(10) of the Social Security 
Act for fiscal year 1996, in calculating the hospital’s average hourly 
wage for purposes of geographic reclassification under such section 
for fiscal year 1998, the Secretary of Health and Human Services 
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shall exclude the general service wages and hours of personnel 
associated with a skilled nursing facility that is owned by the 
hospital of the same municipality and that is physically separated 
from the hospital to the extent that such wages and hours of 
such personnel are not shared with the hospital and are separately 
documented. A hospital that applied for and was denied reclassifica- 
tion as an urban hospital for fiscal year 1998, but that would 
have received reclassification had the exclusion required by this 
section been applied to it, shall be reclassified as an urban hospital 
for fiscal year 1998. 


CHAPTER 2—PAYMENT OF PPS-EXEMPT HOSPITALS 


Subchapter A—General Payment Provisions 


SEC. 4411. PAYMENT UPDATE. 


(a) IN  GENERAL.—Section 1886(b\X3B) (42 U.S.C. 
1395ww(b)(3)(B)) is amended— 

(1) in clause (ii)— 

(A) by striking “and” at the end of subclause (V), 
‘ (B) by redesignating subclause (VI) as subclause (VIII); 
an 
(C) by inserting after subclause (V), the following sub- 
clauses: 

“(VI) for fiscal year 1998, is 0 percent; 

“(VII) for fiscal years 1999 through 2002, is the applicable 
update factor specified under clause (vi) for the fiscal year; 
and”; and 

(2) by adding at the end the following new clause: 

“(vi) For purposes of clause (ii)VII) for a fiscal year, if a 
hospital’s allowable operating costs of inpatient hospital services 
recognized under this title for the most recent cost reporting period 
for which information is available— 

“(I) is equal to, or exceeds, 110 percent of the hospital’s 
target amount (as determined under subparagraph (A)) for 
such cost reporting period, the applicable update factor specified 
under this clause is the market basket percentage; 

“(II) exceeds 100 percent, but is less than 110 percent, 
of such target amount for the hospital, the applicable update 
factor specified under this clause is 0 percent or, if greater, 
the market basket percentage minus 0.25 percentage points 
for each percentage point by which such allowable operating 
costs (expressed as a percentage of such target amount) is 
less than 110 percent of such target amount; 

“(III) is equal to, or less than 100 percent, but exceeds 
24, of such target amount for the hospital, the applicable update 
factor specified under this clause is 0 percent or, if greater, 
the market basket percentage minus 2.5 percentage points; 
or 

“(IV) does not exceed % of such target amount for the 
hospital, the applicable update factor specified under this clause 
is 0 percent.”. 

(b) No EFFECT OF PAYMENT REDUCTION ON EXCEPTIONS AND 
ADJUSTMENTS.—Section 1886(b)(4)(A)(ii) (42 U.S.C. 
1395ww(b)(4)(A\ii)) is amended by adding at the end the following 
new sentence: “In making such reductions, the Secretary shall 
treat the applicable update factor described in paragraph (3)(B)(vi) 
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for a fiscal year as being equal to the market basket percentage 
for that year.”. 


SEC. 4412. REDUCTIONS TO CAPITAL PAYMENTS FOR CERTAIN PPS.- 
EXEMPT HOSPITALS AND UNITS. 


Section 1886(g) (42 U.S.C. 1395ww/(g)) is amended by adding 
at the end the following new paragraph: 

“(4) In determining the amount of the payments that are attrib- 
utable to portions of cost reporting periods occurring during fiscal 
years 1998 through 2002 and that may be made under this title 
with respect to capital-related costs of inpatient hospital services 
of a hospital which is described in clause (i), (ii), or (iv) of subsection 
(dX 1B) or a unit described in the matter after clause (v) of such 
subsection, the Secretary shall reduce the amounts of such pay- 
ments otherwise determined under this title by 15 percent.”. 


SEC. 4413. REBASING. 


(a) OPTION OF REBASING. FOR HOSPITALS IN OPERATION BEFORE 
1990.—Section 1886(b\3)(42 U.S.C. 1395ww(b)(3)) is amended— 
(1) in subparagraph (A) by striking “subparagraphs (C), 
(D), and (E)” and inserting Neuhemanasmats (C) and succeeding 
subparagraphs”, and 
(2) by adding at the end the following new subparagraph: 
“(F\i) In the case of a hospital (or unit described in the matter 
following clause (v) of subsection (d)(1B)) that received payment 
under this subsection for inpatient hospital services furnished dur- 
ing cost reporting periods beginning before October 1, 1990, that 
is within a class of hospital described in clause (iii), and that 
elects (in a form and manner determined by the Secretary) this 
subparagraph to apply to the hospital, the target amount for the 
hospital’s 12-month cost reporting period beginning during fiscal 
year 1998 is equal to the average described in clause (ii). 

“(ii) The average described in this clause for a hospital or 
unit shall be determined by the Secretary as follows: 

“(1) The Secretary shall determine the allowable operating 
costs for inpatient hospital services for the hospital or unit 
for each of the 5 cost reporting periods for which the Secretary 
has the most recent settled cost reports as of the date of 
the enactment of this subparagraph. 

“(II) The Secretary shall increase the amount determined 
under subclause (I) for each cost reporting period by the 
applicable percentage increase under subparagraph (B)ii) for 
each subsequent cost reporting period up to the cost reporting 
period described in clause (i). 

“(III) The Secretary shall identify among such 5 cost report- 
ing periods the cost reporting periods for which the amount 
determined under subclause (ED is the highest, and the lowest. 

“IV) The Secretary shall compute the averages of the 
amounts determined under subclause (II) for the 3 cost report- 
ing periods not identified under subclause (III). 

“(ii) For purposes of this subparagraph, each of the following 
shall be treated as a separate class of hospital: 

“(I) Hospitals described in clause (i) of subsection (d)(1)(B) 
and —— units described in the matter following clause 
(v) of such subsection. 

“(II) Hospitals described in clause (ii) of such subsection 
and rehabilitation units described in the matter following clause 
(v) of such subsection. 
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“(III) Hospitals described in clause (iii) of such subsection. 

“(IV) Hospitals described in clause (iv) of such subsection. 

“(V) Hospitals described in clause (v) of such subsection.”. 
(b) CERTAIN LONG-TERM CARE HOsPITALS.—Section 1886(b)(3) 

(42 U.S.C. 1395ww(b)(3)), as amended by subsection (a), is amended 
by adding at the end the following new subparagraph: 

“(G)(i) In the case of a qualified long-term care hospital (as 
defined in clause (ii)) that elects (in a form and manner determined 
by the Secretary) this subparagraph to apply to the hospital, the 
target amount for the hospital’s 12-month cost reporting period 
beginning during fiscal year 1998 is equal to the allowable operating 
costs of inpatient hospital services (as defined in subsection (a)(4)) 
recognized under this title for the hospital for the 12-month cost 
reporting period beginning during fiscal year 1996, increased by 
the applicable percentage increase for the cost reporting period 
beginning during fiscal year 1997. 

“(ii) In clause (i), a ‘qualified long-term care hospital’ means, 
with respect to a cost reporting period, a hospital described in 
clause (iv) of subsection (d)(1)(B) during each of the 2 cost reporting 
periods for which the Secretary has the most recent settled cost 
reports as of the date of the enactment of this subparagraph for 
each of which— 

“(I) the hospital’s allowable operating costs of inpatient 
hospital services recognized under this title exceeded 115 per- 
cent of the hospital’s target amount, and 

“(II) the hospital would have a disproportionate patient 
percentage of at least 70 percent (as determined by the Sec- 
retary under subsection (d)(5)(F)(vi)) if the hospital were a 
subsection (d) hospital.” 


SEC, 4414. CAP ON TEFRA LIMITS. 


Section 1886(b)(3) (42 U.S.C. 1395ww(b\(3)), as amended by 
section 4413, is amended by adding at the end the following new 
subparagraph: 

“(H)Gi) In the case of a hospital or unit that is within a class 
of hospital described in clause (iv), the Secretary shall estimate 
the 75th percentile of the target amounts for such hospitals within 
such class for cost reporting periods ending during fiscal year 1996. 

“(ii) The Secretary shall update the amount determined under 
clause (i), for each cost reporting period after the cost reporting 
period described in such clause and up to the first cost reporting 
period beginning on or after October 1, 1997, by a factor equal 
to the market basket percentage increase. 

“(iii) For cost reporting periods beginning during each of fiscal 
years 1999 through 2002, the Secretary shall update such amount 
by a factor equal to the market basket percentage increase. 

“(iv) For purposes of this subparagraph, each of the following 
shall be treated as a separate class of hospital: 

“(I) Hospitals described in clause (i) of subsection (d)(1)(B) 
and psychiatric units described in the matter following clause 

(v) of such subsection. 

“(II) Hospitals described in clause (ii) of such subsection 
and rehabilitation units described in the matter following clause 

(v) of such subsection. 

“(III) Hospitals described in clause (iv) of such subsection.”. 
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SEC. 4415. BONUS AND RELIEF PAYMENTS. 

(a) CHANGE IN BONUS PAYMENT.—Section 1886(b)(1) (42 U.S.C. 
1395ww(b)(1)) is amended in subparagraph (A) by striking all that 
follows “plus—” and inserting the following: 

“(i) 15 percent of the amount by which the target 
amount exceeds the amount of the operating costs, or 
“(ii) 2 percent of the target amount, 

whichever is less;” 

(b) CONTINUOUS IMPROVEMENT BONUS PAYMENTS.—Section 
1886(b) (42 U.S.C. 1395ww(b)) is amended— 

(1) in paragraph (1), by insert ig “plus the amount, if 
any, provided under paragraph (2)” ovefore “except that in no 
case”; and 

(2) by inserting after paragraph (1), the following new 
paragraph: 

“(2A) In addition to the payment computed under paragraph 
(1), in the case of an eligible hospital (described in subparagraph 
(B)) for a cost reporting period beginning on or after October 1, 
1997, the amount of payment on a per discharge basis under para- 
graph (1) shall be increased by the lesser of— 

“(i) 50 percent of the amount by which the operating costs 
are less than the expected costs (as defined in subparagraph 
(D)) for the period; or 

“(ii) 1 percent of the target amount for the period. 

“(B) For purposes of this paragraph, an ‘eligible hospital’ means 
with respect to a cost reporting period, a hospital— 

“(i) that has received payments under this subsection for 
at least 3 full cost reporting periods before that cost reporting 
period, and 

“(ii) whose operating costs for the period are less than 
the least of its target amount, its trended costs (as defined 
in subparagraph (C)), or its expected costs (as defined in 
subparagraph (D)) for the period. 

“(C) For purposes of subparagraph (B ii), the term ‘trended 
costs’ means for a hospital cost reporting period ending in a fiscal 
year— 

“(i) in the case of a hospital for which its cost reporting 
period ending in fiscal year 1996 was its third or subsequent 
full cost reporting period for which it receives payments under 
this subsection, the lesser of the operating costs or target 
amount for that hospital for its cost reporting period ending 
in fiscal year 1996, or 

“(ii) in the case of any other hospital, the operating costs 
for that hospital for its third full cost reporting period for 
which it receives payments under this subsection, 

increased (in a compounded manner) for each succeeding fiscal 
year (through the fiscal year involved) by the market basket 
percentage increase for the fiscal year. 

“(D) For purposes of this paragraph, the term ‘expected costs’, 
with respect to the cost reporting period ending in a fiscal year, 
means the lesser of the operating costs of inpatient hospital services 
or target amount per discharge for the previous cost reporting 
period updated by the market basket percentage increase (as 
defined in paragraph (3)(B)(iii)) for the fiscal year.”. 

(c) CHANGE IN RELIEF PAYMENTS.—Section 1886(b)(1) (42 U.S.C. 
1395ww(b)(1)), as amended in subsections (a) and (b), is further 
amended— 
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(1) by redesignating subparagraph (B) as subparagraph 


(2) in subparagraph (C), as so redesignated— 

(A) by striking “greater than the target amount” and 
inserting “greater than 110 percent of the target amount”, 
and 

(B) by striking “exceed the target amount” and insert- 
ing “exceed 110 percent of the target amount”, and 
(3) by inserting after subp: ,ragraph (A), the following new 

subparagraph: 
‘(B) are greater than the target amount but do not exceed 

110 percent of the target amount, the amount of the payment 

with respect to those operating costs payable under part A 

on a per discharge basis shall equal the target amount; or” 

(d) REPORT.—Not later than October 1, 1999, the Secretary 42 USC 1395ww 
of Health and Human Services shall submit to the Committee note 
on Ways and Means of the House of Representatives and the 
Committee on Finance of the Senate a report that describes the 
effect of the amendments to section 1886(b)(1) of the Social Security 
Act (42 U.S.C. 1395ww(b)(1)), made under this section, on psy- 
chiatric hospitals (as defined in section 1886(d)(1)(B)(i) of such 
Act (42 U.S.C. 1395ww(d)(1)(B)(i)) that have approved medical resi- 
dency training programs under title XVIII of such Act (42 U.S.¢ 
1395 et seq.)). 

(e) EFFECTIVE DATE.—The amendments made by subsections 42 USC 1395ww 
(a) and (c) shall apply with respect to cost reporting periods begin- note 
ning on or after October 1, 1997 


SEC. 4416. CHANGE IN PAYMENT AND TARGET AMOUNT FOR NEW 
PROVIDERS. 
Section 1886(b) (42 U.S.C. 1395ww(b)) is amended— 

(1) by adding at the end the following new paragraph: 

“(7)(A) Notwithstanding paragraph (1), in the case of a hospital 
or unit that is within a class of hospital described in subparagraph 
(B) which first receives payments under this section on or after 
October 1, 1997— 

‘(i) for each of the first 2 cost reporting periods for which 
the hospital has a settled cost report, the amount of the pay- 
ment with respect to operating costs described in neconman 
(1) under part A on a per discharge or per admission basis 
(as the case may be) is equal to the lesser of— 

“(I) the amount of operating costs for such respective 
period, or 

“(II) 110 percent of the national median of the target 
amount for hospitals in the same class as the hospital 

for cost reporting periods ending during fiscal year 1996, 

updated by the hospital market basket increase’ percentage 

to the fiscal year in which the hospital first received pay- 
ments under this section, as adjusted under subparagraph 

(C); and 

“(ii) for purposes of computing the target amount for the 
subsequent cost reporting period, the target amount for the 
preceding cost reporting period is equal to the amount deter- 
mined under clause (i) for such preceding period. 

‘(B) For purposes of this paragraph, each of the following 
shall be treated as a separate class of hospital: 
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“(i) Hospitals described in clause (i) of subsection (d)(1)(B) 
and psychiatric units described in the matter following clause 
v) of such subsection. 
“(ii) Hospitals described in clause (ii) of such subsection 
and rehabilitation units described in the matter following clause 
v) of such subsection. 
“(iii) Hospitals described in clause (iv) of such subsection 
“(C) In applying subparagraph (A)(i)(II) in the case of a hospital 
or unit, the Secretary shall provide for an appropriate adjustment 
to the labor-related portion of the amount determined under such 
subparagraph to take into account differences between average 
wage-related costs in the area of the hospital and the national 
average of such costs within the same class of hospital.”; and 
(2) in paragraph (3A), as amended in sections 4413 and 
4414, by inserting “and in paragraph (7)(A)(ii),” before “for 
purposes of” 
SEC. 4417. TREATMENT OF CERTAIN LONG-TERM CARE HOSPITALS. 
(a) IN GENERAL.—(1)° Section 1886(d)(1XB) (42 U.S.C. 
1395ww(d)(1)(B)) is amended by adding at the end the following 
new sentence: “A hospital that was classified by the Secretary 
on or before September 30, 1995, as a hospital described in clause 
(iv) shall continue to be so classified notwithstanding that it is 
located in the same building as, or on the same campus as, another 
hospital.” 


42 USC 1395ww (2) EFFECTIVE DATE.—The amendment made by paragraph (1) 
note shall apply to discharges occurring on or after October 1, 1995 
(b) CERTAIN LONG-TERM CARE HOSPITALS THAT TREAT CANCER 

PATIENTS.—(1) Section 1886(d)(1(B)(iv) (42 U.S.C. 


1395ww(d)(1)(B)(iv)) is amended— 

(A) by inserting “(I)” after “(iv)”; and 

(B) by adding at the end the following: 

“(II) a hospital that first received payment under this sub- 
section in 1986 which has an average inpatient length of stay 
(as determined by the Secretary) of greater than 20 days and 
that has 80 percent or more of its annual medicare inpatient 
discharges with a principal diagnosis that reflects a finding 
of neoplastic disease in the 12-month cost reporting period 
ending in fiscal year 1997, or” 


42 USC 1395ww (2) EFFECTIVE DATE.—The amendment made by paragraph (1) 
note shall apply to cost reporting periods beginning on or after the 


date of the enactment of this Act. 
SEC. 4418. TREATMENT OF CERTAIN CANCER HOSPITALS. 
a) IN GENERAL.—Section 1886(d)(1) (42 U.S.C. 1395ww(d)(1)) 
is amended- 
1) in subparagraph (B)(v) 
(A) by inserting “(I)” after “(v)”; 
(B) by striking the semicolon at the end and inserting 
or”; and 

(C) by adding at the end the following: 

“(II) a hospital that was recognized as a comprehensive 
cancer center or clinical cancer research center by the National 
Cancer Institute of the National Institutes of Health as of 
April 20, 1983, that is located in a State which, as of December 
19, 1989, was not operating a demonstration project under 
section 1814(b), that applied and was denied, on or before 
December 31, 1990, for classification as a hospital involved 
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extensively in treatment for or research on cancer under this 
clause (as in effect on the day before the date of the enactment 
of this subclause), that as of the date of the enactment of 
this subclause, is licensed for less than 50 acute care beds, 
and that demonstrates for the 4—year period ending on Decem- 
ber 31, 1996, that at least 50 percent of its total discharges 
have a principal finding of neoplastic disease, as defined in 
subparagraph (E);” and 

(2) by adding at the end the following: 

“(E) For purposes of subparagraph (B)(v)(II) only, the term 
‘principal finding of neoplastic disease’ means the condition estab- 
lished after study to be chiefly responsible for occasioning the 
admission of a patient to a hospital, except that only discharges 
with ICD-9-CM principal diagnosis codes of 140 through 239, 
V58.0, V58.1, V66.1, V66.2, or 990 will be considered to reflect 
such a principal diagnosis.”. 

(b) PAYMENT.— 42 USC 1395ww 

(1) APPLICATION TO COST REPORTING PERIODS.—Any classi- ote 
fication by reason of section 1886(d)(1)B)(v\ID of the Social 
Security Act (42 U.S.C. 1395ww(d)(1)(B)(v)IT)) (as added by 
subsection (a)) shall apply to all cost reporting periods begin- 
ning on or after January 1, 1991. 

(2) BASE YEAR.—Notwithstanding the provisions of section 
1886(b)(3)E) of such Act (42 U.S.C. 1395ww(b)(3)(E)) or other 
provisions to the contrary, the base cost reporting period for 
purposes of determining the target amount for any hospital 
classified by reason of section 1886(d)(1)(B)(v)(II) of such Act 
shall be either— 

(A) the hospital’s cost reporting period beginning dur- 
ing fiscal year 1990, or 
(B) pursuant to an election under 1886(b)(3)(G) of such 

Act (42 U.S.C. 1395ww(b)(3)(G)), as added in section 

4413(b), the period provided for under such section. 

(3) DEADLINE FOR PAYMENTS.—Any payments owed to a 
hospital by reason of this subsection shall be made expedi- 
tiously, but in no event later than 1 year after the date of 
the enactment of this Act. 


SEC. 4419. ELIMINATION OF EXEMPTIONS FOR CERTAIN HOSPITALS. 


(a) REDUCTION OF EXEMPTIONS.— 
(1) IN GENERAL.—Section 1886(b)(4)(A)(i) (42 U.S.C. 
1395ww(b)(4)(A)(i)) is amended in the first sentence by striking 
“The Secretary shall provide for an exemption from, or an 
exception and adjustment to, ” and inserting “The Secretary 
shall provide for an exception and adjustment to (and in the 
case of a hospital or unit described in subsection (d)(1)(B)(iii), 
may provide an exemption from)”. 
(2) EFFECTIVE DATE.—The amendment made by paragraph 42 USC 1395ww 
(1) shall apply to hospitals or units that first qualify as a_ note 
hospital or unit described in section 1886(d)(1)(B) (42 U.S.C. 
1395ww(d)(1)(B)) for cost reporting periods beginning on or 
after October 1, 1997. 
(b) REPORT ON EXCEPTIONS.—The Secretary of Health and Federal Register, 
Human Services shall publish annually in the Federal Register publication. 
‘ scribi 0 av = ‘ sail . 42 USC 1395ww 
a report describing the total amount of payments made to hospitals 71, 
by reason of section 1886(b)(4) of the Social Security Act (42 U.S.C. ~~ 
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1395ww(b)(4)), as amended by subsection (a), ending during the 
previous fiscal year 


Subchapter B—Prospective Payment System for PPS- 
Exempt Hospitals 


SEC. 4421. PROSPECTIVE PAYMENT FOR INPATIENT REHABILITATION 
HOSPITAL SERVICES. 


a) IN GENERAL.—Section 1886 (42 U.S.C. 1395ww) is amended 
by adding at the end the following new subsection 
7" PROSPECTIVE PAYMENT FOR INPATIENT REHABILITATION 
SERVICES.— 
‘(1) PAYMENT DURING TRANSITION PERIOD.— 

(A) IN GENERAL.—Notwithstanding section 1814(b), 
but subject to the provisions of section 1813, the amount 
of the payment with respect to the operating and capital 
costs of inpatient hospital services of a rehabilitation hos 
pital or a rehabilitation unit (in this subsection referred 
to as a ‘rehabilitation facility’), in a cost reporting period 
beginning on or after October 1, 2000, and before October 
1, 2002, is equal to the sum of— 

‘(i) the TEFRA percentage (as defined in subpara- 
graph (C)}) of the amount that would have been paid 
under part A with respect to such costs if this sub- 
section did not apply, and 

‘ai) the prospective payment percentage (as 
defined in subparagraph (C)) of the product of (I) the 
per unit payment rate established under this sub- 
section for the fiscal year in which the payment unit 
of service occurs, and (II) the number of such payment 
units occurring in the cost reporting period. 

“(B) FULLY IMPLEMENTED SYSTEM.—Notwithstanding 
section 1814(b), but subject to the provisions of section 
1813, the amount of the payment with respect to the operat- 
ing and capital costs of inpatient hospital services of a 
rehabilitation facility for a payment unit in a cost reporting 
period beginning on or after October 1, 2002, is equal 
to the per unit payment rate established under this sub- 
section for the fiscal year in which the payment unit of 
service occurs 

“(C) TEFRA AND PROSPECTIVE PAYMENT PERCENTAGES 
SPECIFIED.—For purposes of subparagraph (A), for a cost 
reporting period beginning— 
“Gi) on or after October 1, 2000, and before October 
1, 2001, the ‘TEFRA percentage’ is 6674 percent and 
the ‘prospective payment percentage’ is 33% percent; 
and 
“(ii) on or after October 1, 2001, and before October 
1, 2002, the ‘TEFRA percentage’ is 33% percent and 
the ‘prospective payment percentage’ is 6674 percent. 
“(D) PAYMENT UNIT.—For purposes of this subsection, 
the term ‘payment unit’ means a discharge, day of inpatient 
hospital services, or other unit of payment defined by the 
Secretary. 
“(2) PATIENT CASE MIX GROUPS.— 

“(A) ESTABLISHMENT.—The Secretary shall establish— 
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“(i) classes of patients of rehabilitation facilities 
(each in this subsection referred to as a ‘case mix 
group’), based on such factors as the Secretary deems 
appropriate, which may include impairment, age, 
related prior hospitalization, comorbidities, and func- 
tional capability of the patient; and 

“(ii) a method of classifying specific patients in 
rehabilitation facilities within these groups. 

“(B) WEIGHTING FACTORS.—For each case mix group 
the Secretary shall assign an appropriate weighting which 
reflects the relative facility resources used with respect 
to patients classified within that group compared to 
patients classified within other groups. 

“(C) ADJUSTMENTS FOR CASE MIX.— 

“(i) IN GENERAL.—The Secretary shall from time 
to time adjust the classifications and weighting factors 
established under this paragraph as appropriate to 
reflect changes in treatment patterns, technology, case 
mix, number of payment units for which payment is 
made under this title, and other factors which may 
affect the relative use of resources. Such adjustments 
shall be made in a manner so that changes in aggregate 
payments under the classification system are a result 
of real changes and are not a result of changes in 
coding that are unrelated to real changes in case mix. 

“(ii) ADJUSTMENT.—Insofar as the Secretary deter- 
mines that such adjustments for a previous fiscal year 
(or estimates that such adjustments for a future fiscal 
year) did (or are likely to) result in a change in aggre- 
gate payments under the classification system during 
the fiscal year that are a result of changes in the 
coding or classification of patients that do not reflect 
real changes in case mix, the Secretary shall adjust 
the per payment unit payment rate for subsequent 
years so as to eliminate the effect of such coding or 
classification changes. 

“(D) DATA COLLECTION.—The Secretary is authorized 
to require rehabilitation facilities that provide inpatient 
hospital services to submit such data as the Secretary 
deems necessary to establish and administer the prospec- 
tive payment system under this subsection. 

“(3) PAYMENT RATE.— 

“(A) IN GENERAL.—The Secretary shall determine a 
prospective payment rate for each payment unit for which 
such rehabilitation facility is entitled to receive payment 
under this title. Subject to subparagraph (B), such rate 
for payment units occurring during a fiscal year shall be 
based on the average payment per payment unit under 
this title for inpatient operating and capital costs of 
rehabilitation facilities using the most recent data available 
(as estimated by the Secretary as of the date of establish- 
ment of the system) adjusted— 

“(i) by updating such per-payment-unit amount to 
the fiscal year involved by the weighted average of 
the applicable percentage increases provided under 
subsection (b)(3)(B)(ii) (for cost reporting periods begin- 
ning during the fiscal year) covering the period from 
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the midpoint of the period for such data through the 

midpoint of fiscal year 2000 and by an increase factor 

(described in subparagraph (C)) specified by the Sec- 

retary for subsequent fiscal years up to the fiscal year 

involved; 

“(ii) by reducing such rates by a factor equal to 
the proportion of payments under this subsection (as 
estimated by the Secretary) based on prospective pay- 
ment amounts which are additional payments 
described in paragraph (4) (relating to outlier and 
related payments); 

“(iii) for variations among rehabilitation facilities 
by area under paragraph (6); 

“(iv) by the weighting factors established under 
paragraph (2)(B); and 

“(v) by such other factors as the Secretary deter- 
mines are necessary to properly reflect variations in 
necessary costs of treatment among rehabilitation 
facilities. 

“(B) BUDGET NEUTRAL RATES.—The Secretary shall 
establish the prospective payment amounts under this sub- 
section for payment units during fiscal years 2001 and 
2002 at levels such that, in the Secretary’s estimation, 
the amount of total payments under this subsection for 
such fiscal years (including any payment adjustments 
pursuant to paragraphs (4) and (6)) shall be equal to 98 
percent of the amount of payments that would have been 
made under this title during the fiscal years for operating 
and capital costs of rehabilitation facilities had this sub- 
section not been enacted. In establishing such payment 
amounts, the Secretary shall consider the effects of the 
prospective payment system established under this sub- 
section on the total number of payment units from 
rehabilitation facilities and other factors described in 
subparagraph (A) 

“(C) INCREASE FACTOR.—For purposes of this subsection 
for payment units in each fiscal year (beginning with fiscal 
year 2001), the Secretary shall establish an increase factor. 
Such factor shall be based on an appropriate percentage 
increase in a market basket of goods and services compris- 
ing services for which payment is made under this sub- 
section, which may be the market basket percentage 
increase described in subsection (b)\(3)(B)(iii). 

“(4) OUTLIER AND SPECIAL PAYMENTS.— 

‘(A) OUTLIERS.— 

“(i) IN GENERAL.—The Secretary may provide for 
an additional payment to a rehabilitation facility for 
patients in a case mix group, based upon the patient 
being classified as an outlier based on an unusual 
length of stay, costs, or other factors specified by the 
Secretary. 

“(ii) PAYMENT BASED ON MARGINAL COST OF CARE.— 
The amount of such additional payment under clause 
(i) shall be determined by the Secretary and shall 
approximate the marginal cost of care beyond the cutoff 
point applicable under clause (i). 
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“(iii) TOTAL PAYMENTS.—The total amount of the 
additional payments made under this subparagraph 
for payment units in a fiscal year may not exceed 
5 percent of the total payments projected or estimated 
to be made based on prospective payment rates for 
payment units in that year 
“(B) ADJUSTMENT.—The Secretary may provide for such 

adjustments to the payment amounts under this subsection 

as the Secretary deems appropriate to take into account 
the unique circumstances of rehabilitation facilities located 
in Alaska and Hawaii. 

“(5) PUBLICATION.—The Secretary shall provide for publica- Federal Register 
tion in the Federal Register, on or before August 1 before publication 
each fiscal year (beginning with fiscal year 2001), of the classi- 
fication and weighting factors for case mix groups under para- 
graph (2) for such fiscal year and a description of the methodol- 
ogy and data used in computing the prospective payment rates 
under this subsection for that fiscal year. 

“(6) AREA WAGE ADJUSTMENT.—The Secretary shall adjust 
the proportion (as estimated by the Secretary from time to 
time) of rehabilitation facilities’ costs which are attributable 
to wages and wage-related costs, of the prospective payment 
rates computed under paragraph (3) for area differences in 
wage levels by a factor (established by the Secretary) reflecting 
the relative hospital wage level in the geographic area of the 
rehabilitation facility compared to the national average wage 
level for such facilities. Not later than October 1, 2001 (and 
at least every 36 months thereafter), the Secretary shall update 
the factor under the preceding sentence on the basis of informa- 
tion available to the Secretary (and updated as appropriate) 
of the wages and wage-related costs incurred in furnishing 
rehabilitation services. Any adjustments or updates made under 
this paragraph for a fiscal year shall be made in a manner 
that assures that the aggregated payments under this sub- 
section in the fiscal year are not greater or less than those 
that would have been made in the year without such adjust- 
ment. 

“(7) LIMITATION ON REVIEW.—There shall be no administra- 
tive or judicial review under section 1869, 1878, or otherwise 
of the establishment of— 

“(A) case mix groups, of the methodology for the classi- 
fication of patients within such groups, and of the appro- 
priate weighting factors thereof under paragraph (2), 

“(B) the prospective payment rates under paragraph 
(3), 

“(C) outlier and special payments under paragraph 
(4), and 

“(D) area wage adjustments under paragraph (6).”. 

(b) CONFORMING AMENDMENTS.—Section 1886(b) (42 U.S.C. 
1395ww(b)) is amended— 

(1) in paragraph (1), by inserting “and other than a 
rehabilitation facility described in subsection (j)(1)” after “sub- 
section (d)(1)(B)”, and 

(2) in paragraph (3)(B)(i), by inserting “and subsection (j)” 
after “For purposes of subsection (d)”. 

(c) EFFECTIVE DATE.—The amendments made by this section 42 USC 1395 
shall apply to cost reporting periods beginning on or after October note 








111 STAT. 414 PUBLIC LAW 105-33—AUG. 5, 1997 


42 USC 1395ww 
note 


1, 2000, except that the Secretary of Health and Human Services 
may require the submission of data under section 1886(j)(2)(D) 
of the Social Security Act (as added by subsection (a)) on and 
after the date of the enactment of this section. 


SEC. 4422. DEVELOPMENT OF PROPOSAL ON PAYMENTS FOR LONG- 
TERM CARE HOSPITALS. 


(a) IN GENERAL.— 

(1) LEGISLATIVE PROPOSAL.—The Secretary of Health and 
Human Services shall develop a legislative proposal for 
establishing a case-mix adjusted prospective payment system 
for payment of long-term care hospitals described in section 
1886(d)(1)(B)(iv) of” the Social aouetiey Act (42 U.S.C. 
1395ww(d)(1)(B)iv)) under the medicare program. Such system 
shall include an adequate patient classification system that 
reflects the differences in patient resource use and costs among 
such hospitals. 

(2) COLLECTION OF DATA AND EVALUATION.—In developing 
the legislative proposal described in paragraph (1), the Sec- 
retary— 

(A) may require such long-term care hospitals to sub- 
mit such information to the Secretary as the Secretary 
may require to develop the proposal; and 

(B) shall consider several payment methodologies, 
including the feasibility of expanding the current diagnosis- 
related groups and prospective payment system established 
under section 1886(d) of the Social Security Act to apply 
to payments under the medicare program to long-term 
care hospitals. 

(b) REPORT.—Not later than October 1, 1999, the Secretary 
shall submit to the appropriate committees of Congress a report 
that includes the legislative proposal developed under subsection 
(a)(1). 


CHAPTER 3—PAYMENT FOR SKILLED NURSING 
FACILITIES 


SEC. 4431. EXTENSION OF COST LIMITS. 


The last sentence of section 1888(a) (42 U.S.C. 1395yy(a)) is 
amended by striking “subsection” the last place it appears and 
all that follows and inserting “subsection, except that the limits 
effective for cost reporting periods beginning on or after October 
1, 1997, shall be based on the limits effective for cost reporting 
periods beginning on or after October 1, 1996.”. 


SEC. 4432. PROSPECTIVE PAYMENT FOR SKILLED NURSING FACILITY 
SERVICES. 


(a) IN GENERAL.—Section 1888 (42 U.S.C. 1395yy) is amended 
by adding at the end the following new subsection: 
“(e) PROSPECTIVE PAYMENT.— 

“(1) PAYMENT PROVISION.—Notwithstanding any other 
provision of this title, subject to paragraph (7), the amount 
of the payment for all costs (as defined in paragraph (2)(B)) 
of covered skilled nursing facility services (as defined in para- 
graph (2)(A)) for each day of such services furnished— 

“(A) in a cost reporting period during the transition 
= defined in paragraph (2XE)), is equal to the 
sum of— 
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“(i) the non-Federal percentage of the facility-spe- 
cific per diem rate (computed under paragraph (3)), 
and 

“(ii) the Federal percentage of the adjusted Federal 
per diem rate (determined under paragraph (4)) 
applicable to the facility; and 
“(B) after the transition period is equal to the adjusted 

Federal per diem rate applicable to the facility. 
“(2) DEFINITIONS.—For purposes of this subsection: 

“(A) COVERED SKILLED NURSING FACILITY SERVICES.— 

“(i) IN GENERAL.—The term ‘covered skilled nurs- 
ing facility services’— 

“(I) means post-hospital extended care services 
as defined in section 1861(i) for which benefits 
are provided under part A; and 

“(II) includes all items and services (other than 
services described in clause (ii)) for which payment 
may be made under part B and which are fur- 
nished to an individual who is a resident of a 
skilled nursing facility during the period in which 
the individual is provided covered post-hospital 
extended care services. 

“(ii) SERVICES EXCLUDED.—Services described in 
this clause are physicians’ services, services described 
by clauses (i) through (iii) of section 1861(s)(2)(K), cer- 
tified nurse-midwife services, qualified psychologist 
services, services of a certified registered nurse anes- 
thetist, items and services described in subparagraphs 
(F) and (O) of section 1861(s)(2), and, only with respect 
to services furnished during 1998, the transportation 
costs of electrocardiogram equipment for electrocardio- 
gram test services (HCPCS Code R0076). Services 
described in this clause do not include any physical, 
occupational, or speech-language therapy services 
regardless of whether or not the services are furnished 
by, or under the supervision of, a physician or other 
health care professional. 

“(B) ALL Costs.—The term ‘all costs’ means routine 
service costs, ancillary costs, and capital-related costs of 
covered skilled nursing facility services, but does not 
include costs associated with approved educational activi- 
ties. 

“(C) NON-FEDERAL PERCENTAGE; FEDERAL PERCENT- 
AGE.—For— 

“(i) the first cost reporting period (as defined in 
subparagraph (D)) of a facility, the ‘non-Federal 
percentage’ is 75 percent and the ‘Federal percentage 
is 25 percent; 

“(ii) the next cost reporting period of such facility, 
the ‘non-Federal percentage’ is 50 percent and the ‘Fed- 
eral percentage’ is 50 percent; and 

“(iii) the subsequent cost reporting period of such 
facility, the ‘non-Federal percentage’ is 25 percent and 
the ‘Federal percentage’ is 75 percent. 
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“(D) FIRST COST REPORTING PERIOD.—The term ‘first 
cost reporting period’ means, with respect to a skilled nurs- 
ing facility, the first cost reporting period of the facility 
beginning on or after July 1, 1998. 

“(E) TRANSITION PERIOD.— 

“(i) IN GENERAL.—The term ‘transition period’ 
means, with respect to a skilled nursing facility, the 
3 cost reporting periods of the facility beginning with 
the first cost reporting period. 

“(ii) TREATMENT OF NEW SKILLED NURSING FACILI- 
TIES.—In the case of a skilled nursing facility that 
first received payment for services under this title 
on or after October 1, 1995, payment for such services 
shall be made under this subsection as if all services 
were furnished after the transition period. 

“(3) DETERMINATION OF FACILITY SPECIFIC PER DIEM 


RATES.—The Secretary ‘shall determine a facility-specific per 
diem rate for each skilled nursing facility not described in 
paragraph (2)(E)(ii) for a cost reporting period as follows: 


“(A) DETERMINING BASE PAYMENTS.—The Secretary 
shall determine, on a per diem basis, the total of— 
“(i) the allowable costs of extended care services 
for the facility for cost reporting periods beginning 
in fiscal year 1995, including costs associated with 
facilities described in subsection (d), with appropriate 
adjustments (as determined by the Secretary) to non- 
settled cost reports, and 
“(ii) an estimate of the amounts that would be 
payable under part B (disregarding any applicable 
deductibles, coinsurance, and copayments) for covered 
skilled nursing facility services described in paragraph 
(2)(A)G)(11) furnished during such period to an individ- 
ual who is a resident of the facility, regardless of 
whether or not the payment was made to the facility 
or to another entity. 
In making appropriate adjustments under clause (i), the 
Secretary shall take into account exceptions and shall take 
into account exemptions but, with respect to exemptions, 
only to the extent that routine costs do not exceed 150 
percent of the routine cost limits otherwise applicable but 
for the exemption. 

“(B) UPDATE TO FIRST COST REPORTING PERIOD.— 

“(i) IN GENERAL.—Subject to clause (ii), the Sec- 
retary shall update the amount determined under 
subparagraph (A), for each cost reporting period after 
the cost reporting period described in subparagraph 
(A)G) and up to the first cost reporting period by a 
factor equal to the skilled nursing facility market bas- 
ket percentage increase minus 1 percentage point. 

“(ii) CERTAIN DEMONSTRATION PROJECTS.—In the 
case of a facility participating in the Nursing Home 
Case-Mix and Quality Demonstration (RUGS-III), 
there shall be substituted for the amount described 
in clause (i) the RUGS-III rate received by the facility 
for 1997. 








PUBLIC LAW 105-33—AUG. 5, 1997 111 STAT. 417 


“(C) UPDATING TO APPLICABLE COST REPORTING 
PERIOD.—The Secretary shall update the amount deter- 
mined under subparagraph (B) for each cost reporting 
period beginning with the first cost reporting period and 
up to and including the cost reporting period involved 
by a factor equal to the facility-specific update factor. 

“(D) FACILITY-SPECIFIC UPDATE FACTOR.—For purposes 
of this paragraph, the ‘facility-specific update factor’ for 
cost re porting periods beginning during— 

“(i) during each of fiscal years 1998 and 1999, 
is equal to the skilled nursing facility market basket 
percentage increase for such fiscal year minus 1 
percentage point, and 

“(ii) during each subsequent fiscal year is equal 
to the skilled nursing facility market basket percentage 
increase for such fiscal year. 

“(4) FEDERAL PER DIEM RATE.— 

“(A) DETERMINATION OF HISTORICAL PER DIEM FOR 
ach skilled nursing facility that received 
payments for post-hospital extended care services during 
a cost reporting period beginning in fiscal year 1995 and 
that was subject to (and not exempted from) the per diem 
limits referred to in paragraph (1) or (2) of subsection 
(a) (and facilities described in subsection (d)), the Secretary 
shall estimate, on a per diem basis for such cost reporting 
period, the total of— 

“(i) the allowable costs of extended care services 
(excluding exceptions payments) for the facility for cost 
reporting periods beginning in 1995 with appropriate 
adjustments (as determined by the Secretary) to non- 
settled cost reports, and 

“(ii) an estimate of the amounts that would be 
payable under part B (disregarding any applicable 
deductibles, coinsurance, and copayments) for covered 
skilled nursing facility services described in paragraph 
(2 A)(iX(ID furnished during such period to an individ- 
ual who is a resident of the facility, regardless of 
whether or not the payment was made to the facility 
or to another entity. 

“(B) UPDATE TO FIRST FISCAL YEAR.—The Secretary 
shall update the amount determined under subparagraph 
(A), for each cost reporting period after the cost reporting 
period described in subparagraph (A)(i) and up to the first 
cost reporting period by a factor equal to the skilled nursing 
facility market basket percentage increase reduced (on an 
annualized basis) by 1 percentage point. 

“(C) COMPUTATION OF STANDARDIZED PER DIEM RATE.— 
The Secretary shall standardize the amount updated under 
subparagraph (B) for each facility by— 

“(i) adjusting for variations among facilities by 
area in the average facility wage level per diem, and 

‘Gi) adjusting for variations in case mix per diem 
among facilities. 

“(D) COMPUTATION OF WEIGHTED AVERAGE PER DIEM 
RATES.— 

“(i) ALL FACILITIES.—The Secretary shall compute 
a weighted average per diem rate for all facilities by 
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computing an average of the standardized amounts 

computed under subparagraph (C), weighted for each 

facility by the number of days of extended care services 
furnished during the cost reporting period referred to 

in subparagraph (A). 

“Gi) FREESTANDING FACILITIES.—The Secretary 
shall compute a weighted average per diem rate for 
freestanding facilities by computing an average of the 
standardized amounts computed under subparagraph 
C) only for such facilities , weighted for each facility 
by the number of days of extended care services fur- 
nished during the cost reporting period referred to 
in subparagraph (A) 

“(iii) SEPARATE COMPUTATION.—The Secretary may 
compute and apply such averages separately for facili- 
ties located in urban and rural areas (as defined in 
section 1886(d2)(D 
“(E) UPDATING. 

“G) INITIAL PERIOD.—For the initial period begin- 
ning on July 1, 1998, and ending on September 30, 
1999, the Secretary shall compute for skilled nursing 
facilities an unadjusted federal per diem rate equal 
to the average of the weighted average per diem rates 
computed under clauses (i) and (ii) of subparagraph 
D), increased by skilled nursing facility market basket 
percentage change for such period minus 1 percentage 
point 

“(ii) SUBSEQUENT FISCAL YEARS.—The Secretary 
shall compute an unadjusted federal per diem rate 
equal to the federal per diem rate computed under 
this subparagraph— 

“(I) for fiscal year 2000, the rate computed 
for the initial period described in clause (i), 
increased by the skilled nursing facility market 
basket percentage change for the initial period 
minus 1 percentage point; 

“(II) for each of fiscal years 2001 and 2002, 
the rate computed for the previous fiscal year 
increased by the skilled nursing facility market 
basket percentage change for the fiscal year 
involved minus 1 percentage point; and 

“(III) for each subsequent fiscal year, the rate 
computed for the previous fiscal year increased 
by the skilled nursing facility market basket 
percentage change for the fiscal year involved. 

“(F) ADJUSTMENT FOR CASE MIX CREEP.—Insofar as the 
Secretary determines that the adjustments under subpara- 
graph (G)(i) for a previous fiscal year (or estimates that 
such adjustments for a future fiscal year) did (or are likely 
to) result in a change in aggregate payments under this 
subsection during the fiscal year that are a result of 
changes in the coding or classification of residents that 
do not reflect real changes in case mix, the Secretary 
may adjust unadjusted Federal per diem rates for subse- 
quent fiscal years so as to eliminate the effect of such 
coding or classification changes. 
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“(G) DETERMINATION OF FEDERAL RATE.—The Secretary 
shall compute for each skilled nursing facility for each 
fiscal year (beginning with the initial period described in 
subparagraph (E)(i)) an adjusted Federal per diem rate 
equal to the unadjusted Federal per diem rate determined 
under subparagraph (E), as adjusted under subparagraph 
(F), and as further adjusted as follows: 

“(i) ADJUSTMENT FOR CASE MIX.—The Secretary 
shall provide for an appropriate adjustment to account 
for case mix. Such adjustment shall be based on a 
resident classification system, established by the Sec- 
retary, that accounts for the relative resource utiliza- 
tion of different patient types. The case mix adjustment 
shall be based on resident assessment data and other 
data that the Secretary considers appropriate. 

“(ii) ADJUSTMENT FOR GEOGRAPHIC VARIATIONS IN 
LABOR COSTS.—The Secretary shall adjust the portion 
of such per diem rate attributable to wages and wage- 
related costs for the area in which the facility is located 
compared to the national average of such costs using 
an appropriate wage index as determined by the Sec- 
retary. Such adjustment shall be done in a manner 
that does not result in aggregate payments under this 
subsection that are greater or less than those that 
would otherwise be made if such adjustment had not 
been made. 

“(H) PUBLICATION OF INFORMATION ON PER DIEM Federal Register, 
RATES.—The Secretary shall provide for publication in the publication 
Federal Register, before May 1, 1998 (with respect to fiscal 
period described in subparagraph (E)i)) and before the 
August 1 preceding each succeeding fiscal year (with 
respect to that succeeding fiscal year), of— 

“(i) the unadjusted Federal per diem rates to be 
applied to days of covered skilled nursing facility serv- 
ices furnished during the fiscal year, 

“(ii) the case mix classification system to be applied 
under subparagraph (G)(i) with respect to such services 
during the fiscal year, and 

“Gii) the factors to be applied in making the area 
wage adjustment under subparagraph (G\ii) with 
respect to such services. 

“(5) SKILLED NURSING FACILITY MARKET BASKET INDEX AND 
PERCENTAGE.—For purposes of this subsection: 

“(A) SKILLED NURSING FACILITY MARKET BASKET 
INDEX.—The Secretary shall establish a skilled nursing 
facility market basket index that reflects changes over 
time in the prices of an appropriate mix of goods and 
services included in covered skilled nursing facility services. 

“(B) SKILLED NURSING FACILITY MARKET BASKET 
PERCENTAGE.—The term ‘skilled nursing facility market 
basket percentage’ means, for a fiscal year or other annual 
period and as calculated by the Secretary, the percentage 
change in the skilled nursing facility market basket index 
(established under subparagraph (A)) from the midpoint 
of the prior fiscal year (or period) to the midpoint of the 
fiscal year (or other period) involved. 
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“(6) SUBMISSION OF RESIDENT ASSESSMENT DATA.—A skilled 
nursing facility, or a facility described in paragraph (7)(B), 
shall provide the Secretary, in a manner and within the time- 
frames prescribed by the Secretary, the resident assessment 
data necessary to develop and implement the rates under this 
subsection. For purposes of meeting such requirement, a skilled 
nursing facility, or a facility described in paragraph (7), may 
submit the resident assessment data required under section 
1819(b\(3), using the standard instrument designated by the 
State under section 1819(e)(5). 

“(7) TRANSITION FOR MEDICARE SWING BED HOSPITALS.— 

“(A) IN GENERAL.—The Secretary shall determine an 
appropriate manner in which to apply this subsection to 
the facilities described in subparagraph (B), taking into 
account the purposes of this subsection, and shall provide 
that at the end of the transition period (as defined in 
paragraph (2)(E)) such facilities shall be paid only under 
this subsection. Payment shall not be made under this 
subsection to such facilities for cost reporting periods begin- 
ning before such date (not earlier than July 1, 1999) as 
the Secretary specifies. 

“(B) FACILITIES DESCRIBED.—The facilities described in 
this subparagraph are facilities that have in effect an agree- 
ment described in section 1883, for which payment is made 
for the furnishing of extended care services on a reasonable 
cost basis under section 1814(]) (as in effect on and after 
such date). 

“(8) LIMITATION ON REVIEW.—There shall be no administra- 
tive or judicial review under section 1869, 1878, or otherwise 
of— 

“(A) the establishment of Federal per diem rates under 
paragraph (4), including the computation of the standard- 
ized per diem rates under paragraph (4)(C), adjustments 
and corrections for case mix under paragraphs (4)(F) and 
(4)(G\i), and adjustments for variations in labor-related 
costs under paragraph (4)(G)(ii); 

“(B) the establishment of facility specific rates before 
January 1, 1999, (except any determination of costs paid 
under part A of this title); and 

“(C) the establishment of transitional amounts under 
paragraph (7).” 

(b) CONSOLIDATED BILLING.— 

(1) FOR SNF _ SERVICES.—Section 1862(a) (42 U.S.C. 
1395y(a)), as amended by 4319(b), is amended— 

(A) by striking “or” at the end of paragraph (16), 

(B) by striking the period at the end of paragraph 
(17) and inserting “; or”, and 

(C) by inserting after paragraph (17) the following 
new paragraph: 

“(18) which are covered skilled nursing facility services 
described in section 1888(e)(2)(A)(i) and which are furnished 
to an individual who is a resident of a skilled nursing facility 
or of a part of a facility that includes a skilled nursing facility 
(as determined under regulations), by an entity other than 
the skilled nursing facility, unless the services are furnished 
under arrangements (as defined in section 1861(w)(1)) with 
the entity made by the skilled nursing facility.”. 
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(2) REQUIRING PAYMENT FOR ALL PART B ITEMS AND SERV- 
ICES TO BE MADE TO FACILITY.—The first sentence of section 
1842(b)(6) (42 U.S.C. 1395u(b)(6)) is amended— 

(A) by striking “and (D)” and inserting “(D)”; and 

(B) by striking the period at the end and inserting 
the following: “, and (E) in the case of an item or service 
(other than services described in section 1888 (e)(2)(A)(ii)) 
furnished to an individual who (at the time the item or 
service is furnished) is a resident of a skilled nursing 
facility or of a part of a facility that includes a skilled 
nursing facility (as determined under regulations), payment 
shall be made to the facility (without regard to whether 
or not the item or service was furnished by the facility, 
by others under arrangement with them made by the facil- 
ity, under any other contracting or consulting arrangement, 
or otherwise).”. 

(3) PAYMENT RULES.—Section 1888(e) (42 U.S.C. 1395yy(e)), 
as added by subsection (a), is amended by adding at the end 
the following: 

“(9) PAYMENT FOR CERTAIN SERVICES.—In the case of an 
item or service furnished to a resident of a skilled nursing 
facility or a part of a facility that includes a skilled nursing 
facility (as determined under regulations) for which payment 
would (but for this paragraph) be made under part B in an 
amount determined in accordance with section 1833(a)(2)(B), 
the amount of the payment under such part shall be the amount 
provided under the fee schedule for such item or service. 

“(10) REQUIRED CODING.—No payment may be made under 
part B for items and services (other than services described 
in paragraph (2)(A)(ii)) furnished to an individual who is a 
resident of a skilled nursing facility or of a part of a facility 
that includes a skilled nursing facility (as determined under 
regulations), unless the claim for such payment includes a 
code (or codes) under a uniform coding system specified by 
the Secretary that identifies the items or services furnished.”. 

(4) FACILITY PROVIDER NUMBER REQUIRED ON CLAIMS 
SUBMITTED BY PHYSICIANS.—Section 1842 (42 U.S.C. 1395u) 
is amended by adding at the end the following new section: 
“(t) Each request for payment, or bill submitted, for an item 

or service furnished by a physician to an individual who is a 
resident of a skilled nursing facility or of a part of a facility 
that includes a skilled nursing facility (as determined under regula- 
tions), for which payment may be made under this part shall 
include the facility's medicare provider number.”. 

(5) CONFORMING AMENDMENTS.— 

(A) Section 1819(b3\CXi) (42 US.C. 1395i- 
3(bX3C)i)) is amended by striking “Such” and’ inserting 
“Subject to the timeframes prescribed by the Secretary 
under section 1888(e)(6), such”. 

(B) Section 1832(a)(1) (42 U.S.C. 1395k(a)(1)) is amend- 
ed by striking “(2);” and inserting “(2) and _ section 
1842(b\6)(E);”. 

(C) Section 1833(a\(2)B) (42 U.S.C. 1395l(aX(2)(B)) is 
amended by inserting “or section 1888(e)(9)” after “section 
1886”. 

(D) Section 1861(h) (42 U.S.C 1395x(h)) is amended— 
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(i) in the opening paragraph, by striking “para- 

graphs (3) and (6)” and inserting “paragraphs (3), (6), 

and (7)”, and 

(ii) in paragraph (7), after “skilled nursing facili- 
ties”, by inserting “, or by others under arrangements 
with them made by the facility”. 

(E) Section 1861(v)(7)(D) (42 U.S.C. 1395x(vX7)(D)) is 
amended by inserting “subsections (a) through (c) of” before 
“section 1888.”. 

(F) Section 1866(a)(1)H) (42 U.S.C. 1395cc(a)(1)(H)) 
is amended— 

(i) by redesignating clauses (i) and (ii) as sub- 
clauses (1) and (II) respectively, 
(ii) by inserting “(i)” after “(H)”, and . 
(iii) by adding after clause (i), as so redesignated, 
the following new clause: 
“(ii) in the case of skilled nursing facilities which provide 
covered skilled nursing facility services— 

“(I) that are furnished to an individual who is a resi- 
dent of the skilled nursing facility, and 

“(II) for which the individual is entitled to have pay- 
ment made under this title, 

to have items and services (other than services described in 
section 1888(e)(2)A)ii)) furnished by the skilled nursing facility 
or otherwise under arrangements (as defined in section 
1861(w)(1)) made by the skilled nursing facility,”. 

(G) Section 1883(a2Byii MID (42 US.C. 
1395tt(aX2\B)iiTI)) is amended by inserting “subsections 
(a) through (d) of” before “section 1888”. 

(H) Section 1888(d\1) (42 U.S.C. 1395yy(d)(1)) is 
amended by striking “Any skilled nursing facility” and 
inserting “Subject to subsection (e), any skilled nursing 


facility”. 
42 USC 1395yy (c) MEDICAL REVIEW PROcEsS.—In order to ensure that medi- 
note care beneficiaries are furnished appropriate services in skilled nurs- 


ing facilities, the Secretary of Health and Human Services shall 
establish and implement a thorough medical review process to 
examine the effects of the amendments made by this section on 
the quality of covered skilled nursing facility services furnished 
to medicare beneficiaries. In developing such a medical review 
process, the Secretary shall place a particular emphasis on the 
quality of non-routine covered services and physicians’ services 
for which payment is made under title XVIII of the Social Security 
Act. 

42 USC 1395i-3 (d) EFFECTIVE DATE.—The amendments made by this section 

note are effective for cost reporting periods beginning on or after July 
1, 1998; except that the amendments made by subsection (b) shall 
apply to items and services furnished on or after July 1, 1998. 


CHAPTER 4—PROVISIONS RELATED TO HOSPICE 
SERVICES 


SEC. 4441. PAYMENTS FOR HOSPICE SERVICES. 


(a) PAYMENT UPDATE.—Section 1814(iX1\C\ii) (42 U.S.C. 
1395f(i1\(C)\ii)) is amended— 
(1) in subclause (V), by striking “and” at the end; 
(2) by redesignating subclause (VI) as subclause (VII); and 





PUBLIC LAW 105-33 





(3) by inserting after subclause (V) the following new sub- 
clause: 
“(VI) for each of fiscal years 1998 through 2002, the market 
basket percentage increase for the fiscal year involved minus 
1.0 percentage points; and”. 
(b) COLLECTION OF DATA.—Section 1814(i) (42 U.S.C. 1395f(i)) 
is amended by adding at the end the following new paragraph: 
“(3) Hospice programs providing hospice care for which payment 
is made under this subsection shall submit to the Secretary such 
data with respect to the costs for providing such care for each 
fiscal year, beginning with fiscal year 1999, as the Secretary deter- 
mines necessary.”. 





SEC. 4442. PAYMENT FOR HOME HOSPICE CARE BASED ON LOCATION 
WHERE CARE IS FURNISHED. 


(a) IN GENERAL.—Section 1814(i)(2) (42 U.S.C. 1395f(i)(2)) is 
amended by adding at the end the following: 

“(D) A hospice program shall submit claims for payment for 
hospice care furnished in an individual’s home under this title 
only on the basis of the geographic location at which the service 
is furnished, as determined by the Secretary.”. 

(b) EFFECTIVE DATE.—The amendment made by subsection (a) 
applies to cost reporting periods beginning on or after October 
1, 1997. 


SEC. 4443. HOSPICE CARE BENEFITS PERIODS. 

(a) RESTRUCTURING OF BENEFIT PERIOD.—Section 1812 (42 
U.S.C. 1395d) is amended in subsections (a)(4) and (d)(1) by striking 
“. a subsequent period of 30 days, and a subsequent extension 
period” and inserting “and an unlimited number of subsequent 
periods of 60 days each” 

(b) CONFORMING AMENDMENTS.—(1) Section 1812 (42 U.S.C. 
1395d) is amended in subsection (d)(2\B) by striking “90- or 30- 
day period or a subsequent extension period” and inserting “90- 
day period or a subsequent 60-day period”. 

(2) Section 1814(a)(7)(A) (42 U.S.C. 1395f(a)(7)(A)) is amended— 

(A) in clause (i), by inserting “and” at the end; 
(B) in clause (ii)— 
(i) by striking “30-day” and inserting “60-day”; and 
(ii) by striking “, and” at the end and inserting a 
period; and 
(C) by striking clause (iii). 





SEC. 4444. OTHER ITEMS AND SERVICES INCLUDED IN HOSPICE CARE. 


(a) IN GENERAL.—Section 1861(dd)(1) (42 U.S.C. 1395x(dd)(1)) 
is amended— 

(1) in subparagraph (G), by striking “and” at*the end; 

(2) in subparagraph (H), by striking the period at the 
end and inserting “, and”; and 

(3) by inserting after subparagraph (H) the following: 

“(I) any other item or service which is specified in the 
plan and for which payment may otherwise be made under 
this title.”. 

(b) EFFECTIVE DATE.—The amendment made by subsection (a) 
shall apply with respect to items or services furnished on or after 
April 1, 1998. 
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SEC. 4445. CONTRACTING WITH INDEPENDENT PHYSICIANS OR PHYSI- 
CIAN GROUPS FOR HOSPICE CARE SERVICES PER- 
MITTED. 


Section 1861(dd\(2) (42 U.S.C. 1395x(dd)(2)) is amended— 
(1) in subparagraph (A)(ii)(1), by striking “(F),”; and 
(2) in subparagraph (B)(i), by inserting “or, in the case 
of a physician described in subclause (I), under contract with” 
after “employed by” 
SEC. 4446. WAIVER OF CERTAIN STAFFING REQUIREMENTS FOR HOS- 
PICE CARE PROGRAMS IN NONURBANIZED AREAS. 


Section 1861(dd)(5) (42 U.S.C. 1395x(dd)(5)) is amended— 

(1) in subparagraph (B), by inserting “or (C)” after 

“subparagraph (A)” each place it appears; and 

(2) by adding at the end the following: 

“(C) The Secretary may waive the requirements of paragraph 
(2(A\i) and (2)A)Gi) for an agency or organization with respect 
to the services described. in paragraph (1)(B) and, with respect 
to dietary counseling, paragraph (1)(H), if such agency or organiza- 
tion— 

“(i) is located in an area which is not an urbanized area 

(as defined by the Bureau of Census), and 

“(ii) demonstrates to the satisfaction of the Secretary that 
the agency or organization has been unable, despite diligent 
efforts, to recruit appropriate personnel.”. 

SEC. 4447. LIMITATION ON LIABILITY OF BENEFICIARIES FOR CERTAIN 
HOSPICE COVERAGE DENIALS. 


Section 1879(g) (42 U.S.C. 1395pp(g)) is amended— 

(1) by redesignating paragraphs (1) and (2) as subpara- 
graphs (A) and (B), respectively, and moving such subpara- 
graphs 2 ems to the right; 

(2) by striking “is,” and inserting “is—”; 

(3) by making the remaining text of subsection (g), as 
amended, that follows “is—” a new paragraph (1) and indenting 
such paragraph 2 ems to the right; 

(4) by striking the period at the end and inserting “; and”; 
and 

(5) by adding at the end the following new paragraph: 

“(2) with respect to the provision of hospice care to an 
individual, a determination that the individual is not terminally 
a. 

SEC. 4448. EXTENDING THE PERIOD FOR PHYSICIAN CERTIFICATION 
OF AN INDIVIDUAL’S TERMINAL ILLNESS. 


Section 1814(aX(7A\i) (42 U.S.C. 1395f(aX'7A)i)) is amended 
in the matter following subclause (II) by striking “, not later than 
2 days after hospice care is initiated (or, if each certify verbally 
not later than 2 days after hospice care is initiated, not later 
than 8 days after such care is initiated)” and inserting “at the 
beginning of the period”. 

SEC. 4449. EFFECTIVE DATE. 


Except as otherwise provided in this chapter, the amendments 
made by this chapter apply to benefits provided on or after the 
date of the enactment of this chapter, regardless of whether or 
not an individual has made an election under section 1812(d) of 
the Social Security Act (42 U.S.C. 1395d(d)) before such date. 
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CHAPTER 5—OTHER PAYMENT PROVISIONS 


SEC. 4451. REDUCTIONS IN PAYMENTS FOR ENROLLEE BAD DEBT. 


Section 1861(v)(1) (42 U.S.C. 1395x(v)(1)) is amended by adding 
at the end the following new subparagraph: 

“(T) In determining such reasonable costs for hospitals, no 
reduction in copayments under section 1833(t)(5)(B) shall be treated 
as a bad debt and the amount of bad debts otherwise treated 
as allowable costs which are attributable to the deductibles and 
coinsurance amounts under this title shall be reduced— 

“(i) for cost reporting periods beginning during fiscal year 

1998, by 25 percent of such amount otherwise allowable, 

“(ii) for cost reporting periods beginning during fiscal year 

1999, by 40 percent of such amount otherwise allowable, and 

“(iii) for cost reporting periods beginning during a subse- 
quent fiscal year, by 45 percent of such amount otherwise 
allowable.”. 


SEC. 4452. PERMANENT EXTENSION OF HEMOPHILIA PASS-THROUGH 
PAYMENT. 


Section 6011(d) of OBRA-1989 (as amended by section 13505 
of OBRA-1993) is amended by striking “and shall expire September 42 USC 1395ww 
30, 1994.” and inserting “and on or before September 30, 1994, note 
and on or after October 1, 1997.” 


SEC. 4453. REDUCTION IN PART A MEDICARE PREMIUM FOR CERTAIN 
PUBLIC RETIREES. 


(a) IN GENERAL.—Section 1818(d) (42 U.S.C. 1395i-2(d)) is 
amended— 

(1) in paragraph (2), by striking “paragraph (4)” and insert- 
ing “paragraphs (4) and (5)”; and 

(2) by adding at the end the following new paragraph: 
“(5(A) The amount of the monthly premium shall be zero 

in the case of an individual who is a person described in subpara- 
graph (B) for a month, if— 

“(i) the individual’s premium under this section for the 
month is not (and will not be) paid for, in whole or in part, 
by a State (under title XIX or otherwise), a political subdivision 
of a State, or an agency or instrumentality of one or more 
States or political subdivisions thereof; and 

“(ii) in each of 84 months before such month, the individual 
was enrolled in this part under this section and the payment 
of the individual’s premium under this section for the month 
was not paid for, in whole or in part, by a State (under title 
XIX or otherwise), a political subdivision of a State, or an 
agency or instrumentality of one or more States or political 
subdivisions thereof. 

“(B) A person described in this subparagraph for a month 
is a person who establishes to the satisfaction of the Secretary 
that, as of the last day of the previous month— 

“(iI the person was receiving cash benefits under a quali- 
fied State or local government retirement system (as defined 
in subparagraph (C)) on the basis of the person’s employment 
in one or more positions covered under any such system, and 
(II) the person would have at least 40 quarters of coverage 
under title II if remuneration for medicare qualified government 
employment (as defined in paragraph (1) of section 210(p), 
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but determined without regard to paragraph (3) of such section) 

paid to such person were treated as wages paid to such person 

and credited for purposes of determining quarters of coverage 

under section 213; 

“(iiXI) the person was married (and had been married 
for the previous 1-year period) to an individual who is described 
in clause (i), or (II) the person met the requirement of clause 
(iXII) and was married (and had been married for the previous 
1-year period) to an individual described in clause (i)(I); 

“(iii) the person had been married to an individual for 
a period of at least 1 year (at the time of such individual’s 
death) if (I) the individual was described in clause (i) at the 
time of the individual’s death, or (II) the person met the require- 
ment of clause (i)(II) and the individual was described in clause 
(iI) at the time of the individual’s death; or 

“(iv) the person is divorced from an individual and had 
been married to the individual for a period of at least 10 
years (at the time of the divorce) if (I) the individual was 
described in clause (i) at the time of the divorce, or (II) the 
person met the requirement of clause (i)(II) and the individual 
was described in clause (i)(I) at the time of the divorce. 

“(C) For purposes of subparagraph (B)(i)(I), the term ‘qualified 
State or local government retirement system’ means a retirement 
system that— 

“(i) is established or maintained by a State or political 
subdivision thereof, or an agency or instrumentality of one 
or more States or political subdivisions thereof; 

“(ii) covers positions of some or all employees of such a 
State, subdivision, agency, or instrumentality; and 

“(iii) does not adjust cash retirement benefits based on 
eligibility for a reduction in premium under this paragraph.”. 
(b) EFFECTIVE DATE.—The amendments made by subsection 

(a) shall apply to premiums for months beginning with January 
1998, and months before such month may be taken into account 
for purposes of meeting the requirement of section 1818(d)(5)(B)(iii) 
of the Social Security Act, as added by subsection (a). 


SEC. 4454. COVERAGE OF SERVICES IN RELIGIOUS NONMEDICAL 
HEALTH CARE INSTITUTIONS UNDER THE MEDICARE 
AND MEDICAID PROGRAMS. 


(a) MEDICARE COVERAGE.— 
(1) IN GENERAL.—Section 1861 (42 U.S.C. 1395x) (as 
amended by sections 4103 and 4106) is amended— 
(A) in the sixth sentence of subsection (e)— 
(i) by striking “includes” and all that follows up 
o “but only” and inserting “includes a religious non- 
medical health care institution (as defined in sub- 
section (ss)(1)),”, and 
(ii) by inserting “consistent with section 1821 
before the period; 
(B) in subsection (y)— 
(i) by amending the heading to read as follows: 


” 


“Extended Care in Religious Nonmedical Health Care Institutions”, 


(ii) in paragraph (1), by striking “includes” and 
all that follows up to “but only” and inserting “includes 
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a religious nonmedical health care institution (as 
defined in subsection (ss)(1)),”, and 

(iii) by inserting “consistent with section 1821” 
before the period; and 
(C) by adding at the end the following: 


“Religious Nonmedical Health Care Institution 


“(ss)(1) The term ‘religious nonmedical health care institution’ 
means an institution that— 

“(A) is described in subsection (c)(3) of section 501 
of the Internal Revenue Code of 1986 and is exempt from 
taxes under subsection (a) of such section; 

“(B) is lawfully operated under all applicable Federal, 
State, and local laws and regulations; 

“(C) provides only nonmedical nursing items and serv- 
ices exclusively to patients who choose to rely solely upon 
a religious method of healing and for whom the acceptance 
of medical health services would be inconsistent with their 
religious beliefs; 

“(D) provides such nonmedical items and services 
exclusively through nonmedical nursing personnel who are 
experienced in caring for the physical needs of such 
patients; 

“(E) provides such nonmedical items and services to 
inpatients on a 24-hour basis; 

“(F) on the basis of its religious beliefs, does not provide 
through its personnel or otherwise medical items and serv- 
ices (including any medical screening, examination, diag- 
nosis, prognosis, treatment, or the administration of drugs) 
for its patients; 

“(G\i) is not owed by, under common ownership with, 
or has an ownership interest in, a provider of medical 
treatment of services; 

“(ii) is not affiliated with— 

“(I) a provider of medical treatment or services, 
or 

“(II) an individual who has an ownership interest 
in a provider of medical treatment or services; 

“(H) has in effect a utilization review plan which— 

“(i) provides for the review of admissions to the 
institution, of the duration of stays therein, of cases 
of continuous extended duration, and of the items and 
services furnished by the institution, 

“(ii) requires that such reviews be made by an 
appropriate committee of the institution that includes 
the individuals responsible for overall administration 
and for supervision of nursing personnel at the institu- 
tion, 

“(iii) provides that records be maintained of the 
meetings, decisions, and actions of such committee, 
and 

“(iv) meets such other requirements as the Sec- 
retary finds necessary to establish an effective utiliza- 
tion review plan; 

“(I) provides the Secretary with such information as 
the Secretary may require to implement section 1821, 
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including information relating to quality of care and cov 
erage determinations; and 

“(J) meets such other requirements as the Secretary 
finds necessary in the interest of the health and safety 
of individuals who are furnished services in the institution 

‘(2) To the extent that the Secretary finds that the accreditation 
of an institution by a State, regional, or national agency or associa- 
tion provides reasonable assurances that any or all of the require 
ments of paragraph (1) are met or exceeded, the Secretary may 
treat such institution as meeting the condition or conditions with 
respect to which the Secretary made such finding. 

“(3A\i) In administering this subsection and section 1821, 
the Secretary shall not require any patient of a religious nonmedical 
health care institution to undergo medical screening, examination, 
diagnosis, prognosis, or treatment or to accept any other medical 
health care service, if such patient (or legal representative of the 
patient) objects thereto on religious grounds 

“(ji) Clause (i) shall not be construed as preventing the Sec- 
retary from requiring under section 1821l(a)(2) the provision of 
sufficient information regarding an individual’s condition as a condi- 
tion for receipt of benefits under part A for services provided in 
such an institution 

“(B)\(i) In administering this subsection and section 1821, the 
Secretary shall not subject a religious nonmedical health care 
institution or its personnel to any medical supervision, regulation, 
or control, insofar as such supervision, regulation, or control would 
be contrary to the religious beliefs observed by the institution 
or such personnel 

“(ii) Clause (i) shall not be construed as preventing the Sec- 
retary from reviewing items and services billed by the institution 
to the extent the Secretary determines such review to be necessary 
to determine whether such items and services were not covered 
under part A, are excessive, or are fraudulent. 

‘(4X A) For purposes of paragraph (1)(G)(i), an ownership 
interest of less than 5 percent shall not be taken into account. 

“(B) For purposes of paragraph (1)(G)(ii), none of the following 
shall be considered to create an affiliation: 

“i) An individual serving as an uncompensated director, 
trustee, officer, or other member of the governing body of a 
religious nonmedical health care institution. 

“(ii) An individual who is a director, trustee, officer, 
employee, or staff member of a religious nonmedical health 
care institution having a family relationship with an individual 
who is affiliated with (or has an ownership interest in) a 
provider of medical treatment or services. 

“(iii) An individual or entity furnishing goods or services 
as a vendor to both providers of medical treatment or services 
and religious anneaniina health care institutions.”. 

(2) CONDITIONS OF COVERAGE.—Part A of title XVIII is 
amended by adding at the end the following new section: 


“CONDITIONS FOR COVERAGE OF RELIGIOUS NONMEDICAL HEALTH 
CARE INSTITUTIONAL SERVICES 


“SEC. 1821. (a) IN GENERAL.—Subject to subsections (c) and 
(d), payment under this part may be made for inpatient hospital 
services or post-hospital extended care services furnished an individ- 
ual in a religious nonmedical health care institution only if— 
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“(1) the individual has an election in effect for such benefits 
under subsection (b); and 

“(2) the individual has a condition such that the individual 
would qualify for benefits under this part for inpatient hospital 
services or extended care services, respectively, if the individual 
were an inpatient or resident in a hospital or skilled nursing 
facility that was not such an institution 
“(b) ELECTION 

“(1) IN GENERAL.—An individual may make an election 
under this subsection in a form and manner specified by the 
Secretary consistent with this subsection. Unless otherwise pro- 
vided, such an election shall take effect immediately upon its 
execution. Such an election, once made, shall continue in effect 
until revoked. 

“(2) FORM.—The election form under this subsection shall 
include the following: 

“(A) A written statement, signed by the individual 
or such individual’s legal representative), that— 

“(i) the individual is conscientiously opposed to 
acceptance of nonexcepted medical treatment; and 

“(ii) the individual’s acceptance of nonexcepted 
medical treatment would be inconsistent with the 
individual’s sincere religious beliefs. 

“(B) A statement that the receipt of nonexcepted medi- 
cal services shall constitute a revocation of the election 
and may limit further receipt of services described in sub- 
section (a) 

“(3) REVOCATION.—An election under this subsection by 
an individual may be revoked by voluntarily notifying the Sec- 
retary in writing of such revocation and shall be deemed to 
be revoked if the individual receives nonexcepted medical treat- 
ment for which reimbursement is made under this title 

“(4) LIMITATION ON SUBSEQUENT ELECTIONS.—Once an 
individual’s election under this subsection has been made and 
revoked twice 

“(A) the next election may not become effective until 
the date that is 1 year after the date of most recent previous 
revocation, and 

“(B) any succeeding election may not become effective 
until the date that is 5 years after the date of the most 
recent previous revocation. 

“(5) EXCEPTED MEDICAL TREATMENT.—For purposes of this 
subsection 

“(A) EXCEPTED MEDICAL TREATMENT.—The term 
‘excepted medical treatment’ means medical care or treat- 
ment (including medical and other health services)— 

“(i) received involuntarily, or 
“(ii) required under Federal or State law or law 
of a political subdivision of a State. 

“(B) NONEXCEPTED MEDICAL TREATMENT.—The term 
‘nonexcepted medical treatment’ means medical care or 
treatment (including medical and other health services) 
other than excepted medical treatment. 

“(c) MONITORING AND SAFEGUARD AGAINST EXCESSIVE EXPENDI- 
TURES.— 

“(1) ESTIMATE OF EXPENDITURES.—Before the beginning of 

each fiscal year (beginning with fiscal year 2000), the Secretary 
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shall estimate the level of expenditures under this part for 
services described in subsection (a) for that fiscal year. 





“(2) ADJUSTMENT IN PAYMENTS.— 

“(A) PROPORTIONAL ADJUSTMENT.—If the Secretary 
determines that the level estimated under paragraph (1) 
for a fiscal year will exceed the trigger level (as defined 
in subparagraph (C)) for that fiscal year, the Secretary 
shall, subject to subparagraph (B), provide for such a 
proportional reduction in payment amounts under this part 
for services described in subsection (a) for the fiscal year 
involved as will assure that such level (taking into account 
any adjustment under subparagraph (B)) does not exceed 
the trigger level for that fiscal year. 

“(B) ALTERNATIVE ADJUSTMENTS.—The Secretary may, 
instead of making some or all of the reduction described 
in subparagraph (A), impose such other conditions or 
limitations with respect to the coverage of covered services 
(including limitations on new elections of coverage and 
new facilities) as may be appropriate to reduce the level 
of expenditures described in paragraph (1) to the trigger 
level 

“(C) TRIGGER LEVEL.—For purposes of this subsection— 

“(i) IN GENERAL.—Subject to adjustment under 
paragraph (3)(B), the ‘trigger level’ for a year is the 
unadjusted trigger level described in clause (ii). 

“(ii) UNADJUSTED TRIGGER LEVEL.—The 
‘unadjusted trigger level’ for— 

“(I) fiscal year 1998, is $20,000,000, or 

“(II) a succeeding fiscal year is the amount 
specified under this clause for the previous fiscal 
year increased by the percentage increase in the 
consumer price index for all urban consumers (all 
items; United States city average) for the 12-month 
period ending with July preceding the beginning 
of the fiscal year. 

“(D) PROHIBITION OF ADMINISTRATIVE AND JUDICIAL 
REVIEW.—There shall be no administrative or judicial 
review under section 1869, 1878, or otherwise of the esti- 
mation of expenditures under subparagraph (A) or the 
application of reduction amounts under subparagraph (B). 

“(E) EFFECT ON BILLING.—Notwithstanding any other 
provision of this title, in the case of a reduction in payment 
provided under this subsection for services of a religious 
nonmedical health care institution provided to an individ- 
ual, the amount that the institution is otherwise permitted 
to charge the individual for such services is increased by 
the amount of such reduction 
“(3) MONITORING EXPENDITURE LEVEL.— 

“(A) IN GENERAL.—The Secretary shall monitor the 
expenditure level described in paragraph (2)(A) for each 
fiscal year (beginning with fiscal year 1999). 

“(B) ADJUSTMENT IN TRIGGER LEVEL.— 

“(i) IN GENERAL.—If the Secretary determines that 
such level for a fiscal year exceeded, or was less than, 
the trigger level for that fiscal year, then, subject to 
clause (ii), the trigger level for the succeeding fiscal 
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year shall be reduced, or increased, respectively, by 
the amount of such excess or deficit. 

“(ii) LIMITATION ON CARRYFORWARD.—In no case 
may the increase effected under clause (i) for a fiscal 
year exceed $50,000,000 

“(d) SUNSET.—If the Secretary determines that the level of 
expenditures described in subsection (c)(1) for 3 consecutive fiscal 
years (with the first such year being not earlier than fiscal year 
2002) exceeds the trigger level for such expenditures for such years 
(as determined under subsection (c)(2)), benefits shall be paid under 
this part for services described in subsection (a) and furnished 
on or after the first January 1 that occurs after such 3 consecutive 
years only with respect to an individual who has an election in 
effect under subsection (b) as of such January 1 and only during 
the duration of such election. 

“(e) ANNUAL REPORT.—At the beginning of each fiscal year 
(beginning with fiscal year 1999), the Secretary shall submit to 
the Committee on Ways and Means of the House of Representatives 
and the Committee on Finance of the Senate an annual report 
on coverage and expenditures for services described in subsection 
(a) under this part and under State plans under title XIX. Such 
report shall include— 

“(1) level of expenditures described in subsection (c)(1) for 
the previous fiscal year and estimated for the fiscal year 
involved; 

“(2) trends in such level; and 

“(3) facts and circumstances of any significant change in 
such level from the level in previous fiscal years.”. 

(b) MEDICAID.— 

(1) The third sentence of section 1902(a) (42 U.S.C. 
1396a(a)) is amended by striking all that follows “shall not 
apply” and inserting “to a religious nonmedical health care 
institution (as defined in section 1861(ss)(1)).”. 

(2) Section 1908(e)(1) (42 U.S.C. 1396g—1(e)(1)) is amended 42 USC 1396g 
by striking all that follows “does not include” and inserting 
“a religious nonmedical health care institution (as defined in 
section 1861(ss)(1)).”. 

(c) CONFORMING AMENDMENTS.— 

(1) Section 1122(h) (42 U.S.C. 1320a—1(h)) is amended by 
striking all that follows “shall not apply to” and inserting 
“a religious nonmedical health care institution (as defined in 
section 1861(ss)(1)).”. 

(2) Section 1162 (42 U.S.C. 1320c-11) is amended 

(A) by amending the heading to read as follows: 





“EXEMPTIONS FOR RELIGIOUS NONMEDICAL HEALTH CARE 
INSTITUTIONS”; and 


(B) by striking all that follows “shall not apply with 
respect to a” and inserting “religious nonmedical health 
care institution (as defined in section 1861(ss)(1)).” 
(d) EFFECTIVE DATE.—The amendments made by this section 42 USC 1395i-5 

shall take effect on the date of the enactment of this Act and note 
shall apply to items and services furnished on or after such date. 
By not later than July 1, 1998, the Secretary of Health and Human Regulations 
Services shall first issue regulations to carry out such amendments. 
Such regulations may be issued so they are effective on an interim 
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basis pending notice and opportunity for public comment. For peri- 
ods before the effective date of such regulations, such regulations 
shall recognize elections entered into in good faith in order to 
comply with the requirements of section 1821(b) of the Social Secu- 
rity Act. 


Subtitle F—Provisions Relating to Part B 
Only 


CHAPTER 1—SERVICES OF HEALTH PROFESSIONALS 
Subchapter A—Physicians’ Services 


SEC. 4501. ESTABLISHMENT OF SINGLE CONVERSION FACTOR FOR 
1998. 


(a) IN GENERAL.—Section 1848(d)(1) (42 U.S.C. 1395w—4(d)(1)) 
is amended 
(1) by redesignating subparagraph (C) as subparagraph 
(D), and 
(2) by inserting after subparagraph (B) the following: 

“(C) SPECIAL RULES FOR 1998.—The single conversion 
factor for 1998 under this subsection shall be the conversion 
factor for primary care services for 1997, increased by 
the Secretary’s estimate of the weighted average of the 
three separate updates that would otherwise occur were 
it not for the enactment of chapter 1 of subtitle F of 
title IV of the Balanced Budget Act of 1997.”. 

(b) CONFORMING AMENDMENTS.—Section 1848 (42 U.S.C. 
1395w—4) is amended 
(1) by striking “(or factors)” each place it appears in sub- 
section (d)(1)A) and (d)(1)(D)(ii) (as redesignated by subsection 
(aX(1)), 
(2) in subsection (d)(1)(A), by striking “or updates”, 
(3) in subsection (d)(1)D) (as redesignated by subsection 
(aX1)), by striking “(or updates)” each place it appears, and 
(4) in subsection (j)(1), by striking “The term” and inserting 
“For services furnished before January 1, 1998, the term”. 


SEC. 4502. ESTABLISHING UPDATE TO CONVERSION FACTOR TO 
MATCH SPENDING UNDER SUSTAINABLE GROWTH RATE. 


(a) UPDATE.— 

(1) IN GENERAL.—Section 1848(d)(3) (42 U.S.C. 1395w- 
4(d)(3)) is amended to read as follows: 

“(3) UPDATE.— 

“(A) IN GENERAL.—Unless otherwise provided by law, 
subject to subparagraph (D) and the budget-neutrality fac- 
tor determined by the Secretary under _ subsection 
(c)(2)(B)Gi), the update to the single conversion factor estab- 
lished in paragraph (1)(C) for a year beginning with 1999 
is equal to the product of— 

“(i) 1 plus the Secretary’s estimate of the percent- 
age increase in the MEI (as defined in section 
1842(i)(3)) for the year (divided by 100), and 

“(ii) 1 plus the Secretary’s estimate of the update 
adjustment factor for the year (divided by 100), 

minus 1 and multiplied by 100. 
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“(B) UPDATE ADJUSTMENT FACTOR.—For purposes of 
subparagraph (A)(ii), the ‘update adjustment factor’ for a 
year is equal (as estimated by the Secretary) to 

“(i) the difference between (I) the sum of the 
allowed expenditures for physicians’ services (as deter- 
mined under subparagraph (C)) for the period begin- 
ning April 1, 1997, and ending on March 31 of the 
year involved, and (II) the amount of actual expendi- 
tures for physicians’ services furnished during the 
period beginning April 1, 1997, and ending on March 
31 of the preceding year; divided by 

“(ii) the actual expenditures for physicians’ services 
for the 12-month period ending on March 31 of the 
preceding year, increased by the sustainable growth 
rate under subsection (f) for the fiscal year which 
begins during such 12-month period. 

“(C) DETERMINATION OF ALLOWED EXPENDITURES.—For 
purposes of this paragraph, the allowed expenditures for 
physicians’ services for the 12-month period ending with 
March 31 of— 

“(i) 1997 is equal to the actual expenditures for 
physicians’ services furnished during such 12-month 
period, as estimated by the Secretary; or 

“(ii) a subsequent year is equal to the allowed 
expenditures for physicians’ services for the previous 
year, increased by the sustainable growth rate under 
subsection (f) for the fiscal year which begins during 
such 12-month period. 

“(D) RESTRICTION ON VARIATION FROM MEDICARE ECO- 
NOMIC INDEX.—Notwithstanding the amount of the update 
adjustment factor determined under subparagraph (B) for 
a year, the update in the conversion factor under this 
paragraph for the year may not be— 

“(i) greater than 100 times the following amount: 
(1.03 + (MEI percentage/100)) — 1; or 

“(ii) less than 100 times the following amount: 
(0.93 + (MEI percentage/100)) —1, 

where ‘MEI percentage’ means the Secretary’s estimate 

of the percentage increase in the MEI (as defined in section 

1842(i)(3)) for the year involved.” 

(2) EFFECTIVE DATE.—The amendment made by this sub- 42 USC 1395w-4 
section shall apply to the update for years beginning with note 
1999. 

(b) ELIMINATION OF REPORT.—Section 1848(d) (42 U.S.C. 
1395w—4(d)) is amended by striking paragraph (2). 





SEC. 4503. REPLACEMENT OF VOLUME PERFORMANCE STANDARD 
WITH SUSTAINABLE GROWTH RATE. 


(a) IN GENERAL.—Section 1848(f) (42 U.S.C. 1395w—4(f)) is 
amended by striking paragraphs (2) through (5) and inserting the 
following: 

“(2) SPECIFICATION OF GROWTH RATE.—The sustainable 
growth rate for all physicians’ services for a fiscal year (begin- 
ning with fiscal year 1998) shall be equal to the product of— 

“(A) 1 plus the Secretary’s estimate of the weighted 
average percentage increase (divided by 100) in the fees 
for all physicians’ services in the fiscal year involved, 
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“(B) 1 plus the Secretary’s estimate of the percentage 
change (divided by 100) in the average number of individ- 
uals enrolled under this part (other than Medicare+Choice 
plan enrollees) from the previous fiscal year to the fiscal 
year involved, 

“(C) 1 plus the Secretary’s estimate of the projected 
percentage growth in real gross domestic product per capita 
(divided by 100) from the previous fiscal year to the fiscal 
year involved, and 

“(D) 1 plus the Secretary’s estimate of the percentage 
change (divided by 100) in expenditures for all physicians’ 
services in the fiscal year (compared with the previous 
fiscal year) which will result from changes in law and 
regulations, determined without taking into account esti- 
mated changes in expenditures resulting from the update 
adjustment factor determined under subsection (d)(3)(B), 

minus 1 and multiplied by 100. 
“(3) DEFINITIONS.—In this subsection: 

“(A) SERVICES INCLUDED IN PHYSICIANS’ SERVICES.— 
The term ‘physicians’ services’ includes other items and 
services (such as clinical diagnostic laboratory tests and 
radiology services), specified by the Secretary, that are 
commonly performed or furnished by a physician or in 
a physician’s office, but does not include services furnished 
to a Medicare+Choice plan enrollee 

“(B) MEDICARE+CHOICE PLAN ENROLLEE.—The term 
‘Medicare+Choice plan enrollee’ means, with respect to a 
fiscal year, an individual enrolled under this part who 
has elected to receive benefits under this title for the fiscal 
year through a Medicare+Choice plan offered under part 
C, and also includes an individual who is receiving benefits 
under this part through enrollment with an eligible 
organization with a risk-sharing contract under section 
1876.”. 

(b) CONFORMING AMENDMENT.—So much of section 1848(f) (42 


U.S.C. 1395w—4(f)) as precedes paragraph (2) is amended to read 
as follows: 


Federal Register, 
publication 


“(f) SUSTAINABLE GROWTH RATE.— 

“(1) PUBLICATION.—The Secretary shall cause to have pub- 
lished in the Federal Register the sustainable growth rate 
for each fiscal year beginning with fiscal year 1998. Such 
publication shall occur by not later than August 1 before each 
fiscal year, except that such rate for fiscal year 1998 shall 
be published not later than November 1, 1997.”. 


SEC. 4504. PAYMENT RULES FOR ANESTHESIA SERVICES. 


(a) IN GENERAL.—Section 1848(d)\(1) (42 U.S.C. 1395w—4(d)\(1)), 





as amended by section 4501(a), is amended— 


(1) in subparagraph (C), by striking “The single” and insert- 
ing “Except as provided in subparagraph (D), the single”; 

(2) by redesignating subparagraph (D) as subparagraph 
(E); and 

(3) by inserting after subparagraph (C) the following new 
subparagraph: 

“(D) SPECIAL RULES FOR ANESTHESIA SERVICES.—The 
separate conversion factor for anesthesia services for a 
year shall be equal to 46 percent of the single conversion 
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factor established for other physicians’ services, except as 
adjusted for changes in work, practice expense, or mal- 
practice relative value units.”. 
(b) EFFECTIVE DATE.—The amendments made by subsection 42 USC 1395w-4 
(a) shall apply to services furnished on or after January 1, 1998. note 


SEC. 4505. IMPLEMENTATION OF RESOURCE-BASED METHODOLOGIES. 


(a) 1-YEAR DELAY IN IMPLEMENTATION.—Section 1848(c) (42 
U.S.C. 1395w—4(c)) is amended— 

(1) in paragraph (2)(C)(ii), in the matter before subclause 

(I) and after subclause (II), by striking “1998” and inserting 

“1999” each place it appears; and 

(2) in paragraph (3)(C)(ii), by striking “1998” and inserting 

“1999”. 

(b) PHASED-IN IMPLEMENTATION.— 

(1) IN GENERAL.—Section 1848(c)(2)(C)\ii) (42 U.S.C. 

1395w—4(c)(2)(C\(ii)) is further amended— 

(A) by striking the comma at the end of clause (ii) 

and inserting a period and the following: 
“For 1999, such number of units shall be determined 
based 75 percent on such product and based 25 percent 
on the relative practice expense resources involved in 
furnishing the service. For 2000, such number of units 
shall be determined based 50 percent on such product 
and based 50 percent on such relative practice expense 
resources. For 2001, such number of units shall be 
determined based 25 percent on such product and 
based 75 percent on such relative practice expense 
resources. For a subsequent year, such number of units 
shall be determined based entirely on such relative 
practice expense resources.”. 

(2) CONFORMING AMENDMENT.—Section 1848(c)(3)(C)(ii) (42 

U.S.C. 1395w—4(c)(3)(C)Gi)), as amended by subsection (a)(2), 

is amended by striking “1999” and inserting “2002”. 

(c) REVIEW BY COMPTROLLER GENERAL.—The Comptroller Gen- 
eral of the United States shall review and evaluate the proposed 
rule on resource-based methodology for practice expenses issued 
by the Secretary of Health and Human Services. The Comptroller 
General shall, within 6 months of the date of the enactment of 
this Act, report to the Committees on Commerce and Ways and 
Means of the House of Representatives and the Committee on 
Finance of the Senate the results of its evaluation, including an 
analysis of— 

(1) the adequacy of the data used in preparing the rule, 
(2) categories of allowable costs, 
(3) methods for allocating direct and indirect expenses, 
(4) the potential impact of the rule on beneficiary access 
to services, and 
(5) any other matters related to the appropriateness of 
resource-based methodology for practice expenses. 
The Comptroller General shall consult with representatives of physi- 
cians’ organizations with respect to matters of both data and meth- 


odology. 
(d) REQUIREMENTS FOR DEVELOPING NEW RESOURCE-BASED 42 USC 1395w-4 
PRACTICE EXPENSE RELATIVE VALUE UNITS.— note 


(1) DEVELOPMENT.—For purposes of section 1848(c)(2)(C)(ii) 
of the Social Security Act, the Secretary of Health and Human 
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Services shall develop new resource-based relative value units 
In developing such units the Secretary shall— 
A) utilize, to the maximum extent practicable, gen 
erally accepted cost accounting principles which (i) recog- 
nize all staff, equipment, supplies, and expenses, not just 
those which can be tied to specific procedures, and (ii 
use actual data on equipment utilization and other key 
assumptions; 
B) consult with organizations representing physicians 
regarding methodology and data to be used; and 
C) develop a refinement process to be used during 
each of the 4 years of the transition period 
2) REPORT.—The Secretary shall transmit a report by 
March 1, 1998, on the development of resource-based relative 
value units under paragraph (1) to the Committee on Ways 
and Means and the Committee on Commerce of the House 
of Representatives and the Committee on Finance of the Senate 
The report shall include a presentation of data to be used 
in developing the value units and an explanation of the meth 
odology 

(3) NOTICE OF PROPOSED RULEMAKING.—The Secretary shall 
publish a notice of proposed rulemaking with the new resource- 
based relative value units on or before May 1, 1998, and shall 
allow for a 90-day public comment period 

(4) ITEMS INCLUDED.—The new proposed rule shall consider 
the following 

(A) Impact projections which compare new proposed 
payment amounts on data on actual physician practice 
expenses 

(B) Impact projections for hospital-based and other 
specialties, geographic payment localities, and urban versus 
rural localities 

(e) ADJUSTMENTS TO RELATIVE VALUE UNITS FOR 1998.—Section 
1848(c)(2) (42 U.S.C. 1395w—4(c)(2)) is amended by adding at the 
end the following new subparagraph: 

“(G) ADJUSTMENTS IN RELATIVE VALUE UNITS FOR 
1998.— 

“(i) IN GENERAL.—The Secretary shall— 

“(I) subject to clauses (iv) and (v), reduce the 
practice expense relative value units applied to 
any services described in clause (ii) furnished in 
1998 to a number equal to 110 percent of the 
number of work relative value units, and 

“(II) increase the practice expense relative 
value units for office visit procedure codes during 
1998 by a uniform percentage which the Secretary 
estimates will result in an aggregate increase in 
payments for such services equal to the aggregate 
decrease in payments by reason of subclause (I). 
“(ii) SERVICES COVERED.—For purposes of clause 

(i), the services described in this clause are physicians’ 

services that are not described in clause (iii) and for 

which— 

“(I) there are work relative value units, and 
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“(II) the number of practice expense relative 
value units (determined for 1998) exceeds 110 per- 
cent of the number of work relative value units 
(determined for such year). 

“(iii) EXCLUDED SERVICES.—For purposes of clause 
(ii), the services described in this clause are services 
which the Secretary determines at least 75 percent 
of which are provided under this title in an office 
setting. 

“(iv) LIMITATION ON AGGREGATE REALLOCATION.- 
If the application of clause (iI) would result in an 
aggregate amount of reductions under such clause in 
excess of $390,000,000, such clause shall be applied 
by substituting for 110 percent such greater percentage 
as the Secretary estimates will result in the aggregate 
amount of such reductions equaling $390,000,000 

“(v) NO REDUCTION FOR CERTAIN SERVICES.—Prac- 
tice expense relative value units for a procedure per- 
formed in an office or in a setting out of an office 
shall not be reduced under clause (i) if the in-office 
or out-of-office practice expense relative value, respec- 
tively, for the procedure would increase under the pro- 
posed rule on resource-based practice expenses issued 
by the Secretary on June 18, 1997 (62 Federal Register 
33158 et seq.).” 

(f) APPLICATION OF RESOURCE-BASED METHODOLOGY TO MAL- 
PRACTICE RELATIVE VALUE UNITS.— 
(1) IN GENERAL.—Section 1848(c)(2)(C)iii) (42 U.S.C 
1395w—4(c)(2)(C (ili)) is amended- 
(A) in paragraph (2)(C)(ii)— 
i) by inserting “for the service for years before 
2000” before “equal”, and 
(ii) by striking the period at the end and inserting 
a comma and by adding at the end the following flush 
matter: 
“and for years beginning with 2000 based on the mal- 
practice expense resources involved in furnishing the 
service.”; and 
(B) in paragraph (3)(C)(iii), by striking “The mal- 
practice” and inserting “For years before 1999, the mal- 
practice”. 

(2) APPLICATION OF CERTAIN BUDGET NEUTRALITY PROVI- 42 USC 1395w-4 
SIONS.—In implementing the amendment made by paragraph »ote 
(1)A)(ii), the provisions of clauses (ii)(II) and (iii) of section 
1848(c\(2)(B) of the Social Security Act (42 U.S.C. 1395w- 
4(c)(2)(B)) shall apply in the same manner as they apply to 
adjustments under clause (ii)(I) of such section 


SEC. 4506. DISSEMINATION OF INFORMATION ON HIGH “PER DIS- 42 USC 1395ww 
CHARGE RELATIVE VALUES FOR IN-HOSPITAL PHYSI- note 
CIANS’ SERVICES. 
(a) DETERMINATION AND NOTICE CONCERNING HOSPITAL-SPE- 
CIFIC PER DISCHARGE RELATIVE VALUES.— 
(1) IN GENERAL.—For 1999 and 2001 the Secretary of 
Health and Human Services shall determine for each hospital 
(A) the hospital-specific per discharge relative value 
under subsection (b); and 
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(B) whether the hospital-specific relative value is pro- 
jected to be excessive (as determined based on such value 
represented as a percentage of the median of hospital- 
specific per discharge relative values determined under 
subsection (b)). 

(2) NOTICE TO SUBSET OF MEDICAL STAFFS; EVALUATION 
OF RESPONSES.—The Secretary shall notify the medical execu- 
tive committee of a subset of the hospitals identified under 
paragraph (1)(B) as having an excessive hospital-specific rel- 
ative value, of the determinations made with respect to the 
medical staff under paragraph (1). The Secretary shall evaluate 
the responses of the hospitals so notified with the responses 
of other hospitals so identified that were not so notified. 
(b) DETERMINATION OF HOSPITAL-SPECIFIC PER DISCHARGE REL- 


ATIVE VALUES.— 


(1) IN GENERAL.—For purposes of this section, the hospital- 
specific per discharge relative value for the medical staff of 
a hospital (other than a teaching hospital) for a year shall 
be equal to the average per discharge relative value (as deter- 
mined under section 1848(c)(2) of the Social Security Act (42 
U.S.C. 1395w-4(c\2)) for physicians’ services furnished to 
inpatients of the hospital by the hospital’s medical staff (exclud- 
ing interns and residents) during the second year preceding 
that calendar year, adjusted for variations in case-mix among 
hospitals and disproportionate share status and teaching status 
among hospitals (as determined by the Secretary under para- 
graph (3)) 

(2) SPECIAL RULE FOR TEACHING HOSPITALS.—The hospital- 
specific relative value projected for a teaching hospital in a 
year shall be equal to the sum of— 

(A) the average per discharge relative value (as deter- 
mined under section 1848(c)(2) of such Act) for physicians’ 
services furnished to inpatients of the hospital by the hos- 
pital’s medical staff (excluding interns and residents) dur- 
ing the second year preceding that calendar year, and 

(B) the equivalent per discharge relative value (as 
determined under such section) for physicians’ services fur- 
nished to inpatients of the hospital by interns and residents 
of the hospital during the second year preceding that cal- 
endar year, adjusted for variations in case-mix among hos- 
pitals, and in disproportionate share status and teaching 
status among hospitals (as determined by the Secretary 
under paragraph (3)). 

The Secretary shall determine the equivalent relative value 
unit per discharge for interns and residents based on the best 
available data and may make such adjustment in the aggregate. 

(3) ADJUSTMENT FOR TEACHING AND DISPROPORTIONATE 
SHARE HOSPITALS.—The Secretary shall adjust the allowable 
per discharge relative values otherwise determined under this 
subsection to take into account the needs of teaching hospitals 
and hospitals receiving additional payments under subpara- 
graphs (F) and (G) of section 1886(d)(5) of the Social Security 
Act (42 U.S.C. 1395ww(d)(5)). The adjustment for teaching sta- 
tus or disproportionate share shall not be less than zero. 

c) DEFINITIONS.—For purposes of this section: 
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(1) HospiraL.—The term “hospital” means a subsection 
(d) hospital as defined in section 1886(d) of the Social Security 
Act (42 U.S.C. 1395ww(d)) 

(2) MEDICAL STAFF.—An individual furnishing a physician’s 
service is considered to be on the medical staff of a hospital— 

(A) if (in accordance with requirements for hospitals 
established by the Joint Commission on Accreditation of 

Health Organizations)— 

(i) the individual is subject to bylaws, rules, and 
regulations established by the hospital to provide a 
framework for the self-governance of medical staff 
activities, 

(ii) subject to the bylaws, rules, and regulations, 
the individual has clinical privileges granted by the 
hospital’s governing body, and 

(iii) under the clinical privileges, the individual 
may provide physicians’ services independently within 
the scope of the individual’s clinical privileges, or 
(B) if the physician provides at least one service to 

an individual entitled to benefits under this title in that 

hospital. 

(3) PHYSICIANS’ SERVICES.—The term “physicians’ services” 
means the services described in section 1848(j)(3) of the Social 
Security Act (42 U.S.C. 1395w—4(j)\(3)). 

(4) RURAL AREA; URBAN AREA.—The terms “rural area” 
and “urban area” have the meaning given those terms under 
section 1886(d)(2)(D) of such Act (42 U.S.C. 1395ww(d)(2)(D)). 

(5) SECRETARY.—The term “Secretary” means the Secretary 
of Health and Human Services. 

(6) TEACHING HOSPITAL.—The term “teaching hospital” 
means a hospital which has a teaching program approved as 
specified in section 1861(b)\(6) of the Social Security Act (42 
U.S.C. 1395x(b)(6)). 


SEC. 4507. USE OF PRIVATE CONTRACTS BY MEDICARE BENE- 
FICIARIES. 
(a) ITEMS OR SERVICES PROVIDED THROUGH PRIVATE CON- 
TRACTS.— 
(1) IN GENERAL.—Section 1802 (42 U.S.C. 1395a) is amend- 
ed by adding at the end the following new subsection: 
“(b) USE OF PRIVATE CONTRACTS BY MEDICARE BENEFICIARIES.— 
“(1) IN GENERAL.—Subject to the provisions of this sub- 
section, nothing in this title shall prohibit a physician or practi- 
tioner from entering into a private contract with a medicare 
beneficiary for any item or service— 
“(A) for which no claim for payment is to be submitted 
under this title, and 
“(B) for which the physician or practitioner receives 
“(i) no reimbursement under this title directly or 
on a capitated basis, and 
“(ii) receives no amount for such item or service 
from an organization which receives reimbursement 
for such item or service under this title directly or 
on a capitated basis. 
“(2) BENEFICIARY PROTECTIONS.— 
“(A) IN GENERAL.—Paragraph (1) shall not apply to 
any contract unless— 
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‘(i) the contract is in writing and is signed by 
the medicare beneficiary before any item or service 
is provided pursuant to the contract; 

‘(ii) the contract contains the items described in 
subparagraph (B); and 

“(ii) the contract is not entered into at a time 
when the medicare beneficiary is facing an emergency 
or urgent health care situation 
“(B) ITEMS REQUIRED TO BE INCLUDED IN CONTRACT.— 

Any contract to provide items and services to which para- 
graph (1) applies shall clearly indicate to the medicare 
beneficiary that by signing such contract the beneficiary— 

‘(i) agrees not to submit a claim (or to request 
that the physician or practitioner submit a claim) 
under this title for such items or services even if such 
items or services are otherwise covered by this title; 

“(ii) agrees to be responsible, whether through 
insurance or otherwise, for payment of such items or 
services and understands that no reimbursement will 
be provided under this title for such items or services; 

“(jii) acknowledges that no limits under this title 
(including the limits under section 1848(g)) apply to 
amounts that may be charged for such items or serv- 
ices; 

“(iv) acknowledges that Medigap plans under sec- 
tion 1882 do not, and other supplemental insurance 
plans may elect not to, make payments for such items 
and services hecause payment is not made under this 
title; and 

“(v) acknowledges that the medicare beneficiary 
has the right to have such items or services provided 
by other physicians or practitioners for whom payment 
would be made under this title. 

Such contract shall also clearly indicate whether the physi- 
cian or practitioner is excluded from participation under 
the medicare program under section 1128. 

“(3) PHYSICIAN OR PRACTITIONER REQUIREMENTS.— 

“(A) IN GENERAL.—Paragraph (1) shall not apply to 
any contract entered into by a physician or practitioner 
unless an affidavit described in subparagraph (B) is in 
effect during the period any item or service is to be provided 
pursuant to the contract. 

“(B) AFFIDAVIT.—An affidavit is described in this 
subparagraph if 

“(i) the affidavit identifies the physician or practi- 
tioner and is in writing and is signed by the physician 
or practitioner; 

“Gii) the affidavit provides that the physician or 
practitioner will not submit any claim under this title 
for any item or service provided to any medicare bene- 
ficiary (and will not receive any reimbursement or 
amount described in paragraph (1)(B) for any such 
item or service) during the 2-year period beginning 
on the date the affidavit is signed; and 

“(ili) a copy of the affidavit is filed with the Sec- 
retary no later than 10 days after the first contract 
to which such affidavit applies is entered into. 
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“(C) ENFORCEMENT.—If a physician or practitioner 
signing an affidavit under subparagraph (B) knowingly 
and willfully submits a claim under this title for any item 
or service provided during the 2-year period described in 
subparagraph (B)(ii) (or receives any reimbursement or 
amount described in paragraph (1)(B) for any such item 
or service) with respect to such affidavit— 

‘(i) this subsection shall not apply with respect 
to any items and services provided by the physician 
or practitioner pursuant to any contract on and after 
the date of such submission and before the end of 
such period; and 

“(ii) no payment shall be made under this title 
for any item or service furnished by the physician 
or practitioner during the period described in clause 
(i) (and no reimbursement or payment of any amount 
described in paragraph (1)(B) shall be made for any 
such item or service). 

“(4) LIMITATION ON ACTUAL CHARGE AND CLAIM SUBMISSION 
REQUIREMENT NOT APPLICABLE.—Section 1848(g) shall not apply 
with respect to any item or service provided to a medicare 
beneficiary under a contract described in paragraph (1). 

“(5) DEFINITIONS.—In this subsection: 

“(A) MEDICARE BENEFICIARY.—The term ‘medicare 
beneficiary’ means an individual who is entitled to benefits 
under part A or enrolled under part B 

“(B) PHYSICIAN.—The term ‘physician’ has the meaning 
given such term by section 1861(r)(1). 

“(C) PRACTITIONER.—The term ‘practitioner’ has the 
meaning given such term by section 1842(b)(18)(C).” 

(2) CONFORMING AMENDMENTS 

(A) Section 1802 (42 U.S.C. 1395a) is amended by 
striking “Any” and inserting “(a) BASIC FREEDOM OF 
CHOICE.—Any”. 

(B) Section 1862(a) (42 U.S.C. 1395y(a)), as amended 
by sections 4319(b) and 4432, is amended by striking “or” 
at the end of paragraph (17), by striking the period at 
the end of paragraph (18) and inserting “; or”, and by 
adding after paragraph (18) the following new paragraph: 

“(19) which are for items or services which are furnished 
pursuant to a private contract described in section 1802(b).”. 

(b) REPORT.—Not later than October 1, 2001, the Secretary 42 USC 1395a 
of Health and Human Services shall submit a report to Congress note 
on the effect on the program under this title of private contracts 
entered into under the amendment made by subsection (a). Such 
report shall include— 

(1) analyses regarding— 

(A) the fiscal impact of such contracts on total Federal 
expenditures under title XVIII of the Social Security Act 
and on out-of-pocket expenditures by medicare beneficiaries 
for health services under such title; and 

(B) the quality of the health services provided under 
such contracts; and 
(2) recommendations as to whether medicare beneficiaries 

should continue to be able to enter private contracts under 
section 1802(b) of such Act (as added by subsection (a)) and 
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if so, what legislative changes, if any should be made to improve 
such contracts. 
42 USC 1395a (c) EFFECTIVE DATE.—The amendment made by subsection (a 
note shall apply with respect to contracts entered into on and after 
January 1, 1998 


Subchapter B—Other Health Care Professionals 


SEC. 4511. INCREASED MEDICARE REIMBURSEMENT FOR NURSE 

PRACTITIONERS AND CLINICAL NURSE SPECIALISTS. 

(a) REMOVAL OF RESTRICTIONS ON SETTINGS.— 

(1) IN GENERAL.—Clause (ii) of section 1861(s)(2)(K) (42 
U.S.C. 1395x(s)(2)(K)) is amended to read as follows: 

“(ii) services which would be physicians’ services if fur- 
nished by a physician (as defined in subsection (r)(1)) and 
which are performed by a nurse practitioner or clinical nurse 
specialist (as defined in subsection (aa)(5)) working in collabora- 
tion (as defined in subsection (aa)(6)) with a physician (as 
defined in subsection (r)(1)) which the nurse practitioner or 
clinical nurse specialist is legally authorized to perform by 
the State in which the services are performed, and such services 
and supplies furnished as an incident to such services as would 
be covered under subparagraph (A) if furnished incident to 
a physician’s professional service, but only if no facility or 
other provider charges or is paid any amounts with respect 
to the furnishing of such services;”. 

(2) CONFORMING AMENDMENTS.—(A) Section 1861(s)(2)(K) 
(42 U.S.C. 1395x(s)(2)(K)) is further amended— 

(i) in clause (i), by inserting “and such services and 
supplies furnished as incident to such services as would 
be covered under subparagraph (A) if furnished incident 
to a physician’s professional service; and” after “are per- 
formed,”; and 

(ii) by striking clauses (iii) and (iv). 

(B) Section 1861(b)(4) (42 U.S.C. 1395x(b)(4)) is amended 
by striking “clauses (i) or (iii) of subsection (s)(2)(K)” and insert- 
ing “subsection (s)(2)(K)”. 

(C) Section 1862(a)(14) (42 U.S.C. 1395y(a)(14)) is amended 
by striking “section 1861(s)(2)(K)\(i) or 1861(s)(2)(K)(iii)” and 
inserting “section 1861(s)(2)(K)”. 

(D) Section 1866(a)1)H) (42 U.S.C. 1395cc(aX1)(H)) is 
amended by striking “section 1861(s)(2)(K)(i) or 
1861(s)(2)(K)(iii)” and inserting “section 1861(s)(2)(K)”. 

(E) Section 1888(e)(2)A)ii) (42 U.S.C. 1395yy(e 2 A)ii)), 
as added by section 4432(a) (relating to prospective payment 
system for rehabilitation hospitals), is amended by striking 
“through (iii)” and inserting “and (ii)”. 

(b) INCREASED PAYMENT.— 

(1) FEE SCHEDULE AMOUNT.—Subparagraph (QO) of section 
1833(a)(1) (42 U.S.C. 1395l(a)(1)) is amended to read as follows: 
“(O) with respect to services described in_ section 
1861(s)(2)(K\(ii) (relating to nurse practitioner or clinical nurse 
specialist services), the amounts paid shall be equal to 80 
percent of (i) the lesser of the actual charge or 85 percent 
of the fee schedule amount provided under section 1848, or 
(ii) in the case of services as an assistant at surgery, the 
lesser of the actual charge or 85 percent of the amount that 
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would otherwise be recognized if performed by a physician 
who is serving as an assistant at surgery; and”. 

(2) CONFORMING AMENDMENTS.—Section 1833(r) (42 U.S.C. 
1395l(r)) is amended— 

(A) in paragraph (1), by striking “section 
1861(s)(2)(K)(iii) (relating to nurse practitioner or clinical 
nurse specialist services provided in a rural area)” and 
inserting “section 1861(s)(2)(K\(ii) (relating to nurse practi- 
tioner or clinical nurse specialist services)”; 

(B) by striking paragraph (2); 

(C) in paragraph (3), by striking “section 
1861(s)(2)(K\(iii)” and inserting “section 1861(s)(2)(K)(ii)”; 
and 

(D) by redesignating paragraph (3) as paragraph (2). 

(c) DIRECT PAYMENT FOR NURSE PRACTITIONERS AND CLINICAL 
NURSE SPECIALISTS.—Section 1832(a\(2\Byiv) (42 U.S.C. 
1395k(a)(2)(B)iv)) is amended by striking “provided in a rural area 


(as defined in section 1886(d)(2D))” and inserting “but only if 


no facility or other provider charges or is paid any amounts with 
respect to the furnishing of such services”. 

(d) DEFINITION OF CLINICAL NURSE SPECIALIST CLARIFIED.— 
Section 1861(aa)(5) (42 U.S.C. 1395x(aa)(5)) is amended— 

(1) by inserting “(A)” after “(5)”; 

(2) by striking “The term ‘physician assistant’” and all 
that follows through “who performs” and inserting “The term 
‘physician assistant’ and the term ‘nurse practitioner’ mean, 
for purposes of this title, a physician assistant or nurse practi- 
tioner who performs”; and 

(3) by adding at the end the following new subparagraph 
“(B) The term ‘clinical nurse specialist’ means, for purposes 

of this title, an individual who— 

“(i) is a registered nurse and is licensed to practice nursing 
in the State in which the clinical nurse specialist services 
are performed; and 

“(ii) holds a master’s degree in a defined clinical area 
of nursing from an accredited educational institution.” 

(e) EFFECTIVE DATE.—The amendments made by this section 
shall apply with respect to services furnished and supplies provided 
on and after January 1, 1998. 


SEC. 4512. INCREASED MEDICARE REIMBURSEMENT FOR PHYSICIAN 
ASSISTANTS. 


(a) REMOVAL OF _ RESTRICTION ON  SETTINGS.—Section 
1861(s2)(K)Gi) (42 U.S.C. 1395x(s)(2)(K)(i)), as amended by section 
4511, is amended— 

(1) by striking “(I) in a hospital” and all that follows 
through “shortage area,”, and 

(2) by adding at the end the following: “but only if no 
facility or other provider charges or is paid any amounts with 
respect to the furnishing of such services,” 

(b) INCREASED PAYMENT.— 

(1) FEE SCHEDULE AMOUNT.—Section 1833(a)(1)(O) (42 

U.S.C. 1395l(a)(1)(O)), as amended by section 4511, is further 

amended— 

(A) by striking “section 1861(s)(2)(K\(ii)” and inserting 
“1861(s)(2)(K)”, and 
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(B) by striking “nurse practitioner or clinical nurse 
specialist services” and inserting “services furnished by 
physician assistants, nurse practitioners, or clinic nurse 
specialists” 

(2) CONFORMING AMENDMENT.—Paragraph (12) of section 

1842(b) (42 U.S.C. 1395u(b)) is repealed. 

(c) REMOVAL OF RESTRICTION ON EMPLOYMENT RELATIONSHIP 
Section 1842(b)(6) (42 U.S.C. 1395u(b)(6)), as amended by section 
4205, is amended by adding at the end the following new sentence: 
“For purposes of subparagraph (C) of the first sentence of this 
paragraph, an employment relationship may include any independ- 
ent contractor arrangement, and employer status shall be deter- 
mined in accordance with the law of the State in which the services 
described in such clause are performed.”. 

(d) EFFECTIVE DATE.—The amendments made by this section 
shall apply with respect to services furnished and supplies provided 
on and after January 1, 1998. 

SEC. 4513. NO X-RAY REQUIRED FOR CHIROPRACTIC SERVICES. 


(a) IN GENERAL.—Section 1861(r)(5) (42 U.S.C. 1395x(r)(5)) is 
amended by striking “demonstrated by X-ray to exist”. 

(b) EFFECTIVE DATE.—The amendment made by subsection (a) 
applies to services furnished on or after January 1, 2000. 

(c) UTILIZATION GUIDELINES.—The Secretary of Health and 
Human Services shall develop and implement utilization guidelines 
relating to the coverage of chiropractic services under part B of 
title XVIII of the Social Security Act in cases in which a subluxation 
has not been demonstrated by X-ray to exist. 


CHAPTER 2—PAYMENT FOR HOSPITAL OUTPATIENT 
DEPARTMENT SERVICES 


SEC. 4521. ELIMINATION OF FORMULA-DRIVEN OVERPAYMENTS (FDO) 
FOR CERTAIN OUTPATIENT HOSPITAL SERVICES. 


(a) ELIMINATION OF FDO FOR AMBULATORY SURGICAL CENTER 
PROCEDURES.—Section 1833(i)(3)(B)(G)UT) (42 U.S.C. 
13951(i3)(B)i)ID)) is amended— 

(1) by striking “of 80 percent”; and 

(2) by striking the period at the end and inserting the 
following: “, less the amount a provider may charge as described 
in clause (ii) of section 1866(a)(2)(A).”. 

(b) ELIMINATION OF FDO FOR RADIOLOGY SERVICES AND DIAG- 
NOSTIC PROCEDURES.—Section 1833(n\1B)G) (42 USC. 
1395l(n)(1)(B)(i)) is amended— 

(1) by striking “of 80 percent”, and 
(2) by inserting before the period at the end the following: 
less the amount a provider may charge as described in 
clause (ii) of section 1866(a)(2)(A)”. 

(c) EFFECTIVE DATE.—The amendments made by this section 
shall apply to services furnished during portions of cost reporting 
periods occurring on or after October 1, 1997. 

SEC. 4522. EXTENSION OF REDUCTIONS IN PAYMENTS FOR COSTS OF 
HOSPITAL OUTPATIENT SERVICES. 

(a) REDUCTION IN PAYMENTS FOR CAPITAL-RELATED COSTS.— 
Section 1861(v)(1)S)(Gii)(1) (42 U.S.C. 1395x(v)1)(S)Gi)(1)) is amend- 
ed by striking “through 1998” and inserting “through 1999 and 
during fiscal year 2000 before January 1, 2000”. 
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b) REDUCTION IN PAYMENTS FOR OTHER CostTs.—Section 
1861(v\1XS)GiIMTD) (42 U.S.C. 1395x(v)(1)(S)Gi) TD) is amended by 
striking “through 1998” and inserting “through 1999 and during 
fiscal year 2000 before January 1, 2000”. 


SEC. 4523. PROSPECTIVE PAYMENT SYSTEM FOR HOSPITAL OUT- 
PATIENT DEPARTMENT SERVICES. 


(a) IN GENERAL.—Section 1833 (42 U.S.C. 13951) is amended 
by adding at the end the following: 
“(t) PROSPECTIVE PAYMENT SYSTEM FOR HOSPITAL OUTPATIENT 
DEPARTMENT SERVICES.- 
“(1) AMOUNT OF PAYMENT.— 

“(A) IN GENERAL.—With respect to covered OPD serv- 
ices (as defined in subparagraph (B)) furnished during a 
year beginning with 1999, the amount of payment under 
this part shall be determined under a prospective payment 
system established by the Secretary in accordance with 
this subsection. 

“(B) DEFINITION OF COVERED OPD SERVICES.—For pur- 
poses of this subsection, the term ‘covered OPD services’— 

“(i) means hospital outpatient services designated 
by the Secretary; 

“(ii) subject to clause (iii), includes inpatient hos- 
pital services designated by the Secretary that are 
covered under this part and furnished to a hospital 
inpatient who (I) is entitled to benefits under part 
A but has exhausted benefits for inpatient hospital 
services during a spell of illness, or (II) is not so 
entitled; but 

“iii) does not include any therapy services 
described in subsection (a)(8) or ambulance services, 
for which payment is made under a fee schedule 
described in section 1834(k) or section 1834(1). 

“(2) SYSTEM REQUIREMENTS.—Under the payment system— 

“(A) the Secretary shall develop a classification system 
for covered OPD services; 

“(B) the Secretary may establish groups of covered 
OPD services, within the classification system described 
in subparagraph (A), so that services classified within each 
group are comparable clinically and with respect to the 
use of resources; 

“(C) the Secretary shall, using data on claims from 
1996 and using data from the most recent available cost 
reports, establish relative payment weights for covered 
OPD services (and any groups of such services described 
in subparagraph (B)) based on median hospital costs and 
shall determine projections of the frequency of utilization 
of each such service (or group of services) in 1999; - 

“(D) the Secretary shall determine a wage adjustment 
factor to adjust the portion of payment and coinsurance 
attributable to labor-related costs for relative differences 
in labor and labor-related costs across geographic regions 
in a budget neutral manner; 

“(E) the Secretary shall establish other adjustments, 
in a budget neutral manner, as determined to be necessary 
to ensure equitable payments, such as outlier adjustments 
or adjustments for certain classes of hospitals; and 
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“(F) the Secretary shall develop a method for control- 
ling unnecessary increases in the volume of covered OPD 
services. 

“(3) CALCULATION OF BASE AMOUNTS.— 

“(A) AGGREGATE AMOUNTS THAT WOULD BE PAYABLE 
IF DEDUCTIBLES WERE DISREGARDED.—The Secretary shall 
estimate the sum of— 

“(i) the total amounts that would be payable from 
the Trust Fund under this part for covered OPD serv- 
ices in 1999, determined without regard to this sub- 
section, as though the deductible under section 1833(b) 
did not apply, and 

“(ii) the total amounts of copayments estimated 
to be paid under this subsection by beneficiaries to 
hospitals for covered OPD services in 1999, as though 
the deductible under section 1833(b) did not apply. 
“(B) UNADJUSTED COPAYMENT AMOUNT.— 

“(i) IN GENERAL.—For purposes of this subsection, 
subject to clause (ii), the ‘unadjusted copayment 
amount’ applicable to a covered OPD service (or group 
of such services) is 20 percent of the national median 
of the charges for the service (or services within the 
group) furnished during 1996, updated to 1999 using 
the Secretary’s estimate of charge growth during the 
period. 

“Gi) ADJUSTED TO BE 20 PERCENT WHEN FULLY 
PHASED IN.—If the pre-deductible payment percentage 
for a covered OPD service (or group of such services) 
furnished in a year would be equal to or exceed 80 
percent, then the unadjusted copayment amount shall 
be 20 percent of amount determined under subpara- 
graph (D). 

“(iii) RULES FOR NEW SERVICES.—The Secretary 
shall establish rules for establishment of an unadjusted 
copayment amount for a covered OPD service not fur- 
nished during 1996, based upon its classification within 
a group of such services. 

“(C) CALCULATION OF CONVERSION FACTORS.— 

“(i) FOR 1999.— 

“(I) IN GENERAL.—The Secretary shall estab- 
lish a 1999 conversion factor for determining the 
medicare OPD fee schedule amounts for each cov- 
ered OPD service (or group of such services) fur- 
nished in 1999. Such conversion factor shall be 
established on the basis of the weights and fre- 
quencies described in paragraph (2)(C) and in such 
a manner that the sum for all services and groups 
of the products (described in subclause (II) for 
each such service or group) equals the total pro- 
jected amount described in subparagraph (A). 

“(II) PRODUCT DESCRIBED.—The Secretary 
shall determine for each service or group the prod- 
uct of the medicare OPD fee schedule amounts 
(taking into account appropriate adjustments 
described in paragraphs (2)(D) and (2)(E)) and the 
estimated frequencies for such service or group. 
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“(ii) SUBSEQUENT YEARS.—Subject to paragraph 
(8)(B), the Secretary shall establish a conversion factor 
for covered OPD services furnished in subsequent years 
in an amount equal to the conversion factor established 
under this subparagraph and applicable to such serv- 
ices furnished in the previous year increased by the 
OPD fee schedule increase factor specified under clause 
(iii) for the year involved. 

“(iii) OPD FEE SCHEDULE INCREASE FACTOR.—For 
purposes of this subparagraph, the ‘OPD fee schedule 
increase factor’ for services furnished in a year is equal 
to the market basket percentage increase applicable 
under section 1886(b)(3)(B)(iii) to hospital discharges 
occurring during the fiscal year ending in such year, 
reduced by 1 percentage point for such factor for serv- 
ices furnished in each of 2000, 2001, and 2002. In 
applying the previous sentence for years beginning 
with 2000, the Secretary may substitute for the market 
basket percentage increase an annual percentage 
increase that is computed and applied with respect 
to covered OPD services furnished in a year in the 
same manner as the market basket percentage increase 
is determined and applied to inpatient hospital services 
for discharges occurring in a fiscal year. 

“(D) CALCULATION OF MEDICARE OPD FEE SCHEDULE 
AMOUNTS.—The Secretary shall compute a medicare OPD 
fee schedule amount for each covered OPD service (or group 
of such services) furnished in a year, in an amount equal 
to the product of— 

“(i) the conversion factor computed under subpara- 
graph (C) for the year, and 

“ii) the relative payment weight (determined 
under paragraph (2)(C)) for the service or group. 

“(E) PRE-DEDUCTIBLE PAYMENT PERCENTAGE.—The pre- 
deductible payment percentage for a covered OPD service 
(or group of such services) furnished in a year is equal 
to the ratio of— 

“(i) the medicare OPD fee schedule amount estab- 
lished under subparagraph (D) for the year, minus 
the unadjusted copayment amount determined under 
subparagraph (B) for the service or group, to 

“(ii) the medicare OPD fee schedule amount deter- 
mined under subparagraph (D) for the year for such 
service or group. 

“(4) MEDICARE PAYMENT AMOUNT.—The amount of payment 
made from the Trust Fund under this part for a covered OPD 
service (and such services classified within a group) furnished 
in a year is determined as follows: 

“(A) FEE SCHEDULE ADJUSTMENTS.—The medicare OPD 
fee schedule amount (computed under paragraph (3)(D)) 
for the service or group and year is adjusted for relative 
differences in the cost of labor and other factors determined 
by the Secretary, as computed under paragraphs (2)(D) 
and (2)(E). 

“(B) SUBTRACT APPLICABLE DEDUCTIBLE.—Reduce the 
adjusted amount determined under subparagraph (A) by 
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the amount of the deductible under section 1833(b), to 
the extent applicable. 

“(C) APPLY PAYMENT PROPORTION TO REMAINDER.—The 
amount of payment is the amount so determined under 
subparagraph (B) multiplied by the pre-deductible payment 
percentage (as determined under paragraph (3)(E)) for the 
service or group and year involved. 

“(5) COPAYMENT AMOUNT.— 

“(A) IN GENERAL.—Except as provided in subparagraph 
(B), the copayment amount under this subsection is the 
amount by which the amount described in paragraph (4)(B) 
exceeds the amount of payment determined under para- 
graph (4)(C) 

“(B) ELECTION TO OFFER REDUCED COPAYMENT 
AMOUNT.—The Secretary shall establish a procedure under 
which a hospital, before the beginning of a year (beginning 
with 1999), may elect to reduce the copayment amount 
otherwise established under subparagraph (A) for some 
or all covered OPD services to an amount that is not 
less than 20 percent of the medicare OPD fee schedule 
amount (computed under paragraph (3)(D)) for the service 
involved. Under such procedures, such reduced copayment 
amount may not be further reduced or increased during 
the year involved and the hospital may disseminate 
information on the reduction of copayment amount effected 
under this subparagraph. 

“(C) NO IMPACT ON DEDUCTIBLES.—Nothing in this 
paragraph shall be construed as affecting a hospital’s 
authority to waive the charging of a deductible under sec- 
tion 1833(b). 

“(6) PERIODIC REVIEW AND ADJUSTMENTS COMPONENTS OF 


PROSPECTIVE PAYMENT SYSTEM.— 


“(A) PERIODIC REVIEW.—The Secretary may periodically 
review and revise the groups, the relative payment weights, 
and the wage and other adjustments described in para- 
graph (2) to take into account changes in medical practice, 
changes in technology, the addition of new services, new 
cost data, and other relevant information and factors. 

“(B) BUDGET NEUTRALITY ADJUSTMENT.—If the Sec- 
retary makes adjustments under subparagraph (A), then 
the adjustments for a year may not cause the estimated 
amount of expenditures under this part for the year to 
increase or decrease from the estimated amount of expendi- 
tures under this part that would have been made if the 
adjustments had not been made. 

“(C) UPDATE FACTOR.—If the Secretary determines 
under methodologies described in paragraph (2)(F) that 
the volume of services paid for under this subsection 
increased beyond amounts established through those meth- 
odologies, the Secretary may appropriately adjust the 
update to the conversion factor otherwise applicable in 
a subsequent year. 

“(7) SPECIAL RULE FOR AMBULANCE SERVICES.—The Sec- 


retary shall pay for hospital outpatient services that are ambu- 
lance services on the basis described in the matter in subsection 
(a1) preceding subparagraph (A), or, if applicable, the fee 
schedule established under section 1834(1). 
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“(8) SPECIAL RULES FOR CERTAIN HOSPITALS.—In the case 
of hospitals described in section 1886(d)(1)(B)(v)— 

“(A) the system under this subsection shall not apply 
to covered OPD services furnished before January 1, 2000; 
and 

“(B) the Secretary may establish a separate conversion 
factor for such services in a manner that specifically takes 
into account the unique costs incurred by such hospitals 
by virtue of their patient population and service intensity. 
“(9) LIMITATION ON REVIEW.—There shall be no administra- 

tive or judicial review under section 1869, 1878, or otherwise 

of— 

“(A) the development of the classification system under 
paragraph (2), including the establishment of groups and 
relative payment weights for covered OPD services, of wage 
adjustment factors, other adjustments, and methods 
described in paragraph (2)(F); 

“(B) the calculation of base amounts under paragraph 
(3): 

“(C) periodic adjustments made under paragraph (6); 
and 

“(D) the establishment of a separate conversion factor 
under paragraph (8)(B).”. 

(b) COINSURANCE.—Section 1866(a)(2)A)(ii) (42 U.S.C 
1395cc(a)(2)(A)(Gii)) is amended by adding at the end the following: 
“In the case of items and services for which payment is made 
under part B under the prospective payment system established 
under section 1833(t), clause (ii) of the first sentence shall be 
applied by substituting for 20 percent of the reasonable charge, 
the applicable copayment amount established under section 
1833(t)(5).”. 

(c) TREATMENT OF REDUCTION IN COPAYMENT AMOUNT.—Section 
1128A(i)(6) (42 U.S.C. 1320a—7a(i(6)) is amended— 

(1) by striking “or” at the end of subparagraph (B), 

(2) by striking the period at the end of subparagraph (C) 
and inserting “; or”, and 

(3) by adding at the end the following new subparagraph: 

“(D) a reduction in the copayment amount for covered 
OPD services under section 1833(t)(5)(B).”. 

(d) CONFORMING AMENDMENTS.— 

(1) APPROVED ASC PROCEDURES PERFORMED IN HOSPITAL 

OUTPATIENT DEPARTMENTS.— 

(Ai) Section 1833(i)3)A) (42 U.S.C. 13951(i3)(A)) is 
amended— 

(I) by inserting “before January 1, 1999,” after 

“furnished”, and 

(II) by striking “in a cost reporting period”. 

(ii) The amendment made by clause (i) shall apply 
to services furnished on or after January 1, 1999. 

(B) Section 1833(a)(4) (42 U.S.C. 1395l(a)(4)) is amend- 
ed by inserting “or subsection (t)” before the semicolon. 
(2) RADIOLOGY AND OTHER DIAGNOSTIC PROCEDURES.— 

(A) Section 1833(n)(1)(A) (42 U.S.C. 1395l(n)(1)(A)) is 
amended by inserting “and before January 1, 1999,” after 
“October 1, 1988,” and after “October 1, 1989,”. 


Applicability 
42 USC 1395/ 


note 
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B) Section 1833(aX2\E) (42 U.S.C. 13895l(aX2)(E)) is 
amended by inserting “or, for services or procedures per 
formed on or after January 1, 1999, subsection (t)” before 
the semicolon 
3) OTHER HOSPITAL OUTPATIENT SERVICES.—Section 

1833(a)(2)(B) (42 U.S.C. 1395l(a)(2)(B)) is amended 

(A) in clause (i), by inserting “furnished before January 
1, 1999,” after “(i)” 

(B) in clause (ii), by inserting “before January 1, 1999,” 
after “furnished”, 

(C) by redesignating clause (iii) as clause (iv), and 

D) by inserting after clause (ii), the following new 
clause 

“Gii) if such services are furnished on or after 

January 1, 1999, the amount determined under sub- 

section (t), or”. 


CHAPTER 3—AMBULANCE SERVICES 


SEC. 4531. PAYMENTS FOR AMBULANCE SERVICES. 

(a) INTERIM REDUCTIONS.— 

(1) PAYMENTS DETERMINED ON REASONABLE COST BASIS.— 
Section 1861(v)(1) (42 U.S.C. 1395x(v)(1)), as amended by sec- 
tion 4451, is amended by adding at the end the following 
new subparagraph 

“(U) In determining the reasonable cost of ambulance 
services (as described in subsection (s)(7)) provided during 
fiscal year 1998, during fiscal year 1999, and during so 

much of fiscal year 2000 as precedes January 1, 2000, 

the Secretary shall not recognize the costs per trip in 

excess of costs recognized as reasonable for ambulance 
services provided on a per trip basis during the previous 
fiscal year (after application of this subparagraph), 
increased by the percentage increase in the consumer price 
index for all urban consumers (U.S. city average) as esti- 
mated by the Secretary for the 12-month period ending 
with the midpoint of the fiscal year involved reduced by 

1.0 percentage point. For ambulance services provided after 

June 30, 1998, the Secretary may provide that claims for 

such services must include a code (or codes) under a uni- 

form coding system specified by the Secretary that identi- 
fies the services furnished.”. 

(2) PAYMENTS DETERMINED ON REASONABLE CHARGE 
BASIS.—Section 1842(b) (42 U.S.C. 1395u(b)) is amended by 
adding at the end the following new paragraph: 

“(19) For purposes of section 1833(a)(1), the reasonable charge 
for ambulance services (as described in section 1861(s)(7)) provided 
during calendar year 1998 and calendar year 1999 may not exceed 
the reasonable charge for such services provided during the previous 
calendar year (after application of this paragraph), increased by 
the percentage increase in the consumer price index for all urban 
consumers (U.S. city average) as estimated by the Secretary for 
the 12-month period ending with the midpoint of the year involved 
reduced by 1.0 percentage point.”. 

(b) ESTABLISHMENT OF PROSPECTIVE FEE SCHEDULE.— 
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(1) PAYMENT IN ACCORDANCE WITH FEE SCHEDULE.—Section 
1833(aX1) (42 U.S.C. 1395l(aX1)), as amended by section 
4315(b), is amended— 

(A) by striking “and (Q)” and inserting “(Q)”; and 

(B) by striking the semicolon at the end and inserting 
the following: “, and (R) with respect to ambulance service, 
the amounts paid shall be 80 percent of the lesser of 
the actual charge for the services or the amount determined 
bya = schedule established by the Secretary under section 

1834(1);”. 

(2) ESTABLISHMENT OF SCHEDULE.—Section 1834 (42 U.S.C. 
1395m), as amended by section 4541, is amended by adding 
at the end the following new subsection: 

“(l) ESTABLISHMENT OF FEE SCHEDULE FOR AMBULANCE SERV- 
ICES.— 

“(1) IN GENERAL.—The Secretary shall establish a fee sched- 
ule for payment for ambulance services whether provided 
directly by a supplier or provider or under arrangement with 
a provider under this part through a negotiated rulemaking 
process described in title 5, United States Code, and in accord- 
ance with the requirements of this subsection. 

“(2) CONSIDERATIONS.—In establishing such fee schedule, 
the Secretary shall— 

“(A) establish mechanisms to control increases in 
expenditures for ambulance services under this part; 

“(B) establish definitions for ambulance services which 
link payments to the type of services provided; 

“(C) consider appropriate regional and operational dif- 
ferences; 

“(D) consider adjustments to payment rates to account 
for inflation and other relevant factors; and 

“(E) phase in the application of the payment rates 
under the fee schedule in an efficient and fair manner. 

“(3) SAVINGS.—In establishing such fee schedule, the Sec- 
retary shall— 

“(A) ensure that the aggregate amount of payments 

made for ambulance services under this part during 2000 

does not exceed the aggregate amount of payments which 

would have been made for such services under this part 
during such year if the amendments made by section 

4531(a) of the Balanced Budget Act of 1997 continued 

in effect, except that in making such determination the 

Secretary shall assume an update in such payments for 

2002 equal to percentage increase in the consumer price 

index for all urban consumers (U.S. city average) for the 

12-month period ending with June of the previous year 
reduced in the case of 2001 and 2002 by 1.0 percentage 
points; and 

“(B) set the payment amounts provided under the fee 
schedule for services furnished in 2001 and each subse- 
quent year at amounts equal to the payment amounts 
under the fee schedule for services furnished during the 
previous year, increased by the percentage increase in the 
consumer price index for ail urban consumers (U.S. city 
average) for the 12-month period ending with June of the 
previous year reduced in the case of 2001 and 2002 by 

1.0 percentage points. 
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“(4) CONSULTATION.—In establishing the fee schedule for 
ambulance services under this subsection, the Secretary shall 
consult with various national organizations representing 
individuals and entities who furnish and regulate ambulance 
services and share with such organizations relevant data in 
establishing such schedule. 

“(5) LIMITATION ON REVIEW.—There shall be no administra- 
tive or judicial review under section 1869 or otherwise of the 
amounts established under the fee schedule for ambulance serv- 
ices under this subsection, including matters described in para- 
graph (2). 

Applicability “(6) RESTRAINT ON BILLING.—The provisions of subpara- 
graphs (A) and (B) of section 1842(b)(18) shall apply to ambu- 
lance services for which payment is made under this subsection 
in the same manner as they apply to services provided by 
a practitioner described in section 1842(b)(18\(C). 

“(7) CODING SYSTEM.—The Secretary may require the claim 
for any services for which the amount of payment is determined 
under this subsection to include a code (or codes) under a 
uniform coding system specified by the Secretary that identifies 
the services furnished.”. 


42 USC 13951 (3) EFFECTIVE DATE.—The amendments made by this sub- 

note section shall apply to services furnished on or after January 
1, 2000. 

42 USC 1395x (c) AUTHORIZING PAYMENT FOR PARAMEDIC INTERCEPT SERVICE 

note PROVIDERS IN RURAL COMMUNITIES.—In promulgating regulations 


to carry out section 1861(s)\(7) of the Social Security Act (42 U.S.C. 
1395x(s\7)) with respect to the coverage of ambulance service, 
the Secretary of Health and Human Services may include coverage 
of advanced life support services (in this subsection referred to 
as “ALS intercept services”) provided by a paramedic intercept 
service provider in a rural area if the following conditions are 
met: 

(1) The ALS intercept services are provided under a con- 
tract with one or more volunteer ambulance services and are 
medically necessary based on the health condition of the 
individual being transported. 

(2) The volunteer ambulance service involved— 

(A) is certified as qualified to provide ambulance serv- 
ice for purposes of such section, 

(B) provides only basic life support services at the 
time of the intercept, and 

(C) is prohibited by State law from billing for any 
services. 

(3) The entity supplying the ALS intercept services— 

(A) is certified as qualified to provide such services 
under the medicare program under title XVIII of the Social 
Security Act, and 

(B) bills all recipients who receive ALS intercept serv- 
ices from the entity, regardless of whether or not such 
recipients are medicare beneficiaries. 
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SEC. 4532. DEMONSTRATION OF COVERAGE OF AMBULANCE SERVICES 42 USC 1395m 
UNDER MEDICARE THROUGH CONTRACTS WITH UNITS n0te. 
OF LOCAL GOVERNMENT. 


(a) DEMONSTRATION PROJECT CONTRACTS WITH LOCAL GOVERN- 
MENTS.—The Secretary of Health and Human Services shall estab- 
lish up to 3 demonstration projects under which, at the request 
of a unit of local government, the Secretary enters into a contract 
with the unit of local government under which— 

(1) the unit of local government furnishes (or arranges 
for the furnishing of) ambulance services for which payment 
may be made ee part B of title XVIII of the Social Security 
Act for individuals residing in the unit of local government 
who are enrolled under such part, except that the unit of 
local government may not enter into the contract unless the 
contract covers at least 80 percent of the individuals residing 
in the unit of local government who are enrolled under such 
part but not in a Medicare+Choice plan; 

(2) any individual or entity furnishing ambulance services 
under the contract meets the requirements otherwise applicable 
to individuals and entities furnishing such services under such 
part; and 

(3) for each month during which the contract is in effect, 
the Secretary makes a capitated payment to the unit of local 
government in accordance with subsection (b). 

— projects may extend over a period of not to exceed 3 years 
each. 

(b) AMOUNT OF PAYMENT.— 

(1) IN GENERAL.—The amount of the monthly payment 
made for months occurring during a calendar year to a unit 
of local government under a demonstration project contract 
under subsection (a) shall be equal to the product of— 

(A) the Secretary’s estimate of the number of individ- 
uals covered under the contract for the month; and 

(B) Yi2 of the capitated payment rate for the year 
established under paragraph (2). 

(2) CAPITATED PAYMENT RATE DEFINED.—In this subsection, 
the “capitated payment rate” applicable to a contract under 
— subsection for a calendar year is equal to 95 percent 
8) — 

(A) for the first calendar year for which the contract 
is in effect, the average annual per capita payment made 
under part B of title XVIII of the Social Security Act 
with respect to ambulance services furnished to such 
individuals during the 3 most recent calendar years for 
which data on the amount of such payment is available; 
and 

(B) for a subsequent year, the amount provided under 
this paragraph for the previous year increased by the 
percentage increase in the consumer price index for all 
urban consumers (U.S. city average) for the 12-month 
period ending with June of the previous year. 

(c) OTHER TERMS OF CONTRACT.—The Secretary and the unit 
of local government may include in a contract under this section 
such other terms as the parties consider appropriate, including— 

(1) covering individuals residing in additional units of local 
government (under arrangements entered into between such 
units and the unit of local government involved); 
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(2) permitting the unit of local government to transport 
individuals to non-hospital providers if such providers are able 
to furnish quality services at a lower cost than hospital provid- 
ers; or 

(3) implementing such other innovations as the unit of 
local government may propose to improve the quality of ambu- 
lance services and control the costs of such services. 

(d) CONTRACT PAYMENTS IN LIEU OF OTHER BENEFITS.—Pay- 
ments under a contract to a unit of local government under this 
section shall be instead of the amounts which (in the absence 
of the contract) would otherwise be payable under part B of title 
XVIII of the Social Security Act for the services covered under 
the contract which are furnished to individuals who reside in the 
unit of local government. 

(e) REPORT ON EFFECTS OF CAPITATED CONTRACTS.— 

(1) Srupy.—The Secretary shall evaluate the demonstra- 
tion projects conducted under this section. Such evaluation 
shall include an analysis of the quality and cost-effectiveness 
of ambulance services furnished under the projects. 

(2) REPORT.—Not later than January 1, 2000, the Secretary 
shall submit a report to Congress on the study conducted under 
paragraph (1), and shall include in the report such rec- 
ommendations as the Secretary considers appropriate, including 
recommendations regarding modifications to the methodology 
used to determine the amount of payments made under such 
contracts and extending or expanding such projects. 


CHAPTER 4—PROSPECTIVE PAYMENT FOR OUTPATIENT 
REHABILITATION SERVICES 


SEC. 4541. PROSPECTIVE PAYMENT FOR OUTPATIENT REHABILITA- 
TION SERVICES. 


(a) PAYMENT BASED ON FEE SCHEDULE.— 
(1) SPECIAL PAYMENT RULES.—Section 1833(a) (42 U.S.C. 
1395l(a)) is amended— 

(A) in paragraph (2) in the matter before subparagraph 
(A), by inserting “(C),” before “(D)”; 

(B) in paragraph (3), by striking “subparagraphs (D) 
and (E) of section 1832(a\2)” and inserting “section 
1832(aX2\D)”; 

(C) in paragraph (6), by striking “and” at the end; 

(D) in paragraph (7), by striking the period at the 
end and inserting a semicolon; and 

(E) by adding at the end the following new paragraphs: 
“(8) in the case of— 

“(A) outpatient physical therapy services (which 
includes outpatient speech-language pathology services) 
and outpatient occupational therapy services furnished— 

“i) by a rehabilitation agency, public health 
agency, clinic, comprehensive outpatient rehabilitation 
facility, or skilled nursing facility, 

“Gii) by a home health agency to an individual 
who is not homebound, or 

“(iii) by another entity under an arrangement with 
an entity described in clause (i) or (ii); and 
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“(B) outpatient physical therapy services (which 
includes outpatient speech-language pathology services) 
and outpatient occupational therapy services furnished— 

“(i) by a hospital to an outpatient or to a hospital 
inpatient who is entitled to benefits under part A but 
has exhausted benefits for inpatient hospital services 
during a spell of illness or is not so entitled to benefits 
under part A, or 

“(ii) by another entity under an arrangement with 
a hospital described in clause (i), 

the amounts described in section 1834(k); and 

“(9) in the case of services described in section 1832(a\2)(E) 
that are not described in paragraph (8), the amounts described 
in section 1834(k).”. 

(2) PAYMENT RATES.—Section 1834 (42 U.S.C. 1395m) is 
amended by adding at the end the following new subsection: 
“(k) PAYMENT FOR OUTPATIENT THERAPY SERVICES AND COM- 

PREHENSIVE OUTPATIENT REHABILITATION SERVICES.— 

“(1) IN GENERAL.—With respect to services described in 
section 1833(a\8) or 1833(a)(9) for which payment is deter- 
mined under this subsection, the payment basis shall be— 

“(A) for services furnished during 1998, the amount 
determined under paragraph (2); or 

“(B) for services furnished during a subsequent year, 
80 percent of the lesser of— 

“(i) the actual charge for the services, or 

“(ii) the applicable fee schedule amount (as defined 
in paragraph (3)) for the services. 

“(2) PAYMENT IN 1998 BASED UPON ADJUSTED REASONABLE 
costs.—The amount under this paragraph for services is the 
lesser of— 

“(A) the charges imposed for the services, or 

“(B) the adjusted reasonable costs (as defined in para- 
graph (4)) for the services, 

less 20 percent of the amount of the charges imposed for such 
services. 

“(3) APPLICABLE FEE SCHEDULE AMOUNT.—In this sub- 
section, the term ‘applicable fee schedule amount’ means, with 
respect to services furnished in a year, the amount determined 
under the fee schedule established under section 1848 for such 
services furnished during the year or, if there is no such fee 
schedule established for such services, the amount determined 
under the fee schedule established for such comparable services 
as the Secretary specifies. 

“(4) ADJUSTED REASONABLE COSTS.—In paragraph (2), the 
term ‘adjusted reasonable costs’ means, with respect to any 
services, reasonable costs determined for such services, reduced 
by 10 percent. The 10-percent reduction shall not apply to 
services described in section 1833(a\8)(B) (relating to services 
provided by hospitals). 

“(5) UNIFORM CODING.—For claims for services submitted 
on or after April 1, 1998, for which the amount of payment 
is determined under this subsection, the claim shall include 
a code (or codes) under a uniform coding system specified 
by the Secretary that identifies the services furnished. 

“(6) RESTRAINT ON BILLING.—The provisions of subpara- Applicability. 
graphs (A) and (B) of section 1842(b)(18) shall apply to therapy 








111 STAT. 456 


PUBLIC LAW 105-33—AUG. 5, 1997 


services for which payment is made under this subsection in 
the same manner as they apply to services provided by a 
practitioner described in section 1842(b\(18\C).”. 

(3) CONFORMING CHANGE IN BILLING.—Section 
1866(aX2AMii) (42 U.S.C. 1395cc(aX2XAXii)) is amended by 
adding at the end the following: “In the case of services 
described in section 1833(a\(8) or section 1833(a\9) for which 
payment is made under part B under section 1834(k), clause 
(ii) of the first sentence shall be applied by substituting for 
20 percent of the reasonable charge for such services 20 percent 
of the lesser of the actual charge or the applicable fee schedule 
amount (as defined in such section) for atte services.”. 

(b) APPLICATION OF STANDARDS TO OUTPATIENT OCCUPATIONAL 


AND PHYSICAL THERAPY SERVICES PROVIDED AS AN INCIDENT TO 
A PHYSICIAN’S PROFESSIONAL SERVICES.—Section 1862(a), as amend- 
ed by sections 4319%(b), 4432(b), and 4507(a\(2\B), (42 U.S.C. 
1395y(a)) is amended— 


(1) by striking “or” at the end of paragraph (18); 

(2) by striking the period at the end of paragraph (19) 
and inserting “; or”; and 

(3) by inserting after paragraph (19) the following: 

“(20) in the case of outpatient occupational therapy services 
or outpatient physical therapy services furnished as an incident 
to a physician’s professional services (as described in section 
1861(sX2\A)), that do not meet the standards and conditions 
(other than any licensing requirement specified by the Sec- 
retary) under the second sentence of section 1861(p) (or under 
such sentence through the operation of section 1861(g)) as 
such standards and conditions would apply to such therapy 
services if furnished by a therapist.”. 

(c) APPLYING FINANCIAL LIMITATION TO ALL REHABILITATION 


SERVICES.—Section 1833(g) (42 U.S.C. 1395l(g)) is amended— 


(1) in the first sentence, by striking “services described 
in the second sentence of section 1861(p)” and inserting “phys- 
ical therapy services of the type described in section 1861(p), 
but not described in section 1833(aX8)(B), and physical therapy 
services of such type which are furnished by a physician or 
as incident to physicians’ services”, and 

(2) in the second sentence, by striking “outpatient occupa- 
tional therapy services which are described in the second sen- 
tence of section 1861(p) through the operation of section 
1861(g)” and inserting “occupational therapy services (of the 
type that are described in section 1861(p) (but not described 
in section 1833(a\8)B)) through the operation of section 1861(g) 
and of such type which are furnished by a physician or as 
incident to physicians’ services)”. 

(d) INDEXING LIMITATION.— 

(1) IN GENERAL.—Section 1833(g) (42 U.S.C. 1395l(g)), as 
amended by subsection (c), is further amended— 

(A) by striking “$900” each place it appears and insert- 
ing “the amount specified in paragraph (2) for the year”, 

(B) by inserting “(1)” after “(g)”, 

(C) by designating the last sentence as a paragraph 

(3), and 

(D) by inserting before paragraph (3), as so designated, 
the following: 
“(2) The amount specified in this paragraph— 
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“(A) for 1999, 2000, and 2001, is $1,500, and 

“(B) for a subsequent year is the amount specified in this 
paragraph for the preceding year increased by the percentage 
increase in the MEI (as defined in section 1842(i)(3)) for such 
subsequent year; 

except that if an increase under subparagraph (B) for a year is 
a a multiple of $10, it shall be rounded to the nearest multiple 
of $10.”. 

(2) REPORT.—By not later than January 1, 2001, the Sec- 42 USC 1395/ 
retary of Health and Human Services shall submit to Congress te. 
a report that includes recommendations on the establishment 
of a revised coverage policy of outpatient physical therapy serv- 
ices and outpatient occupational therapy services under the 
Social Security Act based on classification of individuals by 
diagnostic category and prior use of services, in both inpatient 
and outpatient settings, in place of the uniform dollar limita- 
tions specified in section 1833(g) of such Act, as amended 
by paragraph (1). The recommendations shall include how such 
a system of durational limits by diagnostic category might 
be implemented in a budget-neutral manner. 

(e) EFFECTIVE DATES.— 42 USC 13951 

(1) The amendments made by subsections (a)(1), (a2), note. 
and (b) apply to services furnished on or after January 1, 
1998, including portions of cost reporting periods occurring 
on or after such date, except that section 1834(k) of the Social 
Security Act (as added by subsection (a\(2)) shall not apply 
to services described in section 1833(a)(8)(B) of such Act (as 
added by subsection (a)(1)) that are furnished during 1998. 

(2) The amendments made by subsections (a)(3) and (c) 
apply to services furnished on or after January 1, 1999. 

(3) The amendments made by subsection (d)(1) apply to 
expenses incurred on or after January 1, 1999. 


CHAPTER 5—OTHER PAYMENT PROVISIONS 


SEC. 4551. PAYMENTS FOR DURABLE MEDICAL EQUIPMENT. 


(a) REDUCTION IN PAYMENT AMOUNTS FOR ITEMS OF DURABLE 
MEDICAL EQUIPMENT.— 
(1) FREEZE IN UPDATE FOR COVERED ITEMS.—Section 
1834(a)( 14) (42 U.S.C. 1395m(a)(14)) is amended— 
(A) in subparagraph (A), by striking “and” at the end; 
(B) in subparagraph (B)— 
(i) by striking “a subsequent year” and inserting 
“1993, 1994, 1995, 1996, and 1997”, and 
(ii) by striking the period at the end and inserting 
a semicolon; and 
(C) by adding at the end the following new subpara- 
graphs: 
“(C) for each of the years 1998 through 2002, 0 percent- 
age points; and 
“(D) for a subsequent year, the percentage increase 
in the consumer price index for all urban consumers (U.S. 
urban average) for the 12-month period ending with June 
of the previous year.”. 
(2) UPDATE FOR ORTHOTICS AND PROSTHETICS.—Section 
1834(h)(4)(A) (42 U.S.C. 1395m(h)(4)(A)) is amended— 
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(A) in clause (iii), by striking “, and” at the end and 
inserting a semicolon; 

(B) in clause (iv), by striking “a subsequent year” and 
inserting “1996 and 1997”; and 

(C) by adding at the end the following new clauses: 

“(v) for each of the years 1998 through 2002, 1 
percent, and 

“(vi) for a subsequent year, the percentage increase 
in the consumer price index for all urban consumers 
(United States city average) for the 12-month period 
ending with June of the previous year;”. 

42 USC 1395m (b) PAYMENT FREEZE FOR PARENTERAL AND ENTERAL NUTRI- 

note ENTS, SUPPLIES, AND EQUIPMENT.—In determining the amount of 
payment under part B of title XVIII of the Social Security Act 
with respect to parenteral and enteral nutrients, supplies, and 
equipment during each of the years 1998 through 2002, the charges 
determined to be reasonable with respect to such nutrients, sup- 
plies, and equipment may not exceed the charges determined to 
be reasonable with respect to such nutrients, supplies, and equip- 
ment during 1995. 

(c) UPGRADED DURABLE MEDICAL EQUIPMENT.— 

(1) IN GENERAL.—Section 1834(a) (42 U.S.C. 1395m(a)), 
as amended by section 4312(a), is amended by inserting after 
paragraph (16) the following new paragraph: 

“(17) CERTAIN UPGRADED ITEMS.— 

“(A) INDIVIDUAL’S RIGHT TO CHOOSE UPGRADED ITEM.— 
Notwithstanding any other provision of this title, the Sec- 
retary may issue regulations under which an individual 
may purchase or rent from a supplier an item of upgraded 
durable medical equipment for which payment would be 
made under this subsection if the item were a standard 
item. 

“(B) PAYMENTS TO SUPPLIER.—In the case of the pur- 
chase or rental of an upgraded item under subparagraph 
(A}— 

“(i) the supplier shall receive payment under this 
subsection with respect to such item as if such item 
were a standard item; and 

“(ii) the individual purchasing or renting the item 
shall pay the supplier an amount equal to the dif- 
ference between the supplier’s charge and the amount 
under clause (i). 

In no event may the supplier’s charge for an upgraded 

item exceed the applicable fee schedule amount (if any) 

for such item. 

“(C) CONSUMER PROTECTION SAFEGUARDS.—Any regula- 
tions under subparagraph (A) shall provide for consumer 
protection standards with respect to the furnishing of 
upgraded equipment under subparagraph (A). Such regula- 
tions shall provide for— 

“(i) determination of fair market prices with 
respect to an upgraded item; 

“(ii) full disclosure of the availability and price 
of standard items and proof of receipt of such disclosure 
information by the beneficiary before the furnishing 
of the upgraded item; 
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“(iii) conditions of participation for suppliers in 
the billing arrangement; 
“(iv) sanctions of suppliers who are determined 
to engage in coercive or abusive practices, including 
exclusion; and 
“(v) such other safeguards as the Secretary deter- 
mines are necessary.”. 
(2) EFFECTIVE DATE.—The amendment made by paragraph 42 USC 1395 
(1) shall apply to purchases or rentals after the effective date note. 
of any regulations issued pursuant to such amendment. 


SEC. 4552. OXYGEN AND OXYGEN EQUIPMENT. 


(a) IN  GENERAL.—Section 1834(a(9XB) (42 U.S.C. 
1395m(a)(9)(B)) is amended— 
(1) in clause (iii), by striking “and” at the end; 
(2) in clause (iv)— 
(A) by striking “each subsequent year” and inserting 
“1995, 1996, and 1997”, and 
(B) by striking the period at the end and inserting 
a semicolon; and 
(3) by adding at the end the following new clauses: 
“(v) for 1998, 75 percent of the amount determined 
under this subparagraph for 1997; and 
“(vi) for 1999 anc each subsequent year, 70 percent 
of the amount determined under this subparagraph 
for 1997.”. 

(b) ESTABLISHMENT OF CLASSES FOR PAYMENT.—Section 
1848(aX9) (42 U.S.C. 1395m(aX9)) is amended by adding at the 
end the following new subparagraph: 

“(D) AUTHORITY TO CREATE CLASSES.— 

“(i) IN GENERAL.—Subject to clause (ii), the Sec- 
retary may establish separate classes for any item 
of oxygen and oxygen equipment and separate national 
limited monthly payment rates for each of such classes. 

“(ii) BUDGET NEUTRALITY.—The Secretary may 
take actions under clause (i) only to the extent such 
actions do not result in expenditures for any year 
to be more or less than the expenditures which would 
have been made if such actions had not been taken.”. 

(c) STANDARDS.—The Secretary shall as soon as practicable 42 USC 1395m 
establish service standards for persons seeking payment under part te. 
B of title XVIII of the Social Security Act for the providing of 
oxygen and oxygen equipment to beneficiaries within their homes. 

(d) ACCESS TO HOME OXYGEN EQUIPMENT.— 42 USC 1395m 

(1) Srupy.—The Comptroller General of the United States note. 
shall study issues relating to access to home oxygen equipment Reports. 
and shall, within 18 months after the date of the enactment 

of this Act, report to the Committees on Commerce and Ways 

and Means of the House of Representatives and the Committee 

on Finance of the Senate the results of the study, including 

recommendations (if any) for legislation. 

(2) PEER REVIEW EVALUATION.—The Secretary of Health 

and Human Services shall arrange for peer review organiza- 

tions established under section 1154 of the Social Security 

Act to evaluate access to, and quality of, home oxygen equip- 

ment. 

(e) EFFECTIVE DATE.— 42 USC 1395m 


note. 
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(1) OxYGEN.—The amendments made by subsection (a) 
shall apply to items furnished on and after January 1, 1998. 

(2) OTHER PROVISIONS.—The amendments made by this 
section other than subsection (a) shall take effect on the date 
of the enactment of this Act. 


SEC. 4553. REDUCTION IN UPDATES TO PAYMENT AMOUNTS FOR CLINI- 
CAL DIAGNOSTIC LABORATORY TESTS; STUDY ON LAB- 
ORATORY TESTS. 


a) CHANGE IN UPDATE.—Section 1833(h\(2)A)iiXTV) (42 U.S.C. 
1395l(hX2A\ii\TV)) is amended by inserting “and 1998 through 
2002” after “1995”. 

(b LOWERING CAP ON PAYMENT AMOUNTS.—Section 
1833(h)\4)(B) (42 U.S.C. 1395]l(h\4)\(B)) is amended 

(1) in clause (vi), by striking “and” at the end; 

2) in clause (vii)— 

A) by inserting “and before January 1, 1998,” after 

“1995,”, and 

(B) by striking the period at the end and inserting 

“, and”; and 

(3) by adding at the end the following new clause: 

“(vill) after December 31, 1997, is equal to 74 percent 
of such median.”. 

42 USC 1395/ (c) STUDY AND REPORT ON CLINICAL LABORATORY TESTS.— 

not (1) IN GENERAL.—The Secretary shall request the Institute 
of Medicine of the National Academy of Sciences to conduct 
a study of payments under part B of title XVIII of the Social 
Security Act for clinical laboratory tests. The study shall include 
a review of the adequacy of the current methodology and rec- 
ommendations regarding alternative payment systems. The 
study shall also analyze and discuss the relationship between 
such payment systems and access to high quality laboratory 
tests for medicare beneficiaries, including availability and 
access to new testing methodologies. 

(2) REPORT TO CONGRESS.—The Secretary shall, not later 
than 2 years after the date of enactment of this section, report 
to the Committees on Ways and Means and Commerce of 
the House of Representatives and the Committee on Finance 
of the Senate the results of the study described in paragraph 
(1), including any recommendations for legislation. 





42 USC 1395u SEC. 4554. IMPROVEMENTS IN ADMINISTRATION OF LABORATORY 
note TESTS BENEFIT. 


(a) SELECTION OF REGIONAL CARRIERS.— 
(1) IN GENERAL.—The Secretary of Health and Human 
Services (in this section referred to as the “Secretary”) shall— 
(A) divide the United States into no more than 5 
regions, and 
(B) designate a single carrier for each such region, 
for the purpose of payment of claims under part B of title 
XVIII of the Social Security Act with respect to clinical diag- 
nostic laboratory tests furnished on or after such date (not 
later than July 1, 1999) as the Secretary specifies. 
(2) DESIGNATION.—In designating such carriers, the Sec- 
retary shall consider, among other criteria— 
(A) a carrier’s timeliness, quality, and experience in 
claims processing, and 
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(B) a carrier’s capacity to conduct electronic data inter- 
change with laboratories and data matches with other car- 
riers. 

(3) SINGLE DATA RESOURCE.—The Secretary shall select 
one of the designated carriers to serve as a central statistical 
resource for all claims information relating to such clinical 
diagnostic laboratory tests handled by all the designated car- 
riers under such part. 

(4) ALLOCATION OF CLAIMS.—The allocation of claims for 
clinical diagnostic laboratory tests to particular designated car- 
riers shall be based on whether a carrier serves the geographic 
area where the laboratory specimen was collected or other 
method specified by the Secretary. 

(5) SECRETARIAL EXCLUSION.—Paragraph (1) shall not apply 
with respect to clinical diagnostic laboratory tests furnished 
by physician office laboratories if the Secretary determines 
that such offices would be unduly burdened by the application 
of billing responsibilities with respect to more than one carrier. 
(b) ADOPTION OF NATIONAL POLICIES FOR CLINICAL LABORATORY 

TESTS BENEFIT.— 

(1) IN GENERAL.—Not later than January 1, 1999, the Sec- 
retary shall first adopt, consistent with paragraph (2), national 
coverage and administrative policies for clinical diagnostic lab- 
oratory tests under part B of title XVIII of the Social Security 
Act, using a negotiated rulemaking process under subchapter 
III of chapter 5 of title 5, United States Code. 

(2) CONSIDERATIONS IN DESIGN OF NATIONAL POLICIES.— 
The policies under paragraph (1) shall be designed to promote 
program integrity and national uniformity and simplify 
administrative requirements with respect to clinical diagnostic 
laboratory tests payable under such part in connection with 
the following: 

(A) Beneficiary information required to be submitted 
with each claim or order for laboratory tests. 

(B) The medical conditions for which a laboratory test 
is reasonable and necessary (within the meaning of section 
1862(a)(1)(A) of the Social Security Act). 

(C) The appropriate use of procedure codes in billing 
for a laboratory test, including the unbundling of laboratory 
services. 

(D) The medical documentation that is required by 
a medicare contractor at the time a claim is submitted 
for a laboratory test in accordance with section 1833(e) 
of the Social Security Act. 

(E) Recordkeeping requirements in addition to any 
information required to be submitted with a claim, includ- 
ing physicians’ obligations regarding such requirements. 

(F) Procedures for filing claims and for providing remit- 
tances by electronic media. 

(G) Limitation on frequency of coverage for the same 
tests performed on the same individual. 

(3) CHANGES IN LABORATORY POLICIES PENDING ADOPTION 
OF NATIONAL POLICY.—During the period that begins on the 
date of the enactment of this Act and ends on the date the 
Secretary first implements national policies pursuant to regula- 
tions promulgated under this subsection, a carrier under such 
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part may implement changes relating to requirements for the 

submission of a claim for clinical diagnostic laboratory tests. 

(4) USE OF INTERIM POLICIES.—After the date the Secretary 
first implements such national policies, the Secretary shall 
permit any carrier to develop and implement interim policies 
of the type described in paragraph (1), in accordance with 
guidelines established by the ‘Gane, in cases in which a 
uniform national policy has not been established under this 
subsection and there is a demonstrated need for a policy to 
respond to aberrant utilization or provision of unnecessary 
tests. Except as the Secretary specifically permits, no policy 
shall be implemented under this paragraph for a period of 
longer than 2 years. 

(5) INTERIM NATIONAL POLICIES.—After the date the Sec- 
retary first designates regional carriers under subsection (a), 
the Secretary shall establish a process under which designated 
carriers can collectively develop and implement interim national 
policies of the type described in paragraph (1). No such policy 
shall be implemented under this paragraph for a period of 
longer than 2 years. 

(6) BIENNIAL REVIEW PROCESS.—Not less often than once 
every 2 years, the Secretary shall solicit and review comments 
regarding changes in the national policies established under 
this subsection. As part of such biennial review process, the 
Secretary shall specifically review and consider whether to 
incorporate or supersede interim policies developed under para- 
graph (4) or (5). Based upon such review, the Secretary may 
provide for appropriate aes in the national policies pre- 
viously aiuetad under this subsection. 

(7) REQUIREMENT AND NOTICE.—The Secretary shall ensure 
that any policies adopted under paragraph (3), (4), or (5) shall 
apply to all laboratory claims payable under part B of title 

II of the Social Security Act, and shall provide for advance 
notice to interested parties and a 45-day period in which such 
parties may submit comments on the proposed change. 

(c) INCLUSION OF LABORATORY REPRESENTATIVE ON CARRIER 
ADVISORY COMMITTEES.—The er shall direct that any 
advisory committee established by a carrier to advise such carrier 
with respect to coverage and administrative policies under part 
B of title XVIII of the Social Security Act shall include an individual 
to represent the independent clinical laboratories and such other 
laboratories as the Secretary deems appropriate. The Secretary 
shall consider recommendations from national and local organiza- 
tions that represent independent clinical laboratories in such selec- 
tion. 


SEC. 4555. UPDATES FOR AMBULATORY SURGICAL SERVICES. 


Section 1833(iX2XC) (42 U.S.C. 13951(iX2\C)) is amended by 
inserting at the end the following new sentence: “In each of the 
fiscal years 1998 through 2002, the increase under this subpara- 
graph shall be reduced (but not below zero) by 2.0 percentage 
points.”. 

SEC. 4556. REIMBURSEMENT FOR DRUGS AND BIOLOGICALS. 

(a) IN GENERAL.—Section 1842 (42 U.S.C. 1395u) is amended 
by inserting after subsection (n) the following new subsection: 

“(oX1) If a physician’s, supplier’s, or any other person’s bill 
or request for payment for services includes a charge for a drug 
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or biological for which payment may be made under this part 
and the drug or biological is not paid on a cost or prospective 
payment basis as otherwise provided in this part, the amount 
payable for the drug or biological is equal to 95 percent of the 
average wholesale price. 

“(2) If payment for a drug or biological is made to a licensed 
pharmacy approved to dispense drugs or biologicals under this 
part, the Secretary may pay a dispensing fee (less the applicable 
deductible and coinsurance amounts) to the pharmacy.”. 

(b) CONFORMING AMENDMENT.—Section 1833(a\(1) (42 U.S.C. 
1395l(aX(1)), as amended by sections 4315(b) and 4531(b)(1), is 
amended— 

(1) by striking “and (R)” and inserting “(R)”; and 
(2) by striking the semicolon at the end and inserting 

the following: “, and (S) with respect to drugs and biologicals 

not paid on a cost or prospective payment basis as otherwise 

provided in this part (other than items and services described 

in subparagraph (B)), the amounts paid shall be 80 percent 

of the lesser of the actual charge or the payment amount 

established in section 1842(0);”. 

(c) STUDY AND REPORT.—The Secretary of Health and Human 42 USC 1395u 
Services shall study the effect on the average wholesale price of note. 
drugs and biologicals of the amendments made by subsection (a) 
and shall report to the Committees on Ways and Means and Com- 
merce of the House of Representatives and the Committee on 
Finance of the Senate the result of such study not later than 
July 1, 1999. 

(d) EFFECTIVE DATE.—The amendments made by subsections 42 USC 1395/ 
(a) and (b) shall apply to drugs and biologicals furnished on or note. 
after January 1, 1998. 


SEC. 4557. COVERAGE OF ORAL ANTI-NAUSEA DRUGS UNDER 
CHEMOTHERAPEUTIC REGIMEN. 


(a) IN GENERAL.—Section 1861(s2) (42 U.S.C. 1395x(s\2)), 
as amended by sections 4104 and 4105, is amended— 

(1) by striking “and” at the end of subparagraph (R); and 

(2) by inserting after subparagraph (S) the following new 
subparagraph: 

“(T) an oral drug (which is approved by the Federal Food 
and Drug Administration) annealed for use as an acute anti- 
emetic used as part of an anticancer chemotherapeutic regimen 
if the drug is administered by a physician (or as prescribed 
by a physician)— 

“(i) for use immediately before, at, or within 48 hours 
after the time of the administration of the anticancer 
chemotherapeutic agent; and 

“(ii) as a full replacement for the anti-emetic therapy 
which would otherwise be administered intravenously.”. 

(b) EFFECTIVE DATE.—The amendments made by subsection 42 USC 1395x 
(a) shall apply to items and services furnished on or after January  n0te. 
1, 1998. 


SEC. 4558. RENAL DIALYSIS-RELATED SERVICES. 42 USC 1395rr 


(a) AUDITING OF Cost REPORTS.—Beginning with cost reports ™~ 
for 1996, the Secretary shall audit cost reports of each renal dialysis 
provider at least once every 3 years. 

(b) IMPLEMENTATION OF QUALITY STANDARDS.—The Secretary 
of Health and Human Services shall develop, by not later than 
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Effective date 


Regulations. 


January 1, 1999, and implement, by not later than January 1, 
2000, a method to measure and report quality of renal dialysis 
services provided under the medicare program under title XVIII 
of the Social Security Act. 


SEC. 4559. TEMPORARY COVERAGE RESTORATION FOR PORTABLE 
ELECTROCARDIOGRAM TRANSPORTATION. 


(a) IN GENERAL.—Effective only for electrocardiogram tests fur- 
nished during 1998, the Secretary of Health and Human Services 
shall restore separate payment, under part B of title XVIII of 
the Social Security Act, for the transportation of electrocardiogram 
equipment (HCPCS code RO0076) based upon payment methods in 
effect for such service as of December 31, 1996. 

(b) DETERMINATION.—By not later than July 1, 1998, the Sec- 
retary of Health and Human Services shall make a recommendation 
to the Committees on Commerce and Ways and Means of the 
House of Representatives and the Committee on Finance of the 
Senate as to whether coverage of portable electrocardiogram 
transportation should be provided under part B of title XVIII of 
the Social Security Act. In making such recommendation, the Sec- 
retary shall take into account the study of coverage of portable 
electrocardiogram transportation conducted by the Comptroller Gen- 
eral of the United States and other relevant information, including 
information submitted by interested parties. 


CHAPTER 6—PART B PREMIUM AND RELATED 
PROVISIONS 


Subchapter A—Determination of Part B Premium Amount 


SEC. 4571. PART B PREMIUM. 


(a) IN GENERAL.—Section 1839(a\(3) (42 U.S.C. 1395r(a)(3)) is 
amended by striking the first 3 sentences and inserting the follow- 
ing: “The Secretary, during September of each year, shall determine 
and promulgate a monthly premium rate for the succeeding cal- 
endar year that is equal to 50 percent of the monthly actuarial 
rate for enrollees age 65 and over, determined according to para- 
graph (1), for that succeeding calendar year.”. 

(b) CONFORMING AND TECHNICAL AMENDMENTS.— 

(1) SECTION 1839.—Section 1839 (42 U.S.C. 1395r) is 
amended— 
(A) in subsection (a2), by striking “(b) and (e)” and 
inserting “(b), (c), and (f)”; 
(B) in the last sentence of subsection (a)(3)— 
(i) by inserting “rate” after “premium”, and 
(ii) by striking “and the derivation of the dollar 
amounts specified in this paragraph”; 
(C) in the first sentence of subsection (b), by striking 
“or (e)”; 
(D) by striking subsection (e); and 
(E) by redesignating subsection (g) as subsection (e) 
and inserting that subsection after subsection (d). 
(2) SECTION 1844.—Subparagraphs (A)(i) and (B)(i) of section 
1844(a\(1) (42 U.S.C. 1395w(aX1)) are each amended by striking 
“or 1839(e), as the case may be”. 
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Subchapter B—Other Provisions Related to Part B Premium 


SEC. 4581. PROTECTIONS UNDER THE MEDICARE PROGRAM FOR DIS- 
ABLED WORKERS WHO LOSE BENEFITS UNDER A GROUP 
HEALTH PLAN. 


(a) NO PREMIUM PENALTY FOR LATE ENROLLMENT.—The first 
sentence of section 1839(b) (42 U.S.C. 1395r(b)) is amended by 
inserting “and not pursuant to a special enrollment period under 
section 1837(i4)” after “section 1837)”. 

(b) SPECIAL MEDICARE ENROLLMENT PERIOD.— 

(1) IN GENERAL.—Section 1837(i) (42 U.S.C. 1395p(i)) is 
amended by adding at the end the following new paragraph: 
“(4)(A) In the case of an individual who is entitled to benefits 

under part A pursuant to section 226(b) and— 

“(i) who at the time the individual first satisfies paragraph 
(1) of section 1836— 

“(I) is enrolled in a group health plan described in 
section 1862(b)(1)A)v) by reason of the individual’s current 
or former employment or by reason of the current or former 
employment status of a member of the individual’s family, 
and 

“(II) has elected not to enroll (or to be deemed enrolled) 
under this section during the individual’s initial enrollment 
period; and 
“(ii) whose continuous enrollment under such group health 

plan is involuntarily terminated at a time when the enrollment 

under the plan is not by reason of the individual’s current 
employment or by reason of the current employment of a mem- 
ber of the individual’s family, 
there shall be a special enrollment period described in subparagraph 
(B). 

“(B) The special enrollment period referred to in subparagraph 
(A) is the 6-month period beginning on the first day of the month 
which includes the date of the enrollment termination described 
in subparagraph (A)(ii).”. 

(2) COVERAGE PERIOD.—Section 1838(e) (42 U.S.C. 1395q(e)) 
is amended— 

(A) by inserting “or 1837(i)(4)(B)” after “1837(i3)” the 
first place it appears, and 

(B) by inserting “or specified in section 1837(i4)(A)i)” 
after “1837(i)(3)” the second place it appears. 

(c) EFFECTIVE DATE.—The amendments made by this section 42 USC 1395p 
shall apply to involuntary terminations of coverage under a group ote. 
health plan occurring on or after the date of the enactment of 
this Act. 


SEC. 4582. GOVERNMENTAL ENTITIES ELIGIBLE TO ELECT TO PAY 
PART B PREMIUMS FOR ELIGIBLE INDIVIDUALS. 


Section 1839(e)(1) (as amended by section 4571(b)) is amend- 
ed— 

(1) by inserting “(or any appropriate State or local govern- 
mental entity specified by the Secretary)” after “State” the 
first place it appears, and 

(2) by inserting “(or such entity)” after “State” the second 
and third place it appears. 
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42 USC 1395x 
note. 


Subtitle G—Provisions Relating to Parts A 
and B 


CHAPTER 1—HOME HEALTH SERVICES AND BENEFITS 


Subchapter A—Payments For Home Health Services 


SEC. 4601. RECAPTURING SAVINGS RESULTING FROM TEMPORARY 
FREEZE ON PAYMENT INCREASES FOR HOME HEALTH 
SERVICES. 


(a) BASING UPDATES TO PER Visit Cost LIMITS ON LIMITS 
FOR FISCAL YEAR 1993.—Section 1861(vX1XL) (42 U.S.C. 
1395x(vX1L)) is amended by adding at the end the following: 

“(iv) In establishing limits under this subparagraph for cost 
reporting periods beginning after September 30, 1997, the Secretary 
shall not take into account any changes in the home health market 
basket, as determined by the Secretary, with respect to cost report- 
ing periods which began on or after July 1, 1994, and before 
July 1, 1996.”. 

(b) No EXCEPTIONS PERMITTED BASED ON AMENDMENT.—The 
Secretary of Health and Human Services shall not consider the 
amendment made by subsection (a) in making any exemptions 
and exceptions pursuant to section 1861(v1\L\ii) of the Social 
Security Act (42 U.S.C. 1395x(v)(1)(L\ii)). 


SEC. 4602. INTERIM PAYMENTS FOR HOME HEALTH SERVICES. 


(a) REDUCTIONS IN Cost LIMiITs.—Section 1861(v)(1L)i) (42 
U.S.C. 1395x(v)(1L\i)) is amended— 

(1) by moving the indentation of subclauses (I) through 
(III) 2-ems to the left; 

(2) in subclause (I), by inserting “of the mean of the labor- 
related and nonlabor per visit costs for freestanding home 
health agencies” before the comma at the end; 

(3) in subclause (II), by striking “, or” and inserting “of 
such mean,”; 

(4) in subclause (III])— 

(A) by inserting “and before October 1, 1997,” after 

“July 1, 1987,”, and 

(B) by striking the comma at the end and inserting 

“of such mean, or”; and 

(5) by striking the matter following subclause (III) and 
inserting the following: 

“IV) October 1, 1997, 105 percent of the median of the 
labor-related and nonlabor per visit costs for freestanding home 
health agencies.”. 

(b) DELAY IN UPDATES.—Section 1861(v\1XL iii) (42 U.S.C. 
1395x(v\1L\iii)) is amended by inserting “, or on or after July 
1, 1997, and before October 1, 1997” after “July 1, 1996”. 

(c) ADDITIONS TO CosT LIMITS.—Section 1861(v)(1\L) (42 U.S.C. 
1395x(v1XL)) (as amended by section 4601(a)) is amended by 
adding at the end the following new clauses: 

“(v) For services furnished by home health agencies for cost 
reporting periods beginning on or after October 1, 1997, the Sec- 
retary shall provide for an interim system of limits. Payment shall 
not exceed the costs determined under the preceding provisions 
of this subparagraph or, if lower, the product of— 
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“(1) an agency-specific per beneficiary annual limitation 
calculated based 75 percent on 98 percent of the reasonable 
costs (including nonroutine medical supplies) for the agency’s 
12-month cost reporting period ending during fiscal year 1994, 
and based 25 percent on 98 percent of the standardized regional 
average of such costs for the agency’s census division, as applied 
to such agency, for cost reporting periods ending during fiscal 
— 1994, such costs updated by the home health market 

asket index; and 

“(II) the agency’s unduplicated census count of patients 
(entitled to benefits under this title) for the cost reporting 
period subject to the limitation. 

“(vi) For services furnished by home health agencies for cost Applicability. 
reporting periods beginning on or after October 1, 1997, the follow- 
ing rules apply: 

“(I) For new providers and those providers without a 12- 
month cost reporting period ending in fiscal year 1994, the 

er beneficiary limitation shall be equal to the median of these 
imits (or the Secretary’s best estimates thereof) applied to 
other home health agencies as determined by the Secretary. 

A home health agency that has altered its corporate structure 

or name shall not be considered a new provider for this purpose. 

“(II) For beneficiaries who use services furnished by more 
than one home health agency, the per beneficiary limitations 
shall be prorated among the agencies. 

“(viiXI) Not later than January 1, 1998, the Secretary shall 
establish per visit limits applicable for fiscal year 1998, and not 
later than April 1, 1998, the Secretary shall establish per bene- 
ficiary limits under clause (v)(I) for fiscal year 1998. 

“(II) Not later than August 1 of each year (beginning in 1998) 
the Secretary shall establish the limits applicable under this 
subparagraph for services furnished during the fiscal year beginning 
October 1 of the year.”. 

(d) DEVELOPMENT OF CASE MIX SyYSTEM.—The Secretary of 42 USC 1395fff 
Health and Human Services shall expand research on a prospective note. 
payment system for home health agencies under the medicare pro- 
gram that ties prospective payments to a unit of service, including 
an intensive effort to develop a reliable case mix adjuster that 
explains a significant amount of the variances in costs. 

(e) SUBMISSION OF DATA FOR CASE MIX SyYSTEM.—Effective Effective date. 
for cost reporting periods beginning on or after October 1, 1997, 42 USC 1395fff 
the Secretary of Health and Human Services may require all home 
health agencies to submit additional information that the Secretary 
considers necessary for the development of a reliable case mix 
system. 


SEC. 4603. PROSPECTIVE PAYMENT FOR HOME HEALTH SERVICES. 


(a) IN GENERAL.—Title XVIII (42 U.S.C. 1395 et seq.) (as 
amended by section 4801) is amended by adding at the end the 
following: 


“PROSPECTIVE PAYMENT FOR HOME HEALTH SERVICES 42 USC 1395fff. 


“SEC. 1895. (a) IN GENERAL.—Notwithstanding section 1861(v), 
the Secretary shall provide, for cost reporting periods beginning 
on or after October 1, 1999, for payments for home health services 
in accordance with a prospective payment system established by 
the Secretary under this section. 
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“(b) SYSTEM OF PROSPECTIVE PAYMENT FOR HOME HEALTH 


SERVICES.— 





“(1) IN GENERAL.—The Secretary shall establish under this 
subsection a prospective payment system for payment for all 
costs of home health services. Under the system under this 
subsection all services covered and paid on a reasonable cost 
basis under the medicare home health benefit as of the date 
of the enactment of the this section, including medical supplies, 
shall be paid for on the basis of a prospective payment amount 
determined under this subsection and applicable to the services 
involved. In implementing the system, the Secretary may pro- 
vide for a transition (of not longer than 4 years) during which 
a portion of such payment is based on agency-specific costs, 
but only if such transition does not result in aggregate pay- 
ments under this title that exceed the aggregate payments 
that would be made if such a transition did not occur. 

“(2) UNIT OF PAYMENT.—In defining a prospective payment 
amount under the system under this subsection, the Secretary 
shall consider an appropriate unit of service and the number, 
type, and duration of visits provided within that unit, potential 
changes in the mix of services provided within that unit and 
their cost, and a general system design that provides for contin- 
ued access to quality services 

“(3) PAYMENT BASIS.— 

‘(A) INITIAL BASIS.— 

“(i) IN GENERAL.—Under such system the Secretary 
shall provide for computation of a standard prospective 
payment amount (or amounts). Such amount (or 
amounts) shall initially be based on the most current 
audited cost report data available to the Secretary 
and shall be computed in a manner so that the total 
amounts payable under the system for fiscal year 2000 
shall be equal to the total amount that would have 
been made if the system had not been in effect but 
if the reduction in limits described in clause (ii) had 
been in effect. Such amount shall be standardized in 
a manner that eliminates the effect of variations in 
relative case mix and wage levels among different home 
health agencies in a budget neutral manner consistent 
with the case mix and wage level adjustments provided 
under paragraph (4)(A). Under the system, the Sec- 
retary may recognize regional differences or differences 
based upon whether or not the services or agency are 
in an urbanized area. 

“(ii) REDUCTION.—The reduction described in this 
clause is a reduction by 15 percent in the cost limits 
and per beneficiary limits described in _ section 
1861(v)(1)(L), as those limits are in effect on September 
30, 1999. 

“(B) ANNUAL UPDATE.— 

“(i) IN GENERAL.—The standard prospective pay- 
ment amount (or amounts) shall be adjusted for each 
fiscal year (beginning with fiscal year 2001) in a 
prospective manner specified by the Secretary by the 
home health market basket percentage increase 
applicable to the fiscal year involved. 
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“(ii) HOME HEALTH MARKET BASKET PERCENTAGE 
INCREASE.-—For purposes of this subsection, the term 
‘home health market basket percentage increase’ 
means, with respect to a fiscal year, a percentage (esti- 
mated by the Secretary before the beginning of the 
fiscal year) determined and applied with respect to 
the mix of goods and services included in home health 
services in the same manner as the market basket 
percentage increase under section 1886(b)\(3)B)iii) is 
determined and applied to the mix of goods and serv- 
ices comprising inpatient hospital services for the fiscal 
year. 

“(C) ADJUSTMENT FOR OUTLIERS.—The Secretary shall 
reduce the standard prospective payment amount (or 
amounts) under this paragraph applicable to home health 
services furnished during a period by such proportion as 
will result in an aggregate reduction in payments for the 
period equal to the aggregate increase in payments result- 
ing from the application of paragraph (5) (relating to 
outliers). 

“(4) PAYMENT COMPUTATION.— 
“(A) IN GENERAL.—-The payment amount for a unit 
of home health services shall be the applicable standard 
prospective payment amount adjusted as follows: 
“(i) CASE MIX ADJUSTMENT.—The amount shall be 
adjusted by an appropriate case mix adjustment factor 
(established under subparagraph (B)). 
“(ii) AREA WAGE ADJUSTMENT.—The portion of such 
amount that the Secretary estimates to be attributable 
to wages and wage-related costs shall be adjusted for 
geographic differences in such costs by an area wage 
adjustment factor (established under subparagraph 
(C)) for the area in which the services are furnished 
or such other area as the Secretary may specify. 
“(B) ESTABLISHMENT OF CASE MIX ADJUSTMENT FAC- 
TORS.—The Secretary shall establish appropriate case mix 
adjustment factors for home health services in a manner 
that explains a significant amount of the variation in cost 
among different units of services. 
“(C) ESTABLISHMENT OF AREA WAGE ADJUSTMENT FAC- 
TORS.—The Secretary shall establish area wage adjustment 
factors that reflect the relative level of wages and wage- 
related costs applicable to the furnishing of home health 
services in a geographic area compared to the national 
average applicable level. Such factors may be the factors 
used by the Secretary for purposes of section 1886(d)(3)(E). 
“(5) OUTLIERS.—The Secretary may provide for an addition 
or adjustment to the payment amount otherwise made in the 
case of outliers because of unusual variations in the type or 
amount of medically necessary care. The total amount of the 
additional payments or payment adjustments made under this 
paragraph with respect to a fiscal year may not exceed 5 
percent of the total payments projected or estimated to be 
made based on the prospective payment system under this 
subsection in that year. 

“(6) PRORATION OF PROSPECTIVE PAYMENT AMOUNTS.—If a 
beneficiary elects to transfer to, or receive services from, 
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another home health agency within the period covered by the 

prospective payment amount, the payment shall be prorated 

between the home health agencies involved. 

“(c) REQUIREMENTS FOR PAYMENT INFORMATION.—With respect 
to home health services furnished on or after October 1, 1998, 
no claim for such a service may be paid under this title unless— 

“(1) the claim has the unique identifier (provided under 
section 1842(r)) for the physician who prescribed the services 
or made the certification described in section 1814(a\2) or 
1835(aX2)A); and 

“(2) in the case of a service visit described in paragraph 
(1), (2), (3), or (4) of section 1861(m), the claim contains a 
code (or codes) specified by the Secretary that identifies the 
length of time of the service visit, as measured in 15 minute 
increments. 

“(d) LIMITATION ON REVIEW.—There shall be no administrative 
or judicial review under section 1869, 1878, or otherwise of— 

“(1) the establishment of a transition period under sub- 
section (b)(1); 

“(2) the definition and application of payment units under 
subsection (b)(2); 

“(3) the computation of initial standard prospective pay- 
ment amounts under subsection (b)(3)(A) (including the reduc- 
tion described in clause (ii) of such subsection); 

“(4) the establishment of the adjustment for outliers under 
subsection (b)(3)(C); 

“(5) the establishment of case mix and area wage adjust- 
ments under subsection (b)(4); and 

“(6) the establishment of any adjustments for outliers under 
subsection (b)(5).”. 

(b) ELIMINATION OF PERIODIC INTERIM PAYMENTS FOR HOME 
HEALTH AGENCIES.—Section 1815(e\(2) (42 U.S.C. 1395g(e)(2)) is 


amended— 
(1) by inserting “and” at the end of subparagraph (C), 
(2) by striking subparagraph (D), and 
i. (3) by redesignating subparagraph (E) as subparagraph 
(D). 


(c) CONFORMING AMENDMENTS.— 

(1) PAYMENTS UNDER PART A.—Section 1814(b) (42 U.S.C. 
1395f(b)) is amended in the matter preceding paragraph (1) 
by striking “and 1886” and inserting “1886, and 1895”. 

(2) TREATMENT OF ITEMS AND SERVICES PAID UNDER PART 
B.— 

(A) PAYMENTS UNDER PART B.—Section 1833(a)(2) (42 

U.S.C. 1395l(a)(2)) is amended— 

(i) by amending subparagraph (A) to read as fol- 
ows: 
“(A) with respect to home health services (other than 

a covered osteoporosis drug) (as defined in section 

1861(kk)), the amount determined under the prospective 

payment system under section 1895;”; 

i‘ (ii) by striking “and” at the end of subparagraph 
(i); 

(iii) by adding “and” at the end of subparagraph 
(F); and 

(iv) by adding at the end the following new 
subparagraph: 
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“(G) with respect to items and services described in 
section 1861(s)(10\A), the lesser of— 

“(i) the reasonable cost of such services, as deter- 
mined under section 1861(v), or 

“(ii) the customary charges with respect to such 
services, 

or, if such services are furnished by a public provider 
of services, or by another provider which demonstrates 
to the satisfaction of the Secretary that a significant portion 
of its patients are low-income (and requests that payment 
be made under this provision), free of charge or at nominal 
charges to the public, the amount determined in accordance 
with section 1814(b)\(2);”. 

(B) REQUIRING PAYMENT FOR ALL ITEMS AND SERVICES 
TO BE MADE TO AGENCY.— 

(i) IN GENERAL.—The first sentence of section 
1842(b\(6) (42 U.S.C. 1395u(b)(6)) (as amended by sec- 
tion 4432(b)(2)) is amended— 

Pa by striking “and (E)” and inserting “(E)”; 
an 
(II) by striking the period at the end and 
inserting the following: “, and (F) in the case of 
home health services furnished to an individual 
who (at the time the item or service is furnished) 
is under a plan of care of a home health agency, 
payment shall be made to the agency (without 
regard to whether or not the item or service was 
furnished by the agency, by others under arrange- 
ment with them made by the agency, or when 
any other contracting or consulting arrangement, 
or otherwise).”. 

(ii) CONFORMING AMENDMENT.—Section 1832(a)(1) 
(42 U.S.C. 1395k(aX1)) (as amended by section 
4432(b\5B)) is amended by striking “section 
1842(b\(6\(E);” and inserting “subparagraphs (E) and 
(F) of section 1842(b)(6);”. 

(C) EXCLUSIONS FROM COVERAGE.—Section 1862(a) (42 
U.S.C. 1395y(a)) (as amended by sections 4319(b), 4432(b), 
4507(a)(2)(B) and 4541(b)) is amended— 

(i) by striking “or” at the end of paragraph (19); 

(ii) by striking the period at the end of paragraph 
(20) and inserting “; or”; and 

(iii) by inserting after paragraph (20) the following: 

“(21) where such expenses are for home health services 
furnished to an individual who is under a plan of care of 
the home health agency if the claim for payment for such 
services is not submitted by the agency.”. 

(d) EFFECTIVE DATE.—Except as otherwise provided, the 42 USC 1395ff 
amendments made by this section shall apply to cost reporting note. 
periods beginning on or after October 1, 1999. 

(e) CONTINGENCY.—If the Secretary of Health and Human Serv- 42 USC 1395fff 
ices for any reason does not establish and implement the prospective ote. 
payment system for home health services described in section 
1895(b) of the Social Security Act (as added by subsection (a)) 
for cost reporting periods described in subsection (d), for such cost 
reporting periods the Secretary shall provide for a reduction by 
15 percent in the cost limits and per beneficiary limits described 
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42 USC 1395x 
note 


in section 1861(v1\L) of such Act, as those limits would otherwise 
be in effect on September 30, 1999. 


SEC. 4604. PAYMENT BASED ON LOCATION WHERE HOME HEALTH 
SERVICE IS FURNISHED. 


(a) CONDITIONS OF PARTICIPATION.—Section 1891 (42 U.S.C. 
1395bbb) is amended by adding at the end the following: 

“(g) PAYMENT ON BASIS OF LOCATION OF SERVICE.—A home 
health agency shall submit claims for payment for home health 
services under this title only on the basis of the geographic location 
at which the service is furnished, as determined by the Secretary.”. 

(b) WAGE ADJUSTMENT.—Section 1861(v)(1)L)iii) (42 U.S.C. 
1395x(v\1\L\iii)) is amended by striking “agency is located” and 
inserting “service is furnished”. 

(c) EFFECTIVE DATE.—The amendments made by this section 
apply to cost reporting periods beginning on or after October 1, 
1997. 


Subchapter B—Home Health Benefits 


SEC. 4611. MODIFICATION OF PART A HOME HEALTH BENEFIT FOR 
INDIVIDUALS ENROLLED UNDER PART B. 


(a) IN GENERAL.—Section 1812 (42 U.S.C. 1395d) is amended— 

(1) in subsection (a\(3), by striking “home health services” 
and inserting “for individuals not enrolled in part B, home 
health services, and for individuals so enrolled, post-institu- 
tional home health services furnished during a home health 
spell of illness for up to 100 visits during such spell of illness”; 
and 

(2) in subsection (b), by adding after and below paragraph 

(3) the following: 

“Payment under this part for post-institutional home health services 
furnished an individual during a home health spell of illness may 
not be made for such services beginning after such services have 
been furnished for a total of 100 visits such spell.”. 

(b) Post-INSTITUTIONAL HOME HEALTH SERVICES DEFINED.— 
Section 1861 (42 U.S.C. 1395x), as amended by sections 4103(a), 
4104(a), 4105(a), 4106(a), and 4454, is amended by adding at the 
end the following: 


“Post-Institutional Home Health Services; Home Health Spell of 
Illness 


“(tt)(1) The term ‘post-institutional home health services’ means 
home health services furnished to an individual— 

“(A) after discharge from a hospital or rural primary care 
hospital in which the individual was an inpatient for not less 
than 3 consecutive days before such discharge if such home 
health services were initiated within 14 days after the date 
of such discharge; or 

“(B) after discharge from a skilled nursing facility in which 
the individual was provided post-hospital extended care services 
if such home health services were initiated within 14 days 
after the date of such discharge. 

“(2) The term ‘home health spell of illness’ with respect to 
any individual means a period of consecutive days— 

“(A) beginning with the first day (not included in a previous 
home health spell of illness) (i) on which such individual is 
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furnished post-institutional home health services, and (ii) which 

occurs in a month for which the individual is entitled to benefits 

under part A, and 

“(B) ending with the close of the first period of 60 consecu- 
tive days thereafter on each of which the individual is neither 
an inpatient of a hospital or rural primary care hospital nor 
an inpatient of a facility described in section 1819(a\(1) or 
subsection (y)(1) nor provided home health services.”. 

(c) MAINTAINING APPEAL RIGHTS FOR HOME HEALTH SERV- 
ICES.—Section 1869(b)(2\(B) (42 U.S.C. 1395ff{(b\2)(B)) is amended 
by inserting “(or $100 in the case of home health services)” after 
“$500”. 

(d) MAINTAINING SEAMLESS ADMINISTRATION THROUGH FISCAL 
INTERMEDIARIES.—Section 1842(b\(2) (42 U.S.C. 1395u(b)(2)) is 
amended by adding at the end the following: 

“(E) With respect to the payment of claims for home health 
services under this part that, but for the amendments made by 
section 4611 of the Balanced Budget Act of 1997, would be payable 
under part A instead of under this part, the Secretary shall continue 
administration of such claims through fiscal intermediaries under 
section 1816.”. 

(e) TRANSITION.— 42 USC 1395d 

(1) IN GENERAL.—Notwithstanding any provision of title note. 

XVIII of the Social Security Act, the Secretary of Health and 

Human Services shall establish a transition for the aggregate 

amount of expenditures that are transferred from part A, to 

part B, of title XVIII of the Social Security Act, as a result 
of the amendments made by this section, during each of the 
years during the period beginning with 1998 and ending with 

2002 according to this subsection. Under the transition for 

each such year, the Secretary shall effect such transfer, between 

the trust funds under such parts, as will result in only the 
proportion (specified in paragraph (2)) of such aggregate 
expenditures for the year being transferred from such part 

A to such part B. 

(2) PROPORTION SPECIFIED.—The proportion specified in 
this paragraph for— 
(A) 1998 is Ye, 
(B) 1999 is ¥s, 
(C) 2000 is ¥2, 
(D) 2001 is ¥s, and 
(E) 2002 is %. 
(3) APPLICATION IN ESTABLISHING MONTHLY PREMIUMS FOR 

1998 THROUGH 2003.— 

(A) IN GENERAL.—For purposes only of computing the 
monthly premium under section 1839 of the Social Security 
Act (42 U.S.C. 1395r), the monthly actuarial rate for enroll- 
ees age 65 and over shall be computed as though any 
reference in paragraph (1) of this subsection to 2002 were 
a reference to 2003 and as if the following proportions 
were substituted for the proportions specified in paragraph 
(2): 

(i) For 1998, 7. 
(ii) For 1999, 3%. 
(iii) For 2000, %. 
(iv) For 2001, #7. 
(v) For 2002, 5. 
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42 USC 1395d 
note 


42 USC 1395x 
note. 
42 USC 1395x 
note 


42 USC 1395y 
note 


(vi) For 2003, 97. 

(B) NO IMPACT ON GOVERNMENT CONTRIBUTION.— 
Subparagraph (A) does not apply in determining the 
amount of the Government contribution under section 1844 
of the Social Security Act (42 U.S.C. 1395w). 

(f) EFFECTIVE DATE.—The amendments made by this section 
apply to services furnished on or after January 1, 1998. For purpose 
of applying such amendments, any home health spell of illness 
that began, but not did not end, before such date shall be considered 
to have begun as of such date. 


SEC. 4612. CLARIFICATION OF PART-TIME OR INTERMITTENT NURSING 
CARE. 


(a) IN GENERAL.—Section 1861l(m) (42 U.S.C. 1395x(m)) is 
amended by adding at the end the following: “For purposes of 
paragraphs (1) and (4), the term ‘part-time or intermittent services’ 
means skilled nursing and home health aide services furnished 
any number of days per week as long as they are furnished (com- 
bined) less than 8 hours each day and 28 or fewer hours each 
week (or, subject to review on a case-by-case basis as to the need 
for care, less than 8 hours each day and 35 or fewer hours per 
week). For purposes of sections 1814(aX2\(C) and 1835(a\(2)A), 
‘intermittent’ means skilled nursing care that is either provided 
or needed on fewer than 7 days each week, or less than 8 hours 
of each day for periods of 21 days or less (with extensions in 
exceptional circumstances when the need for additional care is 
finite and predictable).”. 

(b) EFFECTIVE DATE.—The amendment made by subsection (a) 
applies to services furnished on or after October 1, 1997. 


SEC. 4613. STUDY ON DEFINITION OF HOMEBOUND. 


(a) Stupy.—The Secretary of Health and Human Services shall 
conduct a study of the criteria that should be applied, and the 
method of applying such criteria, in the determination of whether 
an individual is homebound for purposes of qualifying for receipt 
of benefits for home health services under the medicare program. 
Such criteria shall include the extent and circumstances under 
which a person may be absent from the home but nonetheless 
qualify. 

(b) REPORT.—Not later than October 1, 1998, the Secretary 
shall submit a report to Congress on the study conducted under 
subsection (a). The report shall include specific recommendations 
on such criteria and methods. 


SEC. 4614. NORMATIVE STANDARDS FOR HOME HEALTH CLAIMS 
DENIALS. 


(a) IN GENERAL.—Section 1862(a)(1) (42 U.S.C. 1395y(a)(1)) 
(as amended by section 4104(c)) is amended— 

(1) by striking “and” at the end of subparagraph (G), 

(2) by striking the semicolon at the end of subparagraph 
(H) and inserting “, and”, and 

(3) by inserting after subparagraph (H) the following new 
subparagraph: 

“(I) the frequency and duration of home health services 
which are in excess of normative guidelines that the Secretary 
shall establish by regulation;”. 

(b) NOTIFICATION.—The Secretary of Health and Human Serv- 
ices may establish a process for notifying a physician in cases 
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in which the number of home health visits, furnished under title 

XVIII of the Social Security Act pursuant to a prescription or 
certification of the physician, significantly exceeds such ecababal 

(or thresholds) as the Secretary specifies. The Secretary may adjust 

such threshold to reflect demonstrated differences in the need for 

home health services among different beneficiaries. 

(c) EFFECTIVE DATE.—The amendments made by this section 42 USC 1395y 

apply to services furnished on or after October 1, 1997. note. 


SEC. 4615. NO HOME HEALTH BENEFITS BASED SOLELY ON DRAWING 
BLOOD. 


(a) IN GENERAL.—Sections 1814(a)(2(C) and 1835(aX(2XA) (42 
U.S.C. 1395flaX2\C), 1395n(aX(2\A)) are each amended by inserting 
“(other than solely venipuncture for the purpose of obtaining a 
blood sample)” after “skilled nursing care”. 
(b) EFFECTIVE DATE.—The amendments made by subsection 42 USC 1395f 
(a) anny to home health services furnished after the 6-month note. 
peri eginning after the date of enactment of this Act. 


SEC. 4616. REPORTS TO CONGRESS REGARDING HOME HEALTH COST 42 USC 1395y 
CONTAINMENT. note. 


(a) ESTIMATE.—Not later than October 1, 1997, the Secretary 
of Health and Human Services shall submit to the Committees 
on Commerce and Ways and Means of the House of Representatives 
and the Committee on Finance of the Senate a report that includes 
an estimate of the outlays that will be made under parts A and 
B of title XVIII of the Social Security Act for the provision of 
home health services during each of fiscal years 1998 through 
2002. 

(b) ANNUAL REPORT.—Not later than the end of each of years 
1999 through 2002, the Secretary shall submit to such Committees 
a report that compares the actual outlays under such parts for 
such services during the fiscal year ending in the year, to the 
outlays estimated under subsection (a) for such fiscal year. If the 
Secretary finds that such actual outlays were greater than such 
estimated outlays for the fiscal year, the Secretary shall include 
in the report recommendations regarding beneficiary copayments 
for home health services achat under the medicare program 
or such other methods as will reduce the growth in outlays for 
home health services under the medicare program. 


CHAPTER 2—GRADUATE MEDICAL EDUCATION 


Subchapter A—Indirect Medical Education 


SEC. 4621. INDIRECT GRADUATE MEDICAL EDUCATION PAYMENTS. 


(a) MULTIYEAR TRANSITION REGARDING PERCENTAGES.— 
(1) IN GENERAL.—Section 1886(d\5\B)ii) (42 U.S.C. 
1395ww(d)(5)(B)(ii)) is amended to read as follows: - 
“(ii) For purposes of clause (i)II), the indirect teaching 
adjustment factor is equal to c x (((1+r) to the nth power) 
— 1), where ‘r’ is the ratio of the hospital’s full-time equiva- 
lent interns and residents to beds and ‘n’ equals .405. 
For discharges occurring— 
“(I) on or after October 1, 1988, and before October 
1, 1997, ‘c’ is equal to 1.89; 
“(II) during fiscal year 1998, ‘c’ is equal to 1.72; 
“(III) during fiscal year 1999, ‘c’ is equal to 1.6; 
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“(IV) during fiscal year 2000, ‘c’ is equal to 1.47; 
and 
“(V) on or after October 1, 2000, ‘c’ is equal to 
1.35.”. 
(2) CONFORMING AMENDMENT RELATING TO DETERMINATION 
OF STANDARDIZED AMOUNT.—Section 1886(d)(2C\i) (42 U.S.C. 
1395ww(d)\(2\C\i)) is amended by adding at the end the follow- 
ing: “except that the Secretary shall not take into account 
any reduction in the amount of additional payments under 
paragraph (5\B\ii) resulting from the amendment made by 
section 4621(a)(1) of the Balanced Budget Act of 1997,”. 
(b) LIMITATION ON NUMBER OF RESIDENTS FOR CERTAIN FISCAL 


YEARS.— 


Applicability. 


Effective date. 


(1) IN GENERAL.—Section 1886(d)5B) (42 U-S.C. 
1395ww(d\5\B)) is amended by adding after clause (iv) the 
following: 

“(v) In determining the adjustment with respect to 

a hospital for discharges occurring on or after October 

1, 1997, the total number of full-time equivalent interns 

and residents in the fields of allopathic and osteopathic 

medicine in either a hospital or nonhospital setting may 
not exceed the number of such full-time equivalent interns 
and residents in the hospital with respect to the hospital’s 
most recent cost reporting period ending on or before 
December 31, 1996. 
“(vi) For purposes of clause (ii)— 

“(I) ‘r’ may not exceed the ratio of the number 
of interns and residents, subject to the limit under 
clause (v), with respect to the hospital for its most 
recent cost reporting period to the hospital’s available 
beds (as defined by the Secretary) during that cost 
reporting period, and 

“(II) for the hospital’s cost reporting periods begin- 
ning on or after October 1, 1997, subject to the limits 
described in clauses (iv) and (v), the total number 
of full-time equivalent residents for payment purposes 
shall equal the average of the actual full-time equiva- 
lent resident count for the cost reporting period and 
the preceding two cost reporting periods. 

In the case of the first cost reporting period beginning 

on or after October 1, 1997, subclause (II) shall be applied 

by using the average for such period and the preceding 
cost reporting period. 

“(vii) If any cost reporting period beginning on or after 
October 1, 1997, is not equal to twelve months, the Secretary 
shall make appropriate modifications to ensure that the average 
full-time equivalent residency count pursuant to subclause (II) 
of clause (vi) is based on the equivalent of full twelve-month 
cost reporting periods. 

“(vili) Rules similar to the rules of subsection (h)(4)(H) 
shall apply for purposes of clauses (v) and (vi).”. 

(2) PAYMENT FOR INTERNS AND RESIDENTS PROVIDING OFF- 
SITE SERVICES.—Section 1886(d 5X Biv) (42 U.S.C. 
1395ww(d)(5)(B)iv)) is amended to read as follows: 

“(iv) Effective for discharges occurring on or after October 
1, 1997, all the time spent by an intern or resident in patient 
care activities under an approved medical residency training 
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program at an entity in a nonhospital setting shall be counted 
towards the determination of full-time equivalency if the hos- 
pital incurs all, or substantially all, of the costs for the training 
program in that setting.”. 


SEC. 4622. PAYMENT TO HOSPITALS OF INDIRECT MEDICAL EDU- 
CATION COSTS FOR MEDICARE+CHOICE ENROLLEES. 


Section 1886(d) (42 U.S.C. 1395ww(d)) is amended by adding 
at the end the following: 
“(11) ADDITIONAL PAYMENTS FOR MANAGED CARE ENROLL- 
EES.— 

“(A) IN GENERAL.—For portions of cost reporting peri- 
ods occurring on or after January 1, 1998, the Secretary 
shall provide for an additional payment amount for each 
applicable discharge of any subsection (d) hospital that 
has an approved medical residency training program. 

“(B) APPLICABLE DISCHARGE.—For purposes of this 
paragraph, the term ‘applicable discharge’ means the dis- 
charge of any individual who is enrolled under a risk- 
sharing contract with an eligible organization under section 
1876 and who is entitled to benefits under part A or any 
individual who is enrolled with a Medicare+Choice 
organization under part C. 

“(C) DETERMINATION OF AMOUNT.—The amount of the 
payment under this paragraph with respect to any 
applicable discharge shall be equal to the applicable 
percentage (as defined in subsection (h)(3)(D)\ii)) of the 
estimated average per discharge amount that would other- 
wise have been paid under paragraph (5)(B) if the individ- 
uals had not been enrolled as described in subparagraph 
(B). 

“(D) SPECIAL RULE FOR HOSPITALS UNDER REIMBURSE- 
MENT SYSTEM.—The Secretary shall establish rules for the 
application of this paragraph to a hospital reimbursed 
under a reimbursement system authorized under section 
1814(b\(3) in the same manner as it would apply to the 
hospital if it were not reimbursed under such section.”. 


Subchapter B—Direct Graduate Medical Education 


SEC. 4623. LIMITATION ON NUMBER OF RESIDENTS AND ROLLING 
AVERAGE FTE COUNT. 


Section 1886(h)(4) (42 U.S.C. 1395ww(h)(4)) is amended by 
adding after subparagraph (E) the following: 

“(F) LIMITATION ON NUMBER OF _ RESIDENTS IN 
ALLOPATHIC AND OSTEOPATHIC MEDICINE.—Such rules shall 
provide that for purposes of a cost reporting period begin- 
ning on or after October 1, 1997, the total number of 
full-time equivalent residents before application of 
weighting factors (as determined under this paragraph) 
with respect to a hospital’s approved medical residency 
training program in the fields of allopathic medicine and 
osteopathic medicine may not exceed the number of such 
full-time equivalent residents for the hospital’s most recent 
cost reporting period ending on or before December 31, 
1996. 
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“(G) COUNTING INTERNS AND RESIDENTS FOR FY 1998 


AND SUBSEQUENT YEARS.— 


“(i) IN GENERAL.—For cost reporting periods begin- 
ning during fiscal years beginning on or after October 
1, 1997, subject to the limit described in subparagraph 
(F), the total number of full-time equivalent residents 
for determining a hospital’s graduate medical edu- 
cation payment shall equal the average of the actual 
full-time equivalent resident counts for the cost report- 
ing period and the preceding two cost reporting periods. 

“(ii) ADJUSTMENT FOR SHORT penone.—if any cost 
reporting period beginning on or after October 1, 1997, 
is not equal to twelve months, the Secretary shall 
make appropriate modifications to ensure that the 
average full-time equivalent resident counts pursuant 
to clause (i) are based on the equivalent of full twelve- 
month cost reporting periods. 

“(iii) TRANSITION RULE FOR 1998.—In the case of 
a hospital’s first cost reporting period beginning on 
or after October 1, 1997, clause (i) shall be applied 
by using the average for such period and the preceding 
cost reporting period. 

“(H) SPECIAL RULES FOR APPLICATION OF SUBPARA- 


GRAPHS (F) AND (G).— 


“(i) NEW FACILITIES.—The Secretary shall, consist- 
ent with the principles of subparagraphs (F) and (G), 
prescribe rules for the application of such subpara- 
graphs in the case of medical residency training pro- 
grams established on or after January 1, 1995. In 
promulgating such rules for purposes of subparagraph 
(F), the Secretary shall give special consideration to 
facilities that meet the needs of underserved rural 
areas. 

“(ii) AGGREGATION.—The Secretary may prescribe 
rules which allow institutions which are members of 
the same affiliated group (as defined by the Secretary) 
to elect to apply the limitation of subparagraph (F) 
on an aggregate basis. 

“(iii) DATA COLLECTION.—The Secretary may 
require any entity that operates a medical residency 
training program and to which subparagraphs (F) and 
(G) apply to submit to the Secretary such additional 
information as the Secretary considers necessary to 
carry out such subparagraphs.”. 


SEC. 4624. PAYMENTS TO HOSPITALS FOR DIRECT COSTS OF GRAD- 


UATE MEDICAL EDUCATION OF MEDICARE+CHOICE 
ENROLLEES. 


Section 1886(h\(3) (42 U.S.C. 1395ww(h\(3)) is amended by 
adding after subparagraph (C) the following: 





“(D) PAYMENT FOR MANAGED CARE ENROLLEES.— 

“(i) IN GENERAL.—For portions of cost reporting 
periods occurring on or after January 1, 1998, the 
Secretary shall provide for an additional payment 
amount under this subsection for services furnished 
to individuals who are enrolled under a risk-sharing 
contract with an eligible organization under section 
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1876 and who are entitled to part A or with a 
Medicare+Choice organization under part C. The 
amount of such a payment shall equal the applicable 
percentage of the product of— 
“(I) the aggregate approved amount (as defined 
in subparagraph (B)) for that period; and 
“(II) the fraction of the total number of 
inpatient-bed days (as established by the Sec- 
retary) during the period which are attributable 
to such enrolled individuals. 
“(ii) APPLICABLE PERCENTAGE.—For purposes of 
clause (i), the applicable percentage is— 
“(I) 20 percent in 1998, 
“(II) 40 percent in 1999, 
“(III) 60 percent in 2000, and 
“(IV) 80 percent in 2001, and 
“(V) 100 percent in 2002 and subsequent years. 
“Giii) SPECIAL RULE FOR HOSPITALS UNDER 
REIMBURSEMENT SYSTEM.—The Secretary shall estab- 
lish rules for the application of this subparagraph to 
a hospital reimbursed under a reimbursement system 
authorized under section 1814(b\(3) in the same man- 
ner as it would apply to the hospital if it were not 
reimbursed under such section.”. 


SEC. 4625. PERMITTING PAYMENT TO NONHOSPITAL PROVIDERS. 


(a) IN GENERAL.—Section 1886 (42 U.S.C. 1395ww), as amended 
by section 4421(a), is amended by adding at the end the following: 
“(k) PAYMENT TO NONHOSPITAL PROVIDERS.— 

“(1) IN GENERAL.—For cost reporting periods beginning on 
or after October 1, 1997, the Secretary may establish rules 
for payment to qualified nonhospital providers for their direct 
costs of medical education, if those costs are incurred in the 
operation of an approved medical residency training program 
described in subsection (h). Such rules shall specify the 
amounts, form, and manner in which such payments will be 
made and the portion of such payments that will be made 
from each of the trust funds under this title. 

“(2) QUALIFIED NONHOSPITAL PROVIDERS.—For purposes of 
this subsection, the term ‘qualified nonhospital providers’ 
means— 

“(A) a Federally qualified health center, as defined 
in section 1861(aa\(4); 
“(B) a rural health clinic, as defined in section 

186 1(aa)(2); 

“(C) Medicare+Choice organizations; and 
“(D) such other providers (other than hospitals) as 
the Secretary determines to be appropriate.”. 
(b) PROHIBITION ON DOUBLE PAYMENTS.—Section 1886(h)(3)(B) 
(42 U.S.C. 1395ww(h)\(3)(B)) is amended by adding at the end the 
following: 
“The Secretary shall reduce the aggregate approved amount 
to the extent payment is made under subsection (k) for residents 
included in the hospital’s count of full-time equivalent resi- 
dents.”. 
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SEC. 4626. INCENTIVE PAYMENTS UNDER PLANS FOR VOLUNTARY 
REDUCTION IN NUMBER OF RESIDENTS. 


(a) IN GENERAL.—Section 1886(h) (42 U.S.C. 1395ww(h)) is 
amended by adding at the end the following new paragraph: 
“(6) INCENTIVE PAYMENT UNDER PLANS FOR VOLUNTARY 
REDUCTION IN NUMBER OF RESIDENTS.— 

“(A) IN GENERAL.—In the case of a voluntary residency 
reduction plan for which an application is approved under 
subparagraph (B), subject to subparagraph (F), each hos- 
pital which is part of the qualifying entity submitting the 
plan shall be paid an applicable hold harmless percentage 
(as specified in subparagraph (E)) of the sum of— 

“(i) the amount (if any) by which— 

“(I) the amount of payment which would have 
been made under this subsection if there had been 

a 5-percent reduction in the number of full-time 

equivalent residents in the approved medical edu- 

cation training programs of the hospital as of June 

30, 1997, aman 

“II) the amount of payment which is made 
under this subsection, taking into account the 
reduction in such number effected under the reduc- 
tion plan; and 

“(ii) the amount of the reduction in payment under 
subsection (d\5)(B) for the hospital that is attributable 
to the reduction in number of residents effected under 
the plan below 95 percent of the number of full-time 
equivalent residents in such programs of the hospital 
as of June 30, 1997. 

The determination of the amounts under clauses (i) and 
(ii) for any year shall be made on the basis of the provisions 
of this title in effect on the application deadline date for 
the first calendar year to which the reduction plan applies. 

“(B) APPROVAL OF PLAN APPLICATIONS.—The Secretary 
may not approve the application of an qualifying entity 
unless— 

“(i) the application is submitted in a form and 
manner specified by the Secretary and by not later 
than November 1, 1999, 

“(ii) the application provides for the operation of 
a plan for the reduction in the number of full-time 
equivalent residents in the approved medical residency 
training programs of the entity consistent with the 
requirements of subparagraph (D); 

“(iii) the entity elects in the application the period 
of residency training years (not greater than 5) over 
which the reduction will occur; 

“(iv) the entity will not reduce the proportion of 
its residents in primary care (to the total number 
of residents) below such proportion as in effect as of 
a applicable time described in subparagraph (D)\v); 
an 

“(v) the Secretary determines that the application 
and the entity and such plan meet such other require- 
ments as the Secretary specifies in regulations. 

“(C) QUALIFYING ENTITY.—For purposes of this para- 
graph, any of the following may be a qualifying entity: 
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“(i) Individual hospitals operating one or more 
approved medical residency training programs. 

“(ii) Two or more hospitals that operate such pro- 
grams and apply for treatment under this paragraph 
as a single qualifying entity. 

“(iii) A qualifying consortium (as described in sec- 
tion 4628 of the Balanced Budget Act of 1997). 

“(D) RESIDENCY REDUCTION REQUIREMENTS.— 

“(i) INDIVIDUAL HOSPITAL APPLICANTS.—In the case 
of a qualifying entity described in subparagraph (C)i), 
the number of full-time equivalent residents in all 
the approved medical residency training programs 
operated by or through the entity shall be reduced 
as follows: 

“(1) If the base number of residents exceeds 
750 residents, by a number equal to at least 20 
percent of such base number. 

“(II) Subject to subclause (IV), if the base num- 
ber of residents exceeds 600 but is less than 750 
residents, by 150 residents. 

“(III) Subject to subclause (IV), if the base 
number of residents does not exceed 600 residents, 
by a number equal to at least 25 percent of such 
base number. 

“(IV) In the case of a qualifying entity which 
is described in clause (v) and which elects treat- 
ment under this subclause, by a number equal 
to at least 20 percent of the base number. 

“(ii) JOINT APPLICANTS.—In the case of a qualifying 
entity described in subparagraph (C)ii), the number 
of full-time equivalent residents in the aggregate for 
all the approved medical residency training programs 
operated by or through the entity shall be reduced 
as follows: 

“(I) Subject to subclause (II), by a number 
equal to at least 25 percent of the base number. 

“(II) In the case of such a qualifying entity 
which is described in clause (v) and which elects 
treatment under this subclause, by a number equal 
to at least 20 percent of the base number. 

“(iii) CONSORTIA.—In the case of a qualifying entity 
described in subparagraph (C)iii), the number of full- 
time equivalent residents in the aggregate for all the 
approved medical residency training programs oper- 
ated by or through the entity shall be reduced by 
a number equal to at least 20 percent of the base 
number. 

“(iv) MANNER OF REDUCTION.—The reductions 
specified under the preceding provisions of this 
subparagraph for a qualifying entity shall be below 
the base number of residents for that entity and shall 
be fully effective not later than the 5th residency train- 
ing year in which the application under subparagraph 
(B) is effective. 

“(v) ENTITIES PROVIDING ASSURANCE OF INCREASE 
IN PRIMARY CARE RESIDENTS.—An entity is described 
in this clause if— 
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“(I) the base number of residents for the entity 
is less than 750 or the entity is described in 
subparagraph (C)ii); and 

“II) the entity represents in its application 
under subparagraph (B) that it will increase the 
number of full-time equivalent residents in pri- 
mary care by at least 20 percent (from such num- 
ber included in the base number of residents) by 
not later than the 5th residency training year in 
which the application under subparagraph (B) is 
effective. 

If a qualifying entity fails to comply with the represen- 

tation described in subclause (II) by the end of such 

5th residency training year, the entity shall be subject 
to repayment of all amounts paid under this paragraph, 
in accordance with procedures established to carry out 

subparagraph (F). 

“(vi) BASE NUMBER OF RESIDENTS DEFINED.—For 
purposes of this paragraph, the term ‘base number 
of residents’ means, with respect to a qualifying entity 
(or its participating hospitals) operating approved 
medical residency training programs, the number of 
full-time equivalent residents in such programs (before 
application of weighting factors) of the entity as of 
the most recent residency training year ending before 
June 30, 1997, or, if less, for any subsequent residency 
training year that ends before the date the entity 
makes application under this paragraph. 

“(E) APPLICABLE HOLD HARMLESS PERCENTAGE.—For 
purposes of subparagraph (A), the ‘applicable hold harmless 
percentage’ for the— 

“(i) first and second residency training years in 
which the reduction plan is in effect, 100 percent, 

“(ii) third such year, 75 percent, 

“(iii) fourth such year, 50 percent, and 

“(iv) fifth such year, 25 percent. 

“(F) PENALTY FOR NONCOMPLIANCE.— 

“(i) IN GENERAL.—No payment may be made under 
this paragraph to a hospital for a residency training 
year if the hospital has failed to reduce the number 
of full-time equivalent residents (in the manner 
required under subparagraph (D)) to the number 
agreed to by the Secretary and the qualifying entity 
in approving the application under this paragraph with 
respect to such year. 

“(ii) INCREASE IN NUMBER OF RESIDENTS IN SUBSE- 
QUENT YEARS.—If payments are made under this para- 
graph to a hospital, and if the hospital increases the 
number of full-time equivalent residents above the 
number of such residents permitted under the reduc- 
tion plan as of the completion of the plan, then, as 
specified by the Secretary, the entity is liable for repay- 
ment to the Secretary of the total amounts paid under 
this paragraph to the entity. 
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“(G) TREATMENT OF ROTATING RESIDENTS.—In applying Rules. 
this paragraph, the Secretary shall establish rules regard- 

ing the counting of residents who are assigned to institu- 

tions the medical residency training programs in which 

are not covered under approved applications under this 

paragraph.”. 

(b) RELATION TO DEMONSTRATION PROJECTS AND AUTHORITY.— 42 USC 1395ww 

(1) Section 1886(hX6) of the Social Security Act, added note. 
by subsection (a), other than subparagraph (F)(ii) thereof, shall 
not apply to any residency training program with respect to 
which a demonstration project described in paragraph (3) has 
been approved by the Health Care Financing Administration 
as of May 27, 1997. 

(2) Effective May 27, 1997, the Secretary of Health and Effective date 
Human Services is not authorized to approve any demonstration 
project described in paragraph (3) for any residency training 
year beginning before July 1, 2006. 

(3) A demonstration project described in this paragraph 
is a project that primarily provides for additional payments 
under title XVIII of the Social Security Act in connection with 
a reduction in the number of residents in a medical residency 
training program. 

(c) INTERIM, FINAL REGULATIONS.—In order to carry out the 
amendment made by subsection (a) in a timely manner, the Sec- 
retary of Health and Human Services may first promulgate regula- 
tions, that take effect on an interim basis, after notice and pending 
opportunity for public comment, by not later than 6 months after 
the date of the enactment of this Act. 


SEC. 4627. MEDICARE SPECIAL REIMBURSEMENT RULE FOR PRIMARY 
CARE COMBINED RESIDENCY PROGRAMS. 


(a) IN GENERAL.—Section 1886(h)(5\G) of the Social Security 
Act (42 U.S.C. 1395ww(h)(5\(G)) is amended— 
(1) in clause (i), by striking “and (iii)” and inserting “, 
(iii), and (iv)”; and 
(2) by adding at the end the following: 
“(iv) SPECIAL RULE FOR CERTAIN PRIMARY CARE 
COMBINED RESIDENCY PROGRAMS.—{I) In the case of 
a resident enrolled in a combined medical residency 
training program in which all of the individual pro- 
grams (that are combined) are for training a primary 
care resident (as defined in subparagraph (H)), the 
period of board eligibility shall be the minimum num- 
ber of years of formal training required to satisfy the 
requirements for initial board eligibility in the longest 
of the individual programs plus one additional year. 
“(II) A resident enrolled in a combined medical 
residency training program that includes an obstetrics 
and gynecology program shall qualify for the period 
of board eligibility under subclause (I) if the other 
programs such resident combines with such obstetrics 
and gynecology program are for training a primary 
care resident.”. 
(b) EFFECTIVE DATE.—The amendments made by subsection 42 USC 1395ww 
(a) apply to combined medical residency training programs in effect note. 
for residency years beginning on or after July 1, 1997. 
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42 USC 1395ww 
note 


42 USC 1395ww 
note. 


SEC. 4628. DEMONSTRATION PROJECT ON USE OF CONSORTIA. 


(a) IN GENERAL.—The Secretary of Health and Human Services 
(in this section referred to as the “Secretary”) shall establish a 
demonstration project under which, instead of making payments 
to teaching hospitals pursuant to section 1886(h) of the Social 
Security Act, the Secretary shall make payments under this section 
to each consortium that meets the requirements of subsection (b) 
and that applies to be included under the project. 

(b) QUALIFYING CONSORTIA.—For purposes of subsection (a), 
a consortium meets the requirements of this subsection if the 
consortium is in compliance with the following: 

(1) The consortium consists of a teaching hospital with 
one or more approved medical residency training programs 
and one or more of the following entities: 

(A) A school of allopathic medicine or osteopathic medi- 
cine. 

(B) Another teaching hospital, which may be a chil- 
dren’s hospital. 

(C) A Federally qualified health center. 

(D) A medical group practice. 

(E) A managed care entity. 

(F) An entity furnishing outpatient services. 

(G) Such other entity as the Secretary determines to 
be appropriate. 

(2) The members of the consortium have agreed to partici- 
pate in the programs of graduate medical education that are 
operated by the entities in the consortium. 

(3) With respect to the receipt by the consortium of pay- 
ments made pursuant to this section, the members of the 
consortium have agreed on a method for allocating the pay- 
ments among the members. 

(4) The consortium meets such additional requirements 
as the Secretary may establish. 

(c) AMOUNT AND SOURCE OF PAYMENT.—The total of payments 
to a qualifying consortium for a fiscal year pursuant to subsection 
(a) shall not exceed the amount that would have been paid under 
section 1886 (h) or (k) of the Social Security Act for the teaching 
hospital (or hospitals) in the consortium. Such payments shall be 
made in such proportion from each of the trust funds established 
under title XVIII of such Act as the Secretary specifies. 


SEC. 4629. RECOMMENDATIONS ON LONG-TERM POLICIES REGARDING 
TEACHING HOSPITALS AND GRADUATE MEDICAL EDU- 
CATION. 


(a) IN GENERAL.—The Medicare Payment Advisory Commission 
(established under section 1805 of the Social Security Act and 
in this section referred to as the “Commission”) shall examine 
and develop recommendations on whether and to what extent medi- 
care payment policies and other Federal policies regarding teaching 
hospitals and graduate medical education should be changed. Such 
recommendations shall include recommendations regarding each 
of the following: 

(1) Possible methodologies for making payments for grad- 
uate medical education and the selection of entities to receive 
such payments. Matters considered under this paragraph shall 
include— 
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(A) issues regarding children’s hospitals and approved 
medical residency training programs in pediatrics, and 

(B) whether and to what extent payments are being 
made (or should be made) for training in the nursing and 
other allied health professions. 

(2) Federal policies regarding international medical grad- 
uates. 

(3) The dependence of schools of medicine on service-gen- 
erated income. 

(4) Whether and to what extent the needs of the United 
States regarding the supply of physicians, in the aggregate 
and in different specialties, will change during the 10-year 
period beginning on October 1, 1997, and whether and to what 
extent any such changes will have significant financial effects 
on teaching hospitals. 

(5) Methods for promoting an appropriate number, mix, 
and geographical distribution of health professionals. 

(b) CONSULTATION.—In conducting the study under subsection 
(a), the Commission shall consult with the Council on Graduate 
Medical Education and individuals with expertise in the area of 
graduate medical education, including— 

(1) deans from allopathic and osteopathic schools of medi- 
cine; 

(2) chief executive officers (or equivalent administrative 
heads) from academic health centers, integrated health care 
systems, approved medical residency training programs, and 
teaching hospitals that sponsor approved medical residency 
training programs; 

(3) chairs of departments or divisions from allopathic and 
osteopathic schools of medicine, schools of dentistry, and 
approved medical residency training programs in oral surgery; 

(4) individuals with leadership experience from representa- 
tive fields of non-physician health professionals; 

(5) individuals with substantial experience in the study 
of issues regarding the composition of the health care workforce 
of the United States; and 

(6) individuals with expertise in health care payment poli- 
cies. 

(c) REPORT.—Not later than 2 years after the date of the enact- 
ment of this Act, the Commission shall submit to the Congress 
a report providing its recommendations under this section and 
the reasons and justifications for such recommendations. 


SEC. 4630. STUDY OF HOSPITAL OVERHEAD AND SUPERVISORY PHYSI- 42 USC 1395ww 
CIAN COMPONENTS OF DIRECT MEDICAL EDUCATION note 
COSTS. 


(a) IN GENERAL.—The Secretary of Health and Human Services 
shall conduct a study with respect to— 

(1) variations among hospitals in the hospital overhead 
and supervisory physician components of their direct medical 
education costs taken into account under section 1886(h) of 
the Social Security Act, and 

(2) the reasons for such variations. 

(b) REPORT.—Not later than 1 year after the date of the enact- 
ment of this Act, the Secretary shall report the results of the 
study conducted under subsection (a) to the appropriate committees 
of Congress, including recommendations for legislation reducing 
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variations described in subsection (a) that the Secretary finds 
inappropriate. 


CHAPTER 3—PROVISIONS RELATING TO MEDICARE 
SECONDARY PAYER 


SEC. 4631. PERMANENT EXTENSION AND REVISION OF CERTAIN 
SECONDARY PAYER PROVISIONS. 


(a) APPLICATION TO DISABLED INDIVIDUALS IN LARGE GROUP 
HEALTH PLANS.— 

(1) IN  GENERAL.—Section 1862(b1B) (42 U.S.C. 
1395y(b)(1)B)) is amended— 

(A) in clause (i), by striking “clause (iv)” and inserting 

“clause (iii)”; 

(B) by striking clause (iii); and 
(C) by redesignating clause (iv) as clause (iii). 

(2) CONFORMING AMENDMENTS.—Paragraphs (1) through (3) 
of section 1837(i) (42 U.S.C. 1395p(i)) and the second sentence 
of section 1839(b) (42 U.S.C. 1395r({b)) are each amended by 
striking “1862(b\ 1 Biv)” each place it appears and inserting 
“1862(b 1) BY iii)”. 

(b) INDIVIDUALS WITH END STAGE RENAL DISEASE.—Section 
1862(b\1\C) (42 U.S.C. 1395y(b)\1C)) is amended— 

(1) in the last sentence by striking “October 1, 1998” and 
inserting “the date of enactment of the Balanced Budget Act 
of 1997”; and 

Effective date (2) by adding at the end the following: “Effective for items 
and services furnished on or after the date of enactment of 
the Balanced Budget Act of 1997, (with respect to periods 
beginning on or after the date that is 18 months prior to 
such date), clauses (i) and (ii) shall be applied by substituting 
‘30-month’ for ‘12-month’ each place it appears.”. 

(c) IRS-SSA-HCFA Data MatTcH.— 

(1) SOCIAL SECURITY ACT.—Section 1862(b)(5\(C) (42 U.S.C. 
1395y(b)(5\(C)) is amended by striking clause (iii). 

(2) INTERNAL REVENUE CODE.—Section 6103(1(12) of the 

26 USC 6103. Internal Revenue Code of 1986 is amended by striking subpara- 
graph (F). 


SEC. 4632. CLARIFICATION OF TIME AND FILING LIMITATIONS. 


(a) EXTENSION OF CLAIMS’ FILING  PERIOD.—Section 
1862(b\2\B) (42 U.S.C. 1395y(b)\(2\B)) is amended by adding at 
the end the following new clause: 

“(v) CLAIMS-FILING PERIOD.—Notwithstanding any 
other time limits that may exist for filing a claim 
under an employer group health plan, the United 
States may seek to recover conditional payments in 
accordance with this subparagraph where the request 
for payment is submitted to the entity required or 
responsible under this subsection to pay with respect 
to the item or service (or any portion thereof) under 
a primary plan within the 3-year period beginning 
on the date on which the item or service was fur- 


nished.”. 
42 USC 1395y (b) EFFECTIVE DATE.—The amendments made by this section 
note apply to items and services furnished on or after the date of the 


enactment of this Act. 
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SEC. 4633. PERMITTING RECOVERY AGAINST THIRD PARTY ADMINIS- 
TRATORS. 


(a) PERMITTING RECOVERY AGAINST THIRD PARTY ADMINISTRA- 
TORS OF PRIMARY PLANS.—Section 1862(b\(2)(BXii) (42 U.S.C. 
1395y(b\2\BXii)) is amended— 

(1) by striking “under this subsection to pay” and inserting 
“(directly, as a third-party administrator, or otherwise) to make 
payment”; and 

(2) by adding at the end the following: “The United States 
may not recover from a third-party administrator under this 
clause in cases where the third-party administrator would not 
be able to recover the amount at issue from the employer 
or group health plan and is not employed by or under contract 
with the employer or group health plan at the time the action 
for recovery is initiated by the United States or for whom 
it provides administrative services due to the insolvency or 
bankruptcy of the employer or plan.”. 

(b) CLARIFICATION OF BENEFICIARY LIABILITY.—Section 
1862(b\1) (42 U.S.C. 1395y(b\1)) is amended by adding at the 
end the following new subparagraph: 

“(F) LIMITATION ON’ BENEFICIARY  LIABILITY.—An 
individual who is entitled to benefits under this title and 
is furnished an item or service for which such benefits 
are incorrectly paid is not liable for repayment of such 
benefits under this paragraph unless payment of such bene- 
fits was made to the individual.”. 

(c) EFFECTIVE DATE.—The amendments made by this section 42 USC 1395y 
apply to items and services furnished on or after the date of the note. 
enactment of this Act. 


CHAPTER 4—OTHER PROVISIONS 


SEC. 4641. PLACEMENT OF ADVANCE DIRECTIVE IN MEDICAL RECORD. 


(a) IN GENERAL.—Section 1866(f(1XB) (42 U.S.C. 
1395ce(f)(1)(B)) is amended by striking “in the individual’s medical 
record” and inserting “in a prominent part of the individual’s cur- 
rent medical record”. 

(b) EFFECTIVE DATE.—The amendment made by subsection (a) 42 USC 1395cc 
shall apply to provider agreements entered into, renewed, or note. 
extended on or after such date (not later than 1 year after the 
date of the enactment of this Act) as the Secretary of Health 
and Human Services specifies. 


SEC. 4642. INCREASED CERTIFICATION PERIOD FOR CERTAIN ORGAN 
PROCUREMENT ORGANIZATIONS. 


Section 1138(bX1A\ii) (42 U.S.C. 1320b—8(b\1A)ii)) is 
amended by striking “two years” and inserting “2 years (4 years 
if the Secretary determines appropriate for an organization on 
the basis of its past practices)”. 


SEC. 4643. OFFICE OF THE CHIEF ACTUARY IN THE HEALTH CARE 
FINANCING ADMINISTRATION. 


Section 1117 (42 U.S.C. 1317) is amended— 

(1) in the heading, by inserting “AND CHIEF ACTUARY” after 
“THE ADMINISTRATOR’; 

(2) by inserting “(a)” before “The Administrator”; and 

(3) by adding at the end the following: 








Establishment 


Federal Register, 


publication 
42 USC 1395ww 
note. 


Federal Register, 


publication. 
42 USC 1395ww 
note. 
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“(bX 1) There is established in the Health Care Financing 
Administration the position of Chief Actuary. The Chief Actuary 
shall be appointed by, and in direct line of authority to, the Adminis- 
trator of such Administration. The Chief Actuary shall be appointed 
from among individuals who have demonstrated, by their education 
and experience, superior expertise in the actuarial sciences. The 
Chief Actuary shall exercise such duties as are appropriate for 
the office of the Chief Actuary and in accordance with professional 
standards of actuarial independence. The Chief Actuary may be 
removed only for cause. 

“(2) The Chief Actuary shall be compensated at the highest 
rate of basic pay for the Senior Executive Service under section 
5382(b) of title 5, United States Code.”. 


SEC. 4644. CONFORMING AMENDMENTS TO COMPLY WITH CONGRES- 
SIONAL REVIEW OF AGENCY RULEMAKING. 


(a) DRG PROSPECTIVE PAYMENT RATE METHODOLOGY.— 

(1) IN  GENERAL.—Section 1886(d6) (42 U.S.C. 
1395ww(d\6)) is amended by striking “September 1” and insert- 
ing “August 1”. 

(2) TRANSITION RULE FOR FISCAL YEAR 1998.—With respect 
to the publication in the Federal Register of the DRG prospec- 
tive payment rate methodology under such section for fiscal 
year 1998, the term “60 days” in section 801(a\(3)(A) and section 
802(a) of title 5, United States Code, is deemed to be a reference 
to “30 days”. 

(b) HosPITAL PAYMENT UPDATES.— 

(1) IN GENERAL.—Section 1886(e) (42 U.S.C. 1395ww/(e) 
is amended 

(A) in paragraph (5)(A) by striking “May 1” and insert- 
ing “April 1”; and 
(B) in paragraph (5\(B) by striking “September 1” and 

inserting “August 1”. 

(2) TRANSITION RULE FOR FISCAL YEAR 1998.—With respect 
to the publication in the Federal Register of the appropriate 
change factor for inpatient hospital services for discharges in 
fiscal year 1998 under section 1886(e5B) (42 U.S.C. 
1395ww(eX5\(B)), the term “60 days” in section 801(aX3)A) 
and section 802(a) of title 5, United States Code, is deemed 
to be a reference to “30 days”. 

(c) APPLICATIONS FOR GEOGRAPHIC RECLASSIFICATION.— 

(1) IN GENERAL.—Section 1886(d\10XC) (42 U.S.C. 
1395ww(d)\10\C)) is amended in clause (ii), by striking “the 
first day of the preceding fiscal year.” and inserting “the first 
day of the 13-month period ending on September 30 of the 
preceding fiscal year.” 

(2) SPECIAL RULE FOR APPLICATIONS RECEIVED IN FISCAL 
YEAR 1997.—In the case of an application for a change in 
geographic classification under such section for fiscal year 1999, 
the Secretary of Health and Human Services shall shorten 
the deadlines under such section so as to permit completion 
of a final decision by the Secretary by June 15, 1998. 

(d) PHYSICIAN FEE SCHEDULE.—Section 1848(b)(1) (42 U.S.C. 
1395w-—4(b)(1)) is amended by striking “Before January 1 of each 
year beginning with 1992” and inserting “Before November 1 of 
the preceding year, for each year beginning with 1998”. 
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Subtitle H—Medicaid 


CHAPTER 1—MANAGED CARE 


SEC. 4701. STATE OPTION OF USING MANAGED CARE; CHANGE IN 
TERMINOLOGY. 


(a) USE OF MANAGED CARE GENERALLY.—Title XIX is amended 
by redesignating section 1932 as section 1933 and by inserting 42 USC 1396v. 
after section 1931 the following new section: 


“PROVISIONS RELATING TO MANAGED CARE 42 USC 1396u-2 


“SEC. 1932. (a) STATE OPTION TO USE MANAGED CARE.— 
“(1) USE OF MEDICAID MANAGED CARE ORGANIZATIONS AND 
PRIMARY CARE CASE MANAGERS.— 

“(A) IN GENERAL.—Subject to the succeeding provisions 
of this section, and notwithstanding paragraph (1), (10)\B), 
or (23\A) of section 1902(a), a State— 

“(i) may require an individual who is eligible for 
medical assistance under the State plan under this 
title to enroll with a managed care entity as a condition 
of receiving such assistance (and, with respect to assist- 
ance furnished by or under arrangements with such 
entity, to receive such assistance through the entity), 
if— 

“(1) the entity and the contract with the State 
meet the applicable requirements of this section 
and section 1903(m) or section 1905(t), and 

“II) the requirements described in the 
ne paragraphs of this subsection are met; 
an 
“(ii) may restrict the number of provider agree- 

ments with managed care entities under the State 

plan if such restriction does not substantially impair 
access to services. 

“(B) DEFINITION OF MANAGED CARE ENTITY.—In this 
section, the term ‘managed care entity’ means— 

“(i) a medicaid managed care organization, as 
defined in section 1903(m)(1A), that provides or 
arranges for services for enrollees under a contract 
pursuant to section 1903(m); and 

“(ii) a primary care case manager, as defined in 
section 1905(t)(2). 

“(2) SPECIAL RULES.— 

“(A) EXEMPTION OF CERTAIN CHILDREN WITH SPECIAL 
NEEDS.—A State may not require under paragraph (1) the 
enrollment in a managed care entity of an individual under 
19 years of age who— 

“(i) is eligible for supplemental security income 
under title XVI; 

“(ii) is described in section 501(a)(1)(D); 

“(iii) is described in section 1902(e)(3); 

“(iv) is receiving foster care or adoption assistance 
under part E of title IV; or 

“(v) is in foster care or otherwise in an out-of- 
home placement. 


9-194 O - 97 - 17: QL3 Part! 








111 STAT. 490 


PUBLIC LAW 105-33—AUG. 5, 1997 


“(B) EXEMPTION OF MEDICARE BENEFICIARIES.—A State 
may not require under paragraph (1) the enrollment in 
a managed care entity of an individual who is a qualified 
medicare beneficiary (as defined in section 1905(pX1)) or 
an individual otherwise eligible for benefits under title 
XVIII. 

“(C) INDIAN ENROLLMENT.—A State may not require 
under paragraph (1) the enrollment in a managed care 
entity of an individual who is an Indian (as defined in 
section 4(c) of the Indian Health Care Improvement Act 
of 1976 (25 U.S.C. 1603(c)) unless the entity is one of 
the following (and only if such entity is participating under 
the plan): 

“(i) The Indian Health Service. 

“(ii) An Indian health program operated by an 
Indian tribe or tribal organization pursuant to a con- 
tract, grant, cooperative agreement, or compact with 
the Indian Health Service pursuant to the Indian Self- 
Determination Act (25 U.S.C. 450 et seq.). 

“(iii) An urban Indian health program operated 
by an urban Indian organization pursuant to a grant 
or contract with the Indian Health Service pursuant 
to title V of the Indian Health Care Improvement 
Act (25 U.S.C. 1601 et seq.). 

“(3) CHOICE OF COVERAGE.— 

“(A) IN GENERAL.—A State must permit an individual 
to choose a managed care entity from not less than two 
such entities that meet the applicable requirements of this 
section, and of section 1903(m) or section 1905(t). 

“(B) STATE OPTION.—At the option of the State, a State 
shall be considered to meet the requirements of subpara- 
graph (A) in the case of an individual residing in a rural 
area, if the State requires the individual to enroll with 
a managed care entity if such entity— 

“(i) permits the individual to receive such assist- 
ance through not less than two physicians or case 
managers (to the extent that at least two physicians 
or case managers are available to provide such assist- 
ance in the area), and 

(ii) permits the individual to obtain such assistance 
from any other provider in appropriate circumstances 
(as established by the State under regulations of the 
Secretary). 

“(C) TREATMENT OF CERTAIN COUNTY-OPERATED HEALTH 
INSURING ORGANIZATIONS.—A State shall be considered to 
meet the requirement of subparagraph (A) if— 

“(i) the managed care entity in which the individ- 
ual is enrolled is a health-insuring organization 
which— 

“(I) first became operational prior to January 

1, 1986, or 

“(II) is described in section 9517(c\3) of the 

Omnibus Budget Reconciliation Act of 1985 (as 

added by section 4734(2) of the Omnibus Budget 

Reconciliation Act of 1990), and 

“(ii) the individual is given a choice between at 
least two providers within such entity. 
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“(4) PROCESS FOR ENROLLMENT AND TERMINATION AND 
CHANGE OF ENROLLMENT.—As conditions under paragraph 
(1(A}— 

“(A) IN GENERAL.—The State, enrollment broker (if 
any), and managed care entity shall permit an individual 
eligible for medical assistance under the State plan under 
this title who is enrolled with the entity under this title 
to terminate (or change) such enrollment— 

“(i) for cause at any time (consistent with section 
1903(m)\(2\A\vi)), and 

“(ii) without cause— 

“(I) during the 90-day period beginning on the 
date the individual receives notice of such enroll- 
ment, and 

“(II) at least every 12 months thereafter. 

“(B) NOTICE OF TERMINATION RIGHTS.—The State shall 
provide for notice to each such individual of the opportunity 
to terminate (or change) enrollment under such conditions. 
Such notice shall be provided at least 60 days before each 
annual enrollment opportunity described in subparagraph 
(AXii XID. 

‘“(C) ENROLLMENT PRIORITIES.—In carrying out para- 
graph (1)A), the State shall establish a method for 
establishing enrollment priorities in the case of a managed 
care entity that does not have sufficient capacity to enroll 
all such individuals seeking enrollment under which 
individuals already enrolled with the entity are given prior- 
ity in continuing enrollment with the entity. 

“(D) DEFAULT ENROLLMENT PROCESS.—In carrying out 
paragraph (1)(A), the State shall establish a default enroll- 
ment process— 

“(i) under which any such individual who does 
not enroll with a managed care entity during the 
enrollment period specified by the State shall be 
enrolled by the State with such an entity which has 
not been found to be out of substantial compliance 
with the applicable requirements of this section and 
of section 1903(m) or section 1905(t); and 

“(ii) that takes into consideration— 

“(I) maintaining existing provider-individual 
relationships or relationships with providers that 
have traditionally served beneficiaries under this 
title; and 

“(II) if maintaining such provider relationships 
is not possible, the equitable distribution of such 
individuals among qualified managed care entities 
available to enroll such individuals, consistent with 
the enrollment capacities of the entities.” 

“(5) PROVISION OF INFORMATION.— 

“(A) INFORMATION IN EASILY UNDERSTOOD FORM.—Each 
State, enrollment broker, or managed care entity shall 
provide all enrollment notices and informational and 
instructional materials relating to such an entity under 
this title in a manner and form which may be easily under- 
stood by enrollees and potential enrollees of the entity 
who are eligible for medical assistance under the State 
plan under this title. 
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“(B) INFORMATION TO ENROLLEES AND POTENTIAL 
ENROLLEES.—Each managed care entity that is a medicaid 
managed care organization shall, upon request, make avail- 
able to enrollees and potential enrollees in the organiza- 
tion’s service area information concerning the following: 

“(i) PROVIDERS.—The identity, locations, qualifica- 
tions, and availability of health care providers that 
participate with the organization. 

“(ii) ENROLLEE RIGHTS AND RESPONSIBILITIES.—The 
rights and responsibilities of enrollees. 

“(iii) GRIEVANCE AND APPEAL PROCEDURES.—The 
procedures available to an enrollee and a health care 
provider to challenge or appeal the failure of the 
organization to cover a service. 

“(iv) INFORMATION ON COVERED ITEMS AND SERV- 
ICES.—All items and services that are available to 
enrollees under the contract between the State and 
the organization that are covered either directly or 
rele 4 a method of referral and prior authorization. 
Each managed care entity that is a primary care case 
manager shall, upon request, make available to enroll- 
ees and potential enrollees in the organization’s service 
area the information described in clause (iii). 

“(C) COMPARATIVE INFORMATION.—A_ State that 
requires individuals to enroll with managed care entities 
under paragraph (1)(A) shall annually (and upon request) 
provide, analy or through the managed care entity, to 
such individuals a list identifying the managed care entities 
that are (or will be) ontale and information (presented 
in a comparative, chart-like form) relating to the following 
for each such entity offered: 

“(i) BENEFITS AND COST-SHARING.—The benefits 
covered and cost-sharing imposed by the entity. 

“(ii) SERVICE AREA.—The service area of the entity. 

“(ili) QUALITY AND PERFORMANCE.—To the extent 
available, quality and performance indicators for the 
benefits under the entity. 

“(D) INFORMATION ON BENEFITS NOT COVERED UNDER 
MANAGED CARE ARRANGEMENT.—A State, directly or 
through managed care entities, shall, on or before an 
individual enrolls with such an entity under this title, 
inform the enrollee in a written and prominent manner 
of any benefits to which the enrollee may be entitled to 
under this title but which are not made available to the 
enrollee through the entity. Such information shall include 
information on where and how such enrollees may access 
benefits not made available to the enrollee through the 
entity.”. 


(b) CHANGE IN TERMINOLOGY.— 


(1) IN GENERAL.—Section 1903(m)\1XA) (42 U.S.C. 


1396b(m)) is amended— 


(A) by striking “The term” and all that follows through 
“and—” and inserting “The term ‘medicaid managed care 
organization’ means a health maintenance organization, 
an eligible organization with a contract under section 1876 
or a Medicare+Choice organization with a contract under 
part C of title XVIII, a provider sponsored organization, 
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or any other public or private organization, which meets 

the requirement of section 1902(w) and—”; and 

(B) by adding after and below clause (ii) the following: 

“An organization that is a qualified health maintenance organiza- 
tion (as defined in section 1310(d) of the Public Health Service 
Act) is deemed to meet the requirements of clauses (i) and (ii).”. 
(2) CONFORMING CHANGES IN TERMINOLOGY.—(A) Each of the 
following provisions is amended by striking “health mainte- 
nance organization” and inserting “medicaid managed care 
organization”: 

(i) Section 1902(a)(23) (42 U.S.C. 1396a(a)(23)). 

(ii) Section 1902(a\(57) (42 U.S.C. 1396a(a)(57)). 

(iii) Section 1902(p\(2) (42 U.S.C. 1396a(p\2)). 

(iv) Section 1902(wX2XE) (42 U.S.C. 1396a(w)(2\E)). 

(v) Section 1903(k) (42 U.S.C. 1396b(k)). 

(vi) In section 1903(m)(1)B). 

(vii) In subparagraphs (Ai) and (H\i) of section 
1903(m)(2) (42 U.S.C. 1396b(m)(2)). 

(viii) Section 1903(m)(4)(A) (42 U.S.C. 1396b(m)(4)\(A)), 
the first place it appears. 

(ix) Section 1925(bX4\XD\iv) (42 U.S.C. 1396r- 
6(b)(4\D)\iv)). 

(x) Section 1927(jX1) (42 U.S.C. 1396r—-8(jX1)) is 
amended by striking “***Health Maintenance Organiza- 
tions, including those organizations” and inserting “health 
maintenance organizations, including medicaid managed 
care organizations”. 

(B) Section 1903(m\2\XH) (42 U.S.C. 1396b(m)(2\H)) is 
amended, in the matter following clause (iii), by striking “health 
maintenance”. 

(C) Clause (viii) of section 1903(w)(7A) (42 U.S.C. 
1396b(w)(7)(A)) is amended to read as follows: 

“(viii) Services of a medicaid managed care 

organization with a contract under section 1903(m).”. 
(D) Section 1925(b\4\D\iv) (42 U.S.C. 1396r—6(b)4)(D)(iv)) 

is amended— 

(i) in the heading, by striking “HMO” and inserting 
“MEDICAID MANAGED CARE ORGANIZATION”; and 

(ii) by inserting “and the applicable requirements of 
section 1932” before the period at the end. 

(c) COMPLIANCE OF CONTRACT WITH NEW REQUIREMENTS.— 
Section 1903(m)2\A) (42 U.S.C. 1396b(m)(2XA)) is amended— 

(1) by striking “and” at the end of clause (x), 

(2) by ee the period at the end of clause (xi) and 
inserting “; and”; 

(3) by fr c at the end the following: 

“(xi) such contract, and the entity complies with the 
applicable requirements of section 1932.” 

(d) CONFORMING AMENDMENTS TO FREEDOM-OF-CHOICE AND 
TERMINATION OF ENROLLMENT REQUIREMENTS.— 

(1) Section 1902(a\(23) (42 U.S.C. 1396a(aX(23)), as amend- 
ed by section 4724(d), is amended by striking “and in section 
1915” and inserting “, in section 1915, and in section 1932(a)”. 

(2) Section 1903(m)(2) (42 U.S.C. 1396b(m)\(2)) is amend- 
ed— 

(A) in paragraph (A)(vi}— 
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(i) by striking “except as provided under subpara- 
graph (F),”, 

(ii) by striking “without cause” and all that follows 
through “for such termination” and inserting “in 
accordance with section 1932(a\(4);”, 

(iii) by inserting “in accordance with such section” 
after “provides for notification”; and 
(B) by striking subparagraph (F). 


SEC. 4702. PRIMARY CARE CASE MANAGEMENT SERVICES AS STATE 
OPTION WITHOUT NEED FOR WAIVER. 


(a) IN GENERAL.—Section 1905 (42 U.S.C. 1396d) is amended— 
(1) in subsection (a)}— 
(A) by striking “and” at the end of paragraph (24); 
(B) by redesignating paragraph (25) as paragraph (26) 
and by striking the period at the end of such paragraph 
and inserting a comma; and 
(C) by inserting after paragraph (24) the following 
new paragraph: 
“(25) primary care case management services (as defined 
in subsection (t)); and”; and 
(2) by adding at the end the following new subsection: 
“(t1) The term ‘primary care case management services’ means 
case-management related services (including locating, coordinating, 
and monitoring of health care services) provided by a primary 
care case manager under a primary care case management contract. 

“(2) The term ‘primary care case manager’ means any of the 
following that provides services of the type described in paragraph 
(1) under a contract referred to in such paragraph: 

“(A) A physician, a physician group practice, or an entity 
employing or having ther arrangements with physicians to 
provide such services. 

“(B) At State option— 

“(i) a nurse practitioner (as described in section 
1905(aX(21)); 
“(ii) a certified nurse-midwife (as defined in section 

186 l(gg)); or 

“Qii) a physician assistant (as defined in section 

186 l(aaX5)). 

“(3) The term ‘primary care case management contract’ means 
a contract between a primary care case manager and a State 
under which the manager undertakes to locate, coordinate, and 
monitor covered primary care (and such other covered services 
as may be specified under the contract) to all individuals enrolled 
with the manager, and which— 

“(A) provides for reasonable and adequate hours of oper- 
ation, including 24-hour availability of information, referral, 
and treatment with res to medical emergencies; 

“(B) restricts enrollment to individuals residing sufficientl 
near a service delivery site of the manager to be able to rea 
that site within a reasonable time using available and afford- 
able modes of transportation; 

“(C) provides for arrangements with, or referrals to, suffi- 
cient numbers of physicians and other appropriate health care 

rofessionals to ensure that services under the contract can 
furnished to enrollees promptly and without compromise 
to quality of care; 
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“(D) prohibits discrimination on the basis of health status 
or requirements for health care services in enrollment, 
disenrollment, or reenrollment of individuals eligible for medi- 
cal assistance under this title; 

“(E) provides for a right for an enrollee to terminate enroll- 
ment in accordance with section 1932(a)(4); and 

“(F) complies with the other applicable provisions of section 
1932. 

“(4) For purposes of this subsection, the term ‘primary care’ 
includes all health care services customarily provided in accordance 
with State licensure and certification laws and regulations, and 
all laboratory services customarily provided by or through, a general 
practitioner, family medicine physician, internal medicine physician, 
obstetrician/gynecologist, or pediatrician.”. 

(b) CONFORMING AMENDMENTS.— 

(1) APPLICATION OF REENROLLMENT PROVISIONS TO PCCMS.— 
Section 1903(m)(2)(H) (42 U.S.C. 1396b(m)(2)(H)) is amended— 

(A) in clause (i), by inserting before the comma the 
following: “or with a primary care case manager with a 
contract described in section 1905(t)(3)”; and 

(B) by inserting before the period at the end the follow- 
ing: “or with the manager described in such clause if the 
manager continues to have a contract described in section 

1905(t)(3) with the State”. 

(2) CONFORMING CROSS-REFERENCE.—Section 1902(j) (42 
U.S.C. 1396a(j)) is amended by striking “paragraphs (1) through 
(25)” and inserting “a numbered paragraph of”. 


SEC. 4703. ELIMINATION OF 75:25 RESTRICTION ON RISK CONTRACTS. 


(a) IN  GENERAL.—Section 1903(m\(2)(A) (42 U.S.C. 
1396b(m)(2)(A)) is amended by striking clause (ii). 
(b) CONFORMING AMENDMENTS.— 
(1) Section 1903(m)(2) (42 U.S.C. 1396b(m)\(2)) is amend- 
ed— 
(A) by striking subparagraphs (C), (D), and (E); and 
(B) in subparagraph (G), by striking “clauses (i) and 
(ii)” and inserting “clause (i)”. 
(2) Section 1925(b\4)(D\iv) (42 U.S.C. 1396r—6(b\ 4 D\iv)) 
is amended by striking “less than 50 percent” and all that 
follows up to the period at the end. 


SEC. 4704. INCREASED BENEFICIARY PROTECTIONS. 


(a) IN GENERAL.—Section 1932, as added by section 4701(a), 
is amended by adding at the end the following: 
“(b) BENEFICIARY PROTECTIONS.— 

“(1) SPECIFICATION OF BENEFITS.—Each contract with a 
managed care entity under section 1903(m) or under section 
1905(t3) shall specify the benefits the provision (or arrange- 
ment) for which the entity is responsible. 

“(2) ASSURING COVERAGE TO EMERGENCY SERVICES.— 

“(A) IN GENERAL.—Each contract with a medicaid man- 
aged care organization under section 1903(m) and each 
contract with a primary care case manager under section 
1905(t)(3) shall require the organization or manager— 

“(i) to provide coverage for emergency services (as 
defined in subparagraph (B)) without regard to prior 
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authorization or the emergency care provider's contrac- 

tual relationship with the organization or manager, 

and 

“(ii) to comply with guidelines established under 
section 1852(d)(2) (respecting coordination of post-sta- 
bilization care) in the same manner as such guidelines 
apply to Medicare+Choice plans offered under part C 
of title XVIII. 

Applicability The requirement under clause (ii) shall first apply 30 days 
after the date of promulgation of the guidelines referred 
to in such clause. 

“(B) EMERGENCY SERVICES DEFINED.—In subparagraph 
(Ai), the term ‘emergency services’ means, with respect 
to an individual enrolled with an organization, covered 
inpatient and outpatient services that— 

‘(i) are furnished by a provider that is qualified 
to furnish such services under this title, and 

“(ii) are needed to evaluate or stabilize an emer- 
gency medical condition (as defined in subparagraph 
(C)). 

“(C) EMERGENCY MEDICAL CONDITION DEFINED.—In 
subparagraph (B ii), the term ‘emergency medical condi- 
tion’ means a medical condition manifesting itself by acute 
symptoms of sufficient severity (including severe pain) such 
that a prudent layperson, who possesses an average knowl- 
edge of health and medicine, could reasonably expect the 
absence of immediate medical attention to result in— 

“(i) placing the health of the individual (or, with 
respect to a pregnant woman, the health of the woman 
or her unborn child) in serious jeopardy, 

“(ii) serious impairment to bodily functions, or 

“(iii) serious dysfunction of any bodily organ or 
part. 

“(3) PROTECTION OF ENROLLEE-PROVIDER COMMUNICA- 
TIONS.— 

“(A) IN GENERAL.—Subject to subparagraphs (B) and 
(C), under a contract under section 1903(m) a medicaid 
managed care organization (in relation to an individual 
enrolled under the contract) shall not prohibit or otherwise 
restrict a covered health care professional (as defined in 
subparagraph (D)) from advising such an individual who 
is a patient of the professional about the health status 
of the individual or medical care or treatment for the 
individual’s condition or disease, regardless of whether 
benefits for such care or treatment are provided under 
the contract, if the professional is acting within the lawful 
scope of practice. 

“(B) CONSTRUCTION.—Subparagraph (A) shall not be 
construed as ~——— a medicaid managed care organiza- 
tion to provide, reimburse for, or provide coverage of, a 
counseling or referral service if the organization— 

“(i) objects to the provision of such service on moral 
or religious grounds; and 

“(i) in the manner and through the written 
instrumentalities such organization deems appropriate, 
makes available information on its policies regarding 
such service to prospective enrollees before or during 
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enrollment and to enrollees within 90 days after the 

date that the organization adopts a change in policy 

regarding such a counseling or referral service. 

Nothing in this subparagraph shall be construed to affect 

disclosure requirements under State law or under the 

Employee Retirement Income Security Act of 1974. 

“(C) HEALTH CARE PROFESSIONAL DEFINED.—For pur- 
poses of this paragraph, the term ‘health care professional’ 
means a physician (as defined in section 1861(r)) or other 
health care professional if coverage for the professional’s 
services is provided under the contract referred to in 
subparagraph (A) for the services of the professional. Such 
term includes a podiatrist, optometrist, chiropractor, 
psychologist, dentist, physician assistant, physical or 
occupational therapist and therapy assistant, speech-lan- 
guage pathologist, audiologist, registered or licensed prac- 
tical nurse (including nurse practitioner, clinical nurse 
specialist, certified registered nurse anesthetist, and cer- 
tified nurse-midwife), licensed certified social worker, reg- 
istered respiratory therapist, and certified respiratory ther- 
apy technician. 

“(4) GRIEVANCE PROCEDURES.—Each medicaid managed 
care organization shall establish an internal grievance proce- 
dure under which an enrollee who is eligible for medical assist- 
ance under the State plan under this title, or a provider on 
behalf of such an enrollee, may challenge the denial of coverage 
of or payment for such assistance. 

“(5) DEMONSTRATION OF ADEQUATE CAPACITY AND SERV- 
ICES.—Each medicaid managed care organization shall provide 
the State and the Secretary with adequate assurances (in a 
time and manner determined by the Secretary) that the 
organization, with respect to a service area, has the capacity 
to serve the expected enrollment in such service area, including 
assurances that the organization— 

“(A) offers an appropriate range of services and access 
to preventive and primary care services for the population 
expected to be enrolled in such service area, and 

“(B) maintains a_ sufficient number, mix, and 
geographic distribution of providers of services. 

“(6) PROTECTING ENROLLEES AGAINST LIABILITY FOR PAY- 
MENT.—Each medicaid managed care organization shall provide 
that an individual eligible for medical assistance under the 
State plan under this title who is enrolled with the organization 
may not be held liable— 

“(A) for the debts of the organization, in the event 
of the organization’s insolvency, . 

“(B) for services provided to the individual— 

“(i) in the event of the organization failing to 
receive payment from the State for such services; or 
“(ii) in the event of a health care provider with 

a contractual, referral, or other arrangement with the 

organization failing to receive payment from the State 

or the organization for such services, or 

“(C) for payments to a provider that furnishes covered 
services under a contractual, referral, or other arrangement 
with the organization in excess of the amount that would 
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42 USC 1396u-2 


be owed by the individual if the organization had directly 

provided the services. 

“(7) ANTIDISCRIMINATION.—A medicaid managed care 
organization shall not discriminate with respect to participa- 
tion, reimbursement, or indemnification as to any provider 
who is acting within the scope of the provider’s license or 
certification under applicable State law, solely on the basis 
of such license or certification. This paragraph shall not be 
construed to prohibit an organization from including providers 
only to the extent necessary to meet the needs of the organiza- 
tion’s enrollees or from establishing any measure designed to 
maintain quality and control costs consistent with the respon- 
sibilities of the organization. 

“(8) COMPLIANCE WITH CERTAIN MATERNITY AND MENTAL 
HEALTH REQUIREMENTS.—Each medicaid managed care 
organization shall comply with the requirements of subpart 
2 of part A of title XXVII of the Public Health Service Act 
insofar as such requirements apply and are effective with 
respect to a health insurance issuer that offers group health 
insurance coverage.”. 

(b) PROTECTION OF ENROLLEES AGAINST BALANCE BILLING 
THROUGH SUBCONTRACTORS.—Section 1128B(d1) (42 U.S.C. 
1320a—7b(d\(1)) is amended by inserting “(or, in the case of services 
provided to an individual enrolled with a medicaid managed care 
organization under title XIX under a contract under section 1903(m) 
or under a contractual, referral, or other arrangement under such 
contract, at a rate in excess of the rate permitted under such 
contract)” before the comma at the end. 


SEC. 4705. QUALITY ASSURANCE STANDARDS. 


(a) IN GENERAL.—Section 1932 is further amended by adding 
at the end the following: 
“(c) QUALITY ASSURANCE STANDARDS.— 
“(1) QUALITY ASSESSMENT AND IMPROVEMENT STRATEGY.— 
“(A) IN GENERAL.—If a State provides for contracts 
with medicaid managed care organizations under section 
1903(m), the State shall develop and implement a quality 
assessment and improvement strategy consistent with this 
paragraph. Such strategy shall include the following: 

“(i) ACCESS STANDARDS.—Standards for access to 
care so that covered services are available within 
reasonable timeframes and in a manner that ensures 
continuity of care and adequate primary care and 
specialized services capacity. 

“(ii) OTHER MEASURES.—Examination of other 
aspects of care and service directly related to the 
improvement of quality of care (including grievance 
procedures and marketing and information standards). 

“(iili) MONITORING PROCEDURES.—Procedures for 
monitoring and evaluating the quality and appropriate- 
ness of care and services to enrollees that reflect the 
full spectrum of populations enrolled under the con- 
tract and that includes requirements for provision of 
quality assurance data to the State using the data 
and information set that the Secretary has specified 
for use under part C of title XVIII or such alternative 
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data as the Secretary approves, in consultation with 

the State. 

“(iv) PERIODIC REVIEW.—Regular, periodic 
examinations of the scope and content of the strategy. 
“(B) STANDARDS.—The strategy developed under 

subparagraph (A) shall be consistent with standards that 

the Secretary first establishes within 1 year after the date 

of the enactment of this section. Such standards shall not 

preempt any State standards that are more stringent than 

such standards. Guidelines relating to quality assurance Applicability. 
that are applied under section 1915(b)(1) shall apply under 

this subsection until the effective date of standards for 

quality assurance established under this subparagraph. 

“(C) MONITORING.—The Secretary shall monitor the 
development and implementation of strategies under 
subparagraph (A). 

“(D) CONSULTATION.—The Secretary shall conduct 
activities under subparagraphs (B) and (C) in consultation 
with the States. 

“(2) EXTERNAL INDEPENDENT REVIEW OF MANAGED CARE 
ACTIVITIES.— 

“(A) REVIEW OF CONTRACTS.— 

“(i) IN GENERAL.—Each contract under section 
1903(m) with a medicaid managed care organization 
shall provide for an annual (as appropriate) external 
independent review conducted by a qualified independ- 
ent entity of the quality outcomes and timeliness of, 
and access to, the items and services for which the 
organization is responsible under the contract. The 
requirement for such a review shall not apply until 
after the date that the Secretary establishes the identi- 
fication method described in clause (ii). 

“(ii) QUALIFICATIONS OF REVIEWER.—The Sec- 
retary, in consultation with the States, shall establish 
a method for the identification of entities that are 
qualified to conduct reviews under clause (i). 

“Gii) USE OF PROTOCOLS.—The Secretary, in 
coordination with the National Governors’ Association, 
shall contract with an independent quality review 
organization (such as the National Committee for Qual- 
ity Assurance) to develop the protocols to be used in 
external independent reviews conducted under this 
paragraph on and after January 1, 1999. 

“(iv) AVAILABILITY OF RESULTS.—The results of 
each external independent review conducted under this 
subparagraph shall be available to participating health 
care providers, enrollees, and potential enrollees of 
the organization, except that the results may not be 
made available in a manner that discloses the identity 
of any individual patient. 

“(B) NONDUPLICATION OF ACCREDITATION.—A State 
may provide that, in the case of a medicaid managed care 
organization that is accredited by a private independent 
entity (such as those described in section 1852(e\4)) or 
that has an external review conducted under section 
1852(e\(3), the external review activities conducted under 
subparagraph (A) with respect to the organization shall 








111 STAT. 500 


PUBLIC LAW 105-33—AUG. 5, 1997 


not be duplicative of review activities conducted as part 
of the accreditation process or the external review con- 
ducted under such section. 

“(C) DEEMED COMPLIANCE FOR MEDICARE MANAGED 
CARE ORGANIZATIONS.—At the option of a State, the require- 
ments of subparagraph (A) shall not apply with respect 
to a medicaid managed care organization it the organization 
is an eligible organization with a contract in effect under 
section 1876 or a Medicare+Choice organization with a 
contract in effect under C of title XVIII and the organiza- 
tion has had a contract in effect under section 1903(m) 
at least during the previous 2-year period. 


(b) INCREASED FFP FoR EXTERNAL QUALITY REVIEW ORGANIZA- 
TIONS.—Section 1903(aX3\C) (42 U.S.C. 1396b(aX3XC)) is amend- 


ed— 


42 USC 1396u-2 
note 


(1) by inserting “(i)” after “(C)”, and 
(2) by adding at the end the following new clause: 

“(ii) 75 percent of the sums expended with respect 
to costs incurred during such quarter (as found necessary 
by the Secretary for the proper and efficient administration 
of the State plan) as are attributable to the performance 
of independent external reviews conducted under section 
1932(cX2); and”. 


(c) STUDIES AND REPORTS.— 


(1) GAO STUDY AND REPORT ON QUALITY ASSURANCE AND 


ACCREDITATION STANDARDS.— 


(A) Stupy.—The Comptroller General of the United 
States shall conduct a study and analysis of the quality 
assurance programs and accreditation standards scotieanio 
to managed care entities operating in the private sector, 
or to such entities that operate under contracts under 
the medicare program under title XVIII of the Social Secu- 
rity Act (42 U.S.C. 1395 et seq.). Such study shall deter- 
mine— 

(i) if such programs and standards include consid- 
eration of the accessibility and quality of the health 
care items and services delivered under such contracts 
to low-income individuals; and 

(ii) the appropriateness of applying such programs 
and standards to medicaid managed care organizations 
under section 1932(c) of such Act. 

(B) REPporRT.—The Comptroller General shall submit 
a report to the Committee on Commerce of the House 
of Representatives and the Committee on Finance of the 
Senate on the study conducted under subparagraph (A). 
(2) STUDY AND REPORT ON SERVICES PROVIDED TO INDIVID- 


UALS WITH SPECIAL HEALTH CARE NEEDS.— 


(A) Srupy.—The Secretary of Health and Human Serv- 
ices, in consultation with States, managed care organiza- 
tions, the National Academy of State Health Policy, rep- 
resentatives of beneficiaries with special health care needs, 
experts in specialized health care, and others, shall conduct 
a study concerning safeguards (if any) that may be needed 
to ensure that the health care needs of individuals with 
special health care needs and chronic conditions who are 
enrolled with medicaid managed care organizations are 
adequately met. 








PUBLIC LAW 105-33—AUG. 5, 1997 111 STAT. 501 


(B) REPORT.—Not later than 2 years after the date 
of the enactment of this Act, the Secretary shall submit 
to Committees described in paragraph (1B) a report on 
such study. 


SEC. 4706. SOLVENCY STANDARDS. 


Section 1903(m)(1) (42 U.S.C. 1396b(m)(1)) is amended— 

(1) in subparagraph (A\ii), by inserting “, meets the 
requirements of subparagraph (C)i) (if applicable),” after 
“provision is satisfactory to the State”, and 

(2) by adding at the end the following: 

“(CXi) Subject to clause (ii), a provision meets the requirements 
of this subparagraph for an organization if the organization meets 
solvency standards established by the State for private health 
maintenance organizations or is licensed or certified by the State 
as a risk-bearing entity. 

“(ii) Clause (i) shall not apply to an organization if— 

“(I) the organization is not responsible for the provision 
(directly or through arrangements with providers of services) 
of inpatient hospital services and physicians’ services; 

“(ID) the organization is a public entity; 

“(III) the solvency of the organization is guaranteed by 
the State; or 

“(IV) the organization is (or is controlled by) one or more 
Federally-qualified health centers and meets solvency stand- 
ards established by the State for such an organization. 

For purposes of subclause (IV), the term ‘control’ means the posses- 
sion, whether direct or indirect, of the power to direct or cause 
the direction of the management and policies of the organization 
through membership, board representation, or an ownership 
interest equal to or greater than 50.1 percent.”. 


SEC. 4707. PROTECTIONS AGAINST FRAUD AND ABUSE. 42 USC 1396u-2. 


(a) IN GENERAL.—Section 1932 (42 U.S.C. 1396v) is further 
amended by adding at the end the following: 
“(d) PROTECTIONS AGAINST FRAUD AND ABUSE.— 
“(1) PROHIBITING AFFILIATIONS WITH INDIVIDUALS DEBARRED 
BY FEDERAL AGENCIES.— 
“(A) IN GENERAL.—A managed care entity may not 
knowingly— 

“(i) have a person described in subparagraph (C) 
as a director, officer, partner, or person with beneficial 
ownership of more than 5 percent of the entity’s equity, 
or 

“(ii) have an employment, consulting, or other 
agreement with a person described in such subpara- 
graph for the provision of items and services that are 
significant and material to the entity’s .obligations 
under its contract with the State. 

“(B) EFFECT OF NONCOMPLIANCE.—If a State finds that 
a managed care entity is not in compliance with clause 
(i) or (ii) of subparagraph (A), the State— 

“(i) shall notify the Secretary of such noncompli- 
ance; 

“(ii) may continue an existing agreement with the 
entity unless the Secretary (in consultation with the 
Inspector General of the Department of Health and 
Human Services) directs otherwise; and 
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“(iii) may not renew or otherwise extend the dura- 
tion of an existing agreement with the entity unless 
the Secretary (in consultation with the Inspector Gen- 
eral of the Department of Health and Human Services) 
provides to the State and to Congress a written state- 
ment describing compelling reasons that exist for 
renewing or extending the agreement. 

“(C) PERSONS DESCRIBED.—A person is described in 
this subparagraph if such person— 

“(i) is debarred, suspended, or otherwise excluded 
from participating in procurement activities under the 
Federal Acquisition Regulation or from participating 
in nonprocurement activities under regulations issued 
pursuant to Executive Order No. 12549 or under guide- 
lines implementing such order; or 

“(ii) is an affiliate (as defined in such Act) of a 
person described in clause (i). 

“(2) RESTRICTIONS ON MARKETING.— 

“(A) DISTRIBUTION OF MATERIALS.— 

“(i) IN GENERAL.—A managed care entity, with 
respect to activities under this title, may not distribute 
directly or through any agent or independent contractor 
marketing materials within any State— 

“(I) without the prior approval of the State, 
and 

“(II that contain false or materially mislead- 
ing information. 

The requirement of subclause (I) shall not apply with 

respect to a State until such date as the Secretary 

specifies in consultation with such State. 

“(ii) CONSULTATION IN REVIEW OF MARKET MATE- 
RIALS.—In the process of reviewing and approving such 
materials, the State shall provide for consultation with 
a medical care advisory committee. 

“(B) SERVICE MARKET.—A managed care entity shall 
distribute marketing materials to the entire service area 
of such entity covered under the contract under section 
1903(m) or section 1903(t\3). 

“(C) PROHIBITION OF TIE-INS.—A managed care entity, 
or any agency of such entity, may not seek to influence 
an individual’s enrollment with the entity in conjunction 
with the sale of any other insurance. 

“(D) PROHIBITING MARKETING FRAUD.—Each managed 
care entity shall comply with such procedures and condi- 
tions as the Secretary prescribes in order to ensure that, 
before an individual is enrolled with the entity, the individ- 
ual is provided accurate oral and written information suffi- 
= make an informed decision whether or not to 
enroll. 

“(E) PROHIBITION OF ‘COLD-CALL’ MARKETING.—Each 
managed care entity shall not, directly or indirectly, con- 
duct door-to-door, telephonic, or other ‘cold-call’ marketing 
of enrollment under this title. 

“(3) STATE CONFLICT-OF-INTEREST SAFEGUARDS IN MEDICAID 


RISK CONTRACTING.—A medicaid managed care organization 
may not enter into a contract with any State under section 





PUBLIC LAW 105-33—AUG. 5, 1997 111 STAT. 503 


1903(m) unless the State has in effect conflict-of-interest safe- 
guards with respect to officers and employees of the State 
with responsibilities relating to contracts with such organiza- 
tions or to the default enrollment process described in sub- 
section (aX4\C\ii) that are at least as effective as the Federal 
safeguards provided under section 27 of the Office of Federal 
Procurement Policy Act (41 U.S.C. 423), against conflicts of 
interest that apply with respect to Federal procurement officials 
with comparable responsibilities with respect to such contracts. 
“(4) USE OF UNIQUE PHYSICIAN IDENTIFIER FOR PARTICIPAT- 
ING PHYSICIANS.—Each medicaid managed care organization 
shall require each physician providing services to enrollees 
eligible for medical assistance under the State plan under this 
title to have a unique identifier in accordance with the system 
established under section 1173(b). 
“(e) SANCTIONS FOR NONCOMPLIANCE.— 
“(1) USE OF INTERMEDIATE SANCTIONS BY THE STATE TO 
ENFORCE REQUIREMENTS.— 
“(A) IN GENERAL.—A State may not enter into or renew 
a contract under section 1903(m) unless the State has 
established intermediate sanctions, which may include any 
of the types described in paragraph (2), other than the 
termination of a contract with a medicaid managed care 
organization, which the State may impose against a medic- 
aid managed care organization with such a contract, if 
the organization— 

“(i) fails substantially to provide medically nec- 
essary items and services that are required (under 
law or under such organization’s contract with the 
State) to be provided to an enrollee covered under 
the contract; 

“(ii) imposes premiums or charges on enrollees 
in excess of the premiums or charges permitted under 
this title; 

“(iii) acts to discriminate among enrollees on the 
basis of their health status or requirements for health 
care services, including expulsion or refusal to reenroll 
an individual, except as permitted by this title, or 
engaging in any practice that would reasonably be 
expected to have the effect of denying or discouraging 
enrollment with the organization by eligible individuals 
whose medical condition or history indicates a need 
for substantial future medical services; 

“(iv) misrepresents or falsifies information that is 
furnished— 

“(I) to the Secretary or the State, under this 
title; or 

“(II) to an enrollee, potential enrollee, or a 
health care provider under such title; or 

“(v) fails to comply with the applicable require- 
ments of section 1903(m)(2\A)(x). 

The State may also impose such intermediate sanction 
against a managed care entity if the State determines 
that the entity distributed directly or through any agent 
or independent contractor marketing materials in violation 
of subsection (d)(2A)(iXID). 
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“(B) RULE OF CONSTRUCTION.—Clause (i) of subpara- 
graph (A) shall not apply to the provision of abortion serv- 
ices, except that a State may impose a sanction on any 
medicaid managed care organization that has a contract 
to provide abortion services if the organization does not 
provide such services as provided for under the contract. 
“(2) INTERMEDIATE SANCTIONS.—The sanctions described in 


this paragraph are as follows: 


“(A) Civil money penalties as follows: 

“(i) Except as provided in clause (ii), (iii), or (iv), 
not more than $25,000 for each determination under 
paragraph (1)(A). 

“(ii) With respect to a determination under clause 
(iii) or (ivXI) of paragraph (1A), not more than 
$100,000 for each such determination. 

“(iii) With respect to a determination under para- 
graph (1)(A\ii), double the excess amount charged in 
violation of such subsection (and the excess amount 
charged shall be deducted from the penalty and 
returned to the individual concerned). 

“(iv) Subject to clause (ii), with respect to a deter- 
mination under paragraph (1)A iii), $15,000 for each 
individual not enrolled as a result of a practice 
described in such subsection. 

“(B) The appointment of temporary management— 

“(i) to oversee the operation of the medicaid man- 
aged care organization upon a finding by the State 
that there is continued egregious behavior by the 
organization or there is a substantial risk to the health 
of enrollees; or 

“(ii) to assure the health of the organization’s 
enrollees, if there is a need for temporary management 
while— 

“(I) there is an orderly termination or reorga- 
nization of the organization; or 
“(II) improvements are made to remedy the 

violations found under paragraph (1), 
except that temporary management under this 
subparagraph may not be terminated until the State 
has determined that the medicaid managed care 
organization has the capability to ensure that the viola- 
tions shall not recur. 

“(C) Permitting individuals enrolled with the managed 
care entity to terminate enrollment without cause, and 
notifying such individuals of such right to terminate enroll- 
ment. 

“(D) Suspension or default of all enrollment of individ- 
uals under this title after the date the Secretary or the 
State notifies the entity of a determination of a violation 
of any requirement of section 1903(m) or this section. 

“(E) Suspension of payment to the entity under this 
title for individuals enrolled after the date the Secretary 
or State notifies the entity of such a determination and 
until the Secretary or State is satisfied that the basis 
for such determination has been corrected and is not likely 
to recur. 
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“(3) TREATMENT OF CHRONIC SUBSTANDARD ENTITIES.—In 
the case of a medicaid managed care organization which has 
repeatedly failed to meet the requirements of section 1903(m) 
and this section, the State shall (regardless of what other 
sanctions are provided) impose the sanctions described in sub- 
paragraphs (B) and (C) of paragraph (2). 

“(4) AUTHORITY TO TERMINATE CONTRACT.— 

“(A) IN GENERAL.—In the case of a managed care entity 
which has failed to meet the requirements of this part 
or a contract under section 1903(m) or 1905(t)\(3), the State 
shall have the authority to terminate such contract with 
the entity and to enroll such entity’s enrollees with other 
managed care entities (or to permit such enrollees to receive 
medical assistance under the State plan under this title 
other than through a managed care entity). 

“(B) AVAILABILITY OF HEARING PRIOR TO TERMINATION 
OF CONTRACT.—A State may not terminate a contract with 
a managed care entity under subparagraph (A) unless the 
entity is provided with a hearing prior to the termination. 

“(C) NOTICE AND RIGHT TO DISENROLL IN CASES OF 
TERMINATION HEARING.—A State may— 

“(i) notify individuals enrolled with a managed 
care entity which is the subject of a hearing to termi- 
nate the entity’s contract with the State of the hearing, 
and 

“(ii) in the case of such an entity, permit such 
enrollees to disenroll immediately with the entity with- 
out cause. 

“(5) OTHER PROTECTIONS FOR MANAGED CARE ENTITIES 
AGAINST SANCTIONS IMPOSED BY STATE.—Before imposing any 
sanction against a managed care entity other than termination 
of the entity’s contract, the State shall provide the entity with 
notice and such other due process protections as the State 
may provide, except that a State may not provide a managed 
care entity with a pre-termination hearing before imposing 
the sanction described in paragraph (2)B).”. 

(b) LIMITATION ON AVAILABILITY OF FFP FOR USE OF ENROLL- 
MENT BROKERS.—Section 1903(b) (42 U.S.C. 1396b(b)) is amended 
by adding at the end the following: 

“(4) Amounts expended by a State for the use an enrollment 
broker in marketing medicaid managed care organizations and other 
managed care entities to eligible individuals under this title shall 
be considered, for purposes of subsection (a)(7), to be necessary 
for the proper and efficient administration of the State plan but 
only if the following conditions are met with respect to the broker: 

“(A) The broker is independent of any such entity and 
of any health care providers (whether or not any such provider 
participates in the State plan under this title) that provide 
coverage of services in the same State in which the broker 
is conducting enrollment activities. 

“(B) No person who is an owner, employee, consultant, 
or has a contract with the broker either has any direct or 
indirect financial interest with such an entity or health care 
provider or has been excluded from participation in the program 
under this title or title XVIII or debarred by any Federal 
agency, or subject to a civil money penalty under this Act.”. 
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42 USC 1396b 
note. 


(c) APPLICATION OF DISCLOSURE REQUIREMENTS TO MANAGED 
CARE ENTITIES.—Section 1124(aX2XA) (42 U.S.C. 1320a—3(a)2\A)) 
is amended by inserting “a managed care entity, as defined in 
section 1932(a)(1\B),” after “renal disease facility,”. 


SEC. 4708. IMPROVED ADMINISTRATION. 


(a) CHANGE IN THRESHOLD AMOUNT FOR CONTRACTS REQUIRING 
SECRETARY'S PRIOR APPROVAL.—Section 1903(m\2\AM)iii) (42 
U.S.C. 1396b(m\2\AXiii)) is amended by striking “$100,000” and 
inserting “$1,000,000 for 1998 and, for a subsequent year, the 
amount established under this clause for the previous year 
increased by the percentage increase in the consumer price index 
for all urban consumers over the previous year”. 

(b) PERMITTING SAME COPAYMENTS IN HEALTH MAINTENANCE 
ORGANIZATIONS AS IN FEE-FOR-SERVICE.—Section 1916 (42 U.S.C. 
13960) is amended— 

(1) in subsection (aX2\D), by striking “or services fur- 
nished” and all that follows through “enrolled”: and 

(2) in subsection (bX2\D), by striking “or (at the option” 
and all that follows through “enrolled,”. 

(c) ASSURING TIMELINESS OF PROVIDER PAYMENTS.—Section 
1932 is further amended by adding at the end the following: 

“(f) TIMELINESS OF PAYMENT.—A contract under section 1903(m) 
with a medicaid managed care organization shall provide that the 
organization shall make payment to health care providers for items 
and services which are subject to the contract and that are furnished 
to individuals eligible for medical assistance under the State plan 
under this title who are enrolled with the organization on a timely 
basis consistent with the claims payment procedures described in 
section 1902(a\37)A), unless the health care provider and the 
organization agree to an alternate payment schedule.”. 

(d) CLARIFICATION OF APPLICATION OF FFP DENIAL RULES TO 
PAYMENTS MADE PURSUANT TO MANAGED CARE ENTITIES.—Section 
1903(i) (42 U.S.C. 1396b(i)) is amended by adding at the end the 
following new sentence: “Paragraphs (1), (2), (16), (17), and (18) 
shall apply with respect to items or services furnished and amounts 
expended by or through a managed care entity (as defined in 
section 1932(a\1)(B)) in the same manner as such paragraphs apply 
: — or services furnished and amounts expended directly by 
the State.”. 


SEC. 4709. 6-MONTH GUARANTEED ELIGIBILITY FOR ALL INDIVIDUALS 
ENROLLED IN MANAGED CARE. 


Section 1902(e\(2) (42 U.S.C. 1396a(e\2)) is amended— 

(1) by striking “who is enrolled” and all that follows through 
“section 1903(m)2\A)” and inserting “who is enrolled with 
a medicaid managed care organization (as defined in section 
1903(m)(1A)), with a primary care case manager (as defined 
in section 1905(t)),”; ona 

(2) by inserting before the period “or by or through the 
case manager”. 


SEC. 4710. EFFECTIVE DATES. 


(a) GENERAL EFFECTIVE DATE.—Except as otherwise provided 
in this chapter and section 4759, the amendments made by this 
chapter shall take effect on the date of the enactment of this 
Act and shall apply to contracts entered into or renewed on or 
after October 1, 1997. 


PUBLIC LAW 105-33—AUG. 5, 1997 111 STAT. 507 


(b) SPECIFIC EFFECTIVE DATES.—Subject to subsection (c) and 
section 4759— 

(1) PCCM option.—The amendments made by section 4702 
shall apply to primary care case management services furnished 
on or after October 1, 1997. 

(2) 75:25 RULE.—The amendments made by section 4703 
apply to contracts under section 1903(m) of the Social Security 
Act (42 U.S.C. 1396b(m)) on and after June 20, 1997. 

(3) QUALITY STANDARDS.—Section 1932(c\1) of the Social 
Security Act, as added by section 4705(a), shall take effect 
on January 1, 1999. 

(4) SOLVENCY STANDARDS.— 

(A) IN GENERAL.—The amendments made by section 
4706 shall apply to contracts entered into or renewed on 
or after October 1, 1998. 

(B) TRANSITION RULE.—In the case of an organization 
that as of the date of the enactment of this Act has entered 
into a contract under section 1903(m) of the Social Security 
Act with a State for the provision of medical assistance 
under title XIX of such Act under which the organization 
assumes full financial risk and is receiving capitation pay- 
ments, the amendment made by section 4706 shall not 
apply to such organization until 3 years after the date 
of the enactment of this Act. 

(5) SANCTIONS FOR NONCOMPLIANCE.—Section 1932(e) of 
the Social Security Act, as added by section 4707(a), shall 
apply to contracts entered into or renewed on or after April 
1, 1998. 

(6) LIMITATION ON FFP FOR ENROLLMENT BROKERS.—The 
amendment made by section 4707(b) shall apply to amounts 
expended on or after October 1, 1997. 

(7) 6-MONTH GUARANTEED ELIGIBILITY.—The amendments 
made by section 4709 shall take effect on October 1, 1997. 
(c) NONAPPLICATION TO WAIVERS.—Nothing in this chapter (or 

the amendments made by this chapter) shall be construed as affect- 
ing the terms and conditions of any waiver, or the authority of 
the Secretary of Health and Human Services with respect to any 
such waiver, under section 1115 or 1915 of the Social Security 
Act (42 U.S.C. 1315, 1396n). 


CHAPTER 2—FLEXIBILITY IN PAYMENT OF PROVIDERS 


SEC. 4711. FLEXIBILITY IN PAYMENT METHODS FOR HOSPITAL, NURS- 
ING FACILITY, ICF/MR, AND HOME HEALTH SERVICES. 


(a) REPEAL OF BOREN REQUIREMENTS.—Section 1902(a)(13) (42 
U.S.C. 1396a(aX13)) is amended— 
(1) by striking all that precedes subparagraph (D) and 
inserting the following: 
“(13) provide— 

“(A) for a public process for determination of rates 
of payment under the plan for hospital services, nursing 
facility services, and services of intermediate care facilities 
for the mentally retarded under which— 

“(i) proposed rates, the methodologies underlying 
the cctahitalnanh of such rates, and justifications for 
the proposed rates are published, 
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“(ii) providers, beneficiaries and their representa- 
tives, and other concerned State residents are given 
a reasonable opportunity for review and comment on 
the proposed rates, methodologies, and justifications, 

“(iii) final rates, the methodologies underlying the 
establishment of such rates, and justifications for such 
final rates are published, and 

“(iv) in the case of hospitals, such rates take into 
account (in a manner consistent with section 1923) 
the situation of hospitals which serve a disproportion- 
ate number of low-income patients with special needs;”; 

(2) by redesignating subparagraphs (D) and (E) as subpara- 
graphs (B) and (C), respectively; 

(3) in subparagraph (B), as so redesignated, by adding 
“and” at the end; 

(4) in subparagraph (C), as so redesignated, by striking 
“and” at the end; and 

(5) by striking subparagraph (F). 

(b) StuDy AND REPoRT.— 

(1) Strupy.—The Secretary of Health and Human Services 
shall study the effect on access to, and the quality of, services 
provided to beneficiaries of the rate-setting methods used by 
States pursuant to section 1902(a\13)A) of the Social Security 
Act (42 U.S.C. 1396a(a\X13)(A)), as amended by subsection (a). 

(2) REPORT.—Not later than 4 years after the date of the 
enactment of this Act, the Secretary of Health and Human 
Services shall submit a report to the appropriate committees 
of Congress on the conclusions of the study conducted under 
paragraph (1), together with any recommendations for legisla- 
tion as a result of such conclusions. 

(c) CONFORMING AMENDMENTS.— 

(1) Section 1905(03) (42 U.S.C. 1396d(0)(3)) is amended 
by striking “amount described in section 1902(a)(13)D)” and 
inserting “amount determined in section 1902(a\13)(B)”. 

(2) Section 1923 (42 U.S.C. 1396r—4) is amended, in sub- 
sections (a1) and (e(1), by striking “1902(a)(13)(A)” each place 
it appears and inserting “1902(aX13)A\Xiv)”. 

(d) EFFECTIVE DATE.—This section shall take effect on the 
date of the enactment of this Act and the amendments made by 
subsections (a) and (c) shall apply to payment for items and services 
furnished on or after October 1, 1997. 


SEC. 4712. PAYMENT FOR CENTER AND CLINIC SERVICES. 


(a) PHASE-OUT OF PAYMENT BASED ON REASONABLE COSTS.— 
Section 1902(a)13\C) (42 U.S.C. 1396a(aX13\(C)), as redesignated 
by section 4711(aX2), is amended by inserting “(or 95 percent for 
services furnished during fiscal year 2000, 90 percent for services 
furnished during fiscal year 2001, 85 percent for services furnished 
during fiscal year 2002, or 70 percent for services furnished during 
fiscal year 2003)” after “100 percent”. 

(b) TRANSITIONAL SUPPLEMENTAL PAYMENT FOR SERVICES FUR- 
NISHED UNDER CERTAIN MANAGED CARE CONTRACTS.— 

(1) IN GENERAL.—Section 1902(aX13XC) (42 U.S.C. 
1396a(a)(13\(C)), as so redesignated, is further amended— 
(A) by inserting “(i)” after “(C)”, and 
(B) by inserting before the semicolon at the end the 
following: “and (ii) in carrying out clause (i) in the case 
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of services furnished by a Federally-qualified health center 

or a rural health clinic pursuant to a contract between 

the center and an organization under section 1903(m), for 

payment to the center or clinic at least quarterly by the 

State of a supplemental payment equal to the amount 

(if any) by which the amount determined under clause 

(i) exceeds the amount of the payments provided under 

such contract”. 

(2) CONFORMING AMENDMENT TO MANAGED CARE CONTRACT 
REQUIREMENT.—Clause (ix) of section 1903(m)(2)A) (42 U.S.C. 
1396b(m)(2)(A)) is amended to read as follows: 

“(ix) such contract provides, in the case of an entity that 
has entered into a contract for the provision of services with 
a Federally-qualified health center or a rural health clinic, 
that the entity shall provide payment that is not less than 
the level and amount of payment which the entity would make 
for the services if the services were furnished by a provider 
which is not a Federally-qualified health center or a rural 
health clinic;”. 

(3) EFFECTIVE DATE.—The amendments made by this sub- 42 USC 1396a 
section shall apply to services furnished on or after October note. 
1, 1997. 

(c) END OF TRANSITIONAL PAYMENT RULES.—Effective for serv- 
ices furnished on or after October 1, 2003— 

(1) subparagraph (C) of section 1902(aX13) (42 U.S.C. 
1396a(a)(13)), as so redesignated, is repealed, and 

(2) clause (ix) of section 1903(m\(2\XA) (42 U.S.C. 
1396b(m)(2)(A)) is repealed. 

(d) FLEXIBILITY IN COVERAGE OF NON-FREESTANDING LOOK- 
ALIKES.— 

(1) IN GENERAL.—Section 1905(1(2\ByXiii) (42 U.S.C. 
1396d(1(2)B\iii)) is amended by inserting “including require- 
ments of the Secretary that an entity may not be owned, 
controlled, or operated by another entity,” after “such a grant,”. 

(2) EFFECTIVE DATE.—The amendment made by paragraph 42 USC 1396a 
(1) shall apply to services furnished on or after the date of note. 
the enactment of this Act. 


SEC. 4713. ELIMINATION OF OBSTETRICAL AND PEDIATRIC PAYMENT 
RATE REQUIREMENTS. 


(a) IN GENERAL.—Section 1926 (42 U.S.C. 1396r-—7) is repealed. 
(b) EFFECTIVE DATE.—The repeal made by subsection (a) shall 42 USC 1396r-7 
apply to services furnished on or after October 1, 1997. note. 


SEC. 4714. MEDICAID PAYMENT RATES FOR CERTAIN MEDICARE COST- 
SHARING. 


(a) CLARIFICATION REGARDING STATE LIABILITY FOR MEDICARE 

Cost-SHARING.— 
(1) IN GENERAL.—Section 1902(n) (42 U.S.C. 1396a(n)) is 
amended— 
(A) by inserting “(1)” after “(n)”, and 
(B) by adding at the end the following: 

“(2) In carrying out paragraph (1), a State is not required 
to provide any payment for any expenses incurred relating to pay- 
ment for isco, coinsurance, or copayments for medicare cost- 
sharing to the extent that payment under title XVIII for the service 
would exceed the payment amount that otherwise would be made 
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Applicability 
42 USC 1396a 
note. 


under the State plan under this title for such service if provided 
to an eligible recipient other than a medicare beneficiary. 

“(3) In the case in which a State’s payment for medicare cost- 
sharing for a qualified medicare beneficiary with respect to an 
item or service is reduced or eliminated through the application 
of paragraph (2)— 

“(A) for purposes of applying any limitation under title 
XVIII on the amount that the beneficiary may be billed or 
charged for the service, the amount of payment made under 
title XVIII plus the amount of payment (if any) under the 
State plan shall be considered to be payment in full for the 
service; 

“(B) the beneficiary shall not have any legal liability to 
make payment to a provider or to an organization described 
in section 1903(m)(1)(A) for the service; and 

“(C) any lawful sanction that may be imposed upon a 
provider or such an organization for excess charges under this 
title or tithe XVIII shall apply to the imposition of any charge 
imposed upon the individual in such case. 

This paragraph shall not be construed as preventing payment of 
any medicare cost-sharing by a medicare supplemental policy or 
an employer retiree health plan on behalf of an individual.”. 

(2) CONFORMING CLARIFICATION.—Section 1905(p)\3) (42 
U.S.C. 1396d(pX3)) is amended by inserting “(subject to section 
1902(n\(2))” shor “means”. 

(b) LIMITATION ON MEDICARE PROVIDERS.— 

(1) PROVIDER AGREEMENTS.—Section 1866(a)(1A) (42 
U.S.C. 1395cce(a\1)(A)) is amended— 

(A) by inserting “(i)” after “(A)”, and 
(B) by inserting before the comma at the end the 
following: “, and (ii) not to impose any charge that is 

prohibited under section 1902(n)(3)”. 

(2) NONPARTICIPATING PROVIDERS.—Section 1848(g)(3)(A) 
(42 U.S.C. 1395w-4(gX3\A)) is amended by inserting before 
the period at the end the following: “and the provisions of 
section 1902(n)\(3A) apply to further limit permissible charges 
under this section”. 

(c) EFFECTIVE DATE.—The amendments made by this section 
shall apply to payment for (and with respect to provider agreements 
with respect to) items and services furnished on or after the date 
of the enactment of this Act. The amendments made by subsection 
(a) shall also apply to payment by a State for items and services 
furnished before such date if such payment is the subject of a 
law suit that is based on the provisions of sections 1902(n) and 
1905(p) of the Social Security Act and that is pending as of, or 
is initiated after, the date of the enactment of this Act. 


SEC. 4715. TREATMENT OF VETERANS’ PENSIONS UNDER MEDICAID. 


(a) Post-ELIGIBILITY TREATMENT.—Section 1902(r)(1) (42 U.S.C. 
1396a(r)(1)) is amended— 
(1) by inserting “(A)” after “(r)(1)”, 
(2) by inserting “, the treatment described in subparagraph 
(B) shall apply,” after “under such a waiver”; 
(3) by striking “and,” and inserting “, and”; and 
(4) by adding at the end the following: 
“(B\i) In the case of a veteran who does not have a spouse 
or a child, if the veteran— 
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“(I) receives, after the veteran has been determined to 
be eligible for medical assistance under the State plan under 
= title, a veteran’s pension in excess of $90 per month, 
an 

“II) resides in a State veterans home with respect to 
which the Secretary of Veterans Affairs makes per diem pay- 
ments for nursing home care pursuant to section 1741(a) of 
title 38, United States Code, 

any such pension payment, including any payment made due to 
the need for aid and attendance, or for unreimbursed medical 
expenses, that is in excess of $90 per month shall be counted 
as income only for the purpose of applying such excess payment 
to the State veterans home's cost of providing nursing home care 
to the veteran. 
“(ii) The provisions of clause (i) shall apply with respect to Applicability. 

a surviving spouse of a veteran who does not have a child in 
the same manner as they apply to a veteran described in such 


clause.”. 
(b) EFFECTIVE DATE.—The amendments made by this section 42 USC 1396a 
shall apply on and after October 1, 1997. note. 


CHAPTER 3—FEDERAL PAYMENTS TO STATES 


SEC. 4721. REFORMING DISPROPORTIONATE SHARE PAYMENTS UNDER 
STATE MEDICAID PROGRAMS. 


(a) ADJUSTMENT OF STATE DSH ALLOTMENTS.— 

(1) IN GENERAL.—Section 1923(f) (42 U.S.C. 1396r—4(f)) 
is amended to read as follows: 

“(f) LIMITATION ON FEDERAL FINANCIAL PARTICIPATION.— 

“(1) IN GENERAL.—Payment under section 1903(a) shall 
not be made to a State with respect to any payment adjustment 
made under this section for hospitals in a State for quarters 
in a fiscal year in excess of the disproportionate share hospital 
(in this subsection referred to as ‘DSH’) allotment for the State 
for the fiscal year, as specified in paragraphs (2) and (3). 

“(2) STATE DSH ALLOTMENTS FOR FISCAL YEARS 1998 
THROUGH 2002.—The DSH allotment for a State for each fiscal 
year during the period beginning with fiscal year 1998 and 
ending with fiscal year 2002 is determined in accordance with 
the following table: 







DSH Allotment (in millions of dollars) 
State or District 


Alabama 
Alaska 
Arizona 
Arkansas 
California 
Colorado 
Connecticut 
Delaware 

District of Colum- 
bia 

Florida 

Georgia 

Hawaii 

Idaho 

Illinois 
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DSH Allotment (in millions of dollars) 


State or District 








FY 98 FY 99 FY 00 FY 01 FY 02 
Indiana 201 197 191 181 171 
lowa 8 8 8 8 8 
Kansas 51 49 42 36 33 
Kentucky 137 134 130 123 116 
Louisiana 880 795 713 658 631 
Maine 103 99 84 4 84 
Maryland 72 70 68 64 61 
Massachusetts 288 282 273 259 244 
Michigan 249 244 237 224 212 
Minnesota 16 16 16 16 16 
Mississippi 143 141 136 129 122 
Missouri 436 423 379 379 379 
Montana 0.2 0.2 0.2 0.2 0.2 
Nebraska 5 5 5 5 5 
Nevada 37 37 37 37 37 
New Hampshire 140 136 130 130 130 
New Jersey 600 582 515 515 515 
New Mexico 5 5 5 5 5 
New York 1,512 1,482 1,436 1,361 1,285 
North Carolina 278 272 264 250 236 
North Dakota 1 1 1 1 1 
Ohio 382 374 363 344 325 
Oklahoma 16 16 16 i6 16 
Oregon 20 20 20 20 20 
Pennsylvania 529 518 502 476 449 
Rhode Island 62 60 58 55 52 
South Carolina 313 303 262 262 262 
South Dakota 1 1 1 1 1 
Tennessee 0 0 0 0 0 
Texas 979 950 806 765 765 
Utah 3 3 3 3 3 
Vermont 18 18 18 18 18 
Virginia 70 68 66 63 59 
Washington 174 171 166 157 148 
West Virginia 64 63 61 58 54 
Wisconsin 7 7 7 7 7 
Wyoming 0 0 0 0 0. 


“(3) STATE DSH ALLOTMENTS FOR FISCAL YEAR 2003 AND 
THEREAFTER.— 

“(A) IN GENERAL.—The DSH allotment for any State 
for fiscal year 2003 and each succeeding fiscal year is 
equal to the DSH allotment for the State for the preceding 
fiscal year under paragraph (2) or this paragraph, 
increased, subject to subparagraph (B), by the percentage 
change in the consumer price index for all urban consumers 
(all items; U.S. city average), for the previous fiscal year. 

“(B) LIMITATION.—The DSH allotment for a State shall 
not be increased under subparagraph (A) for a fiscal year 
to the extent that such an increase would result in the 
DSH allotment for the year exceeding the greater of— 

“(i) the DSH allotment for the previous year, or 
“(ii) 12 percent of the total amount of expenditures 
under the State plan for medical assistance during 

the fiscal year. 
“(4) DEFINITION OF STATE.— In this subsection, the term 
‘State’ means the 50 States and the District of Columbia.”. 
(2) EFFECTIVE DATE.—The amendment made by paragraph 
(1) shall apply to payment adjustments attributable to DSH 
allotments for fiscal years beginning with fiscal year 1998. 





PUBLIC LAW 105-—33—AUG. 5, 1997 111 STAT. 513 


(b) LIMITATION ON PAYMENTS TO INSTITUTIONS FOR MENTAL 
DISEASES.—Section 1923 of the Social Security Act (42 U.S.C. 
1396r—4) is amended by adding at the end the following: 

“(h) LIMITATION ON CERTAIN STATE DSH EXPENDITURES.— 

“(1) IN GENERAL.—Payment under section 1903(a) shall 
not be made to a State with respect to any a adjustments 
made under this section for quarters in a fiscal year (beginning 
with fiscal year 1998) to institutions for mental diseases or 
other mental health facilities, to the extent the aggregate of 
such adjustments in the fiscal year exceeds the lesser of the 
following: 

“(A) 1995 IMD DSH PAYMENT ADJUSTMENTS.—The total 
State DSH expenditures that are attributable to fiscal year 
1995 for payments to institutions for mental diseases and 
other mental health facilities (based on reporting data 
specified by the State on HCFA Form 64 as mental health 
DSH, and as approved by the Secretary). 

“(B) APPLICABLE PERCENTAGE OF 1995 TOTAL DSH PAY- 
MENT ALLOTMENT.—The amount of such payment adjust- 
ments which are equal to the applicable percentage of 
the Federal share of payment adjustments made to hos- 
pitals in the State under subsection (c) that are attributable 
to the 1995 DSH allotment for the State for payments 
to institutions for mental diseases and other mental health 
facilities (based on reporting data specified by the State 
on HCFA Form 64 as mental health DSH, and as approved 
by the Secretary). 

“(2) APPLICABLE PERCENTAGE.— 

“(A) IN GENERAL.—For purposes of paragraph (1), the 
applicable Sa with respect to— 

“(i) each of fiscal years 1998, 1999, and 2000, is 

the percentage determined under subparagraph (B); 

or 

“(ii) a succeeding fiscal year is the lesser of the 
percentage determined under subparagraph (B) or the 
following percentage: 
“(I) For fiscal year 2001, 50 percent. 
“(II For fiscal year 2002, 40 percent. 
“(III) For each succeeding fiscal year, 33 per- 
cent. 

“(B) 1995 PERCENTAGE.—The percentage determined 
under this subparagraph is the ratio (determined as a 
percentage) of— 

“(i) the Federal share of payment adjustments 

made to hospitals in the State under subsection (c) 

that are attributable to the 1995 DSH allotment for 

the State (as reported by the State not later than 

January 1, 1997, on HCFA Form 64, and as approved 

by the Secretary) for payments to institutions for men- 

tal diseases and other mental health facilities, to 
“(ii) the State 1995 DSH spending amount. 

“(C) STATE 1995 DSH SPENDING AMOUNT.—For purposes 
of subparagraph (B)(ii), the ‘State 1995 DSH spending 
amount’, with respect to a State, is the Federal medical 
assistance percentage (for fiscal year 1995) of the payment 
adjustments made under subsection (c) under the State 
plan that are attributable to the fiscal year 1995 DSH 








111 STAT. 514 PUBLIC LAW 105-33—AUG. 5, 1997 


allotment for the State (as reported by the State not later 

than January 1, 1997, on HCFA Form 64, and as approved 

by the Secretary).”. 

(c) DESCRIPTION OF TARGETING PAYMENTS.—Section 1923(a)(2) 
(42 U.S.C. 1396r—4(aX2)) is amended by adding at the end the 
following: 

“(D) A State plan under this title shall not be considered 
to meet the requirements of section 1902(aX13\AXiv) (insofar 
as it requires payments to hospitals to take into account the 
situation of hospitals that serve a disproportionate number 
of low-income patients with special needs), as of October 1, 
1998, unless the State has submitted to the Secretary by such 
date a description of the methodology used by the State to 
identify and to make payments to disproportionate share hos- 
pitals, including children’s hospitals, on the basis of the propor- 
tion of low-income and medicaid patients served by such ol 

Reports. pitals. The State shall provide an annual report to the Secretary 
describing the disproportionate share payments to each such 
disproportionate share hospital.”. 

(d) DIRECT PAYMENT BY STATE FOR MANAGED CARE ENROLL- 
EES.—Section 1923 (42 U.S.C. 1396r—4) is amended by adding at 
the end the following: 

“(i) REQUIREMENT FOR DIRECT PAYMENT.— 

“(1) IN GENERAL.—No payment may be made under section 
1903(aX1) with respect to a payment adjustment made under 
this section, for services furnished by a hospital on or after 
October 1, 1997, with respect to individuals eligible for medical 
assistance under the State plan who are enrolled with a man- 
aged care entity (as defined in section 1932(aX1)(B)) or under 
any other managed care arrangement unless a payment, equal 
to the amount of the payment adjustment— 

“(A) is made directly to the hospital by the State; 
and 

“(B) is not used to determine the amount of a prepaid 
capitation payment under the State plan to the entity 
or arrangement with respect to such individuals. 

“(2) EXCEPTION FOR CURRENT ARRANGEMENTS.—Paragraph 
(1) shall not apply to a payment adjustment provided pursuant 
to a payment arrangement in effect on July 1, 1997.”. 


Effective date. (e) TRANSITION RULE.—Effective July 1, 1997, section 
Colifervia. 1923(g)(2A) of the Social Security Act (42 U.S.C. 1396r—4(gX2A)) 
a 1396r-4 shall be applied to the State of California as though— 


(1) “(or that begins on or after July 1, 1997, and before 
July 1, 1999)” were inserted in such section after “January 
1, 1995,”; and 

(2) “(or 175 percent in the case of a State fiscal year 
that begins on or after July 1, 1997, and before July 1, 1999)” 
were inserted in such section after “200 percent”. 


SEC. 4722. TREATMENT OF STATE TAXES IMPOSED ON CERTAIN HOS- 
PITALS. 


(a) EXCEPTION FROM Tax DOES Not DISQUALIFY AS BROAD- 
BASED TAX.—Section 1903(w\3) (42 U.S.C. 1396b(w)(3)) is amend- 
ed— 


(1) in subparagraph (B), by striking “and (E)” and inserting 
“(E), and (F)”; and 
(2) by adding at the end the following: 
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“(F) In no case shall a tax not qualify as a broad-based health 
care related tax under this paragraph because it does not apply 
to a hospital that is described in section 501(cX3) of the Internal 
Revenue Code of 1986 and exempt from taxation under section 
501(a) of such Code and that does not accept payment under the 
State plan under this title or under title XVIII.”. 

(b) REDUCTION IN FEDERAL FINANCIAL PARTICIPATION IN CASE 
OF IMPOSITION OF TAx.—Section 1903(b) (42 U.S.C. 1396b(b)), as 
amended by section 4707(b), is amended by adding at the end 
the following: 

“(5) Notwithstanding the preceding provisions of this section, 
the amount determined under subsection (a)(1) for any State shall 
be decreased in a quarter by the amount of any health care related 
taxes (described in section 1902(w\3\A)) that are imposed on a 
hospital described in subsection (w)(3)F) in that quarter.”. 

(c) WAIVER OF CERTAIN PROVIDER TAX PROVISIONS.—Notwith- 
standing any other provision of law, taxes, fees, or assessments, 
as defined in section 1903(w\3XA) of the Social Security Act (42 
U.S.C. 1396b(w)(3XA)), that were collected by the State of New 
York from a health care provider before June 1, 1997, and for 
which a waiver of the provisions of subparagraph (B) or (C) of 
section 1903(w\3) of mk Act has been applied for, or that would, 
but for this subsection require that such a waiver be applied for, 
in accordance with subparagraph (E) of such section, and, (if so 
applied for) upon oli action by the Secretary of Health and 

uman Services (including any judicial review of any such proceed- 
ing) has not been completed as of July 23, 1997, are deemed 
to be permissible health care related taxes and in compliance with 
the requirements of subparagraphs (B) and (C) of section 1903(w\3) 
of such Act. 

(d) EFFECTIVE DATE.—The amendments made by subsection 42 USC 1396b 
(a) shall apply to taxes imposed before, on, or after the date of note. 
the enactment of this Act and the amendment made by subsection 
(b) shall apply to taxes imposed on or after such date. 


SEC. 4723. ADDITIONAL FUNDING FOR STATE EMERGENCY HEALTH 8 USC 1611 note. 
SERVICES FURNISHED TO UNDOCUMENTED ALIENS. 


(a) TOTAL AMOUNT AVAILABLE FOR ALLOTMENT.—There are 
available for allotments under this section for each of the 4 consecu- 
tive fiscal years (beginning with fiscal year 1998) $25,000,000 for 
payments to certain States under this section. 

(b) STATE ALLOTMENT AMOUNT.— 

(1) IN GENERAL.—The Secretary of Health and Human 
Services shall compute an allotment for each fiscal year begin- 
ning with fiscal year 1998 and ending with fiscal year 2001 
for each of the 12 States with the highest number of undocu- 
mented aliens. The amount of such allotment for each such 
State for a fiscal year shall bear the same ratio to the total 
amount available for allotments under subsection (a) for the 
fiscal year as the ratio of the number of undocumented aliens 
in the State in the fiscal year bears to the total of such numbers 
for all such States for such fiscal year. The amount of allotment 
to a State provided under this paragraph for a fiscal year 
that is not paid out under subsection (c) shall be available 
for payment during the subsequent fiscal year. 

(2) DETERMINATION.—For purposes of paragraph (1), the 
number of undocumented aliens in a State under this section 
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shall be determined based on estimates of the resident illegal 
alien population residing in each State prepared by the Statis- 
tics Division of the Immigration and Naturalization Service 
as of October 1992 (or as of such later date if such date 
is at least 1 year before the beginning of the fiscal year 
involved). 

(c) USE OF FUNDS.—From the allotments made under subsection 
(b), the Secretary shall pay to each State amounts the State dem- 
onstrates were paid by the State (or by a political subdivision 
of the State) for emergency health services furnished to undocu- 
mented aliens. 

(d) STATE DEFINED.—For purposes of this section, the term 
“State” includes the District of Columbia. 

(e) STATE ENTITLEMENT.—This section constitutes budget 
authority in advance of appropriations Acts and represents the 
obligation of the Federal Government to provide for the payment 
to States of amounts provided under this section. 


SEC. 4724. ELIMINATION OF WASTE, FRAUD, AND ABUSE. 


(a) BAN ON SPENDING FOR NONHEALTH RELATED ITEMS.—Sec- 
tion 1903(i) (42 U.S.C. 1396b(i)) is amended— 

(1) in paragraphs (2) and (16), by striking the period at 
the end and inserting “; or”; 

(2) in paragraphs (10\B), (11), and (13), by adding “or” 
at the end; and 

(3) by inserting after paragraph (16), the following: 

“(17) with respect to any amount expended for roads, 
bridges, stadiums, or any other item or service not covered 
under a State plan under this title.”. 

(b) SURETY BOND REQUIREMENT FOR HOME HEALTH AGEN- 
CIES.— 

(1) IN GENERAL.—Section 1903(i) (42 U.S.C. 1396b(i)), as 
amended by subsection (a), is amended— 

(A) in paragraph (17), by striking the period at the 
end and inserting “; or”; and 
(B) by inserting after paragraph (17), the following: 

“(18) with respect to any amount expended for home health 
care services provided by an agency or organization unless 
the agency or organization provides the State agency on a 
continuing basis a surety bond in a form specified by the 
Secretary under paragraph (7) of section 1861(0) and in an 
amount that is not less than $50,000 or such comparable surety 
bond as the Secretary may permit under the last sentence 
of such section.”. 

(2) EFFECTIVE DATE.—The amendments made by paragraph 
(1) shall apply to home health care services furnished on or 
after January 1, 1998. 

(c) CONFLICT OF INTEREST SAFEGUARDS.— 

(1) IN GENERAL.—Section 1902(aX4\C) (42 U.S.C. 

1396a(aX4\(C)) is amended— 
(A) by striking “and (C)” and inserting “(C)”; 
(B) by striking “local officer or employee” and inserting 

“local officer, employee, or independent contractor’; 

(C) by striking “such an officer or employee” the first 

2 places it appears and inserting “such an officer, employee, 

or contractor”; and 
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(D) by inserting before the semicolon the following: 

, and (D) that each State or local officer, employee, or 
independent contractor who is responsible for selecting, 
awarding, or otherwise obtaining items and services under 
the State plan shall be subject to safeguards against con- 
flicts of interest that are at least as stringent as the safe- 
guards that apply under section 27 of the Office of Federal 
Procurement Policy Act (41 U.S.C. 423) to persons described 
in subsection (a)(2) of such section of that Act”. 

(2) EFFECTIVE DATE.—The amendments made by paragraph 42 USC 1396a 

(1) shall take effect on January 1, 1998. note. 

(d) AUTHORITY TO REFUSE TO ENTER INTO MEDICAID AGREE- 
MENTS WITH INDIVIDUALS OR ENTITIES CONVICTED OF FELONIES.— 
Section 1902(a)(23) (42 U.S.C. 1396(a)) is amended— 

(1) by striking “except as provided in subsection (g) and 
in section 1915 and except in the case of Puerto Rico, the 
Virgin Islands, and Guam,”; and 

(2) by inserting before the semicolon at the end the follow- 

ing: “, except as provided in subsection (g) and in section 

1915, except that this paragraph shall not apply in the case 

of Puerto Rico, the Virgin Islands, and Guam, and except that 

nothing in this paragraph shall be construed as requiring a 

State to provide medical assistance for such services furnished 

by a person or entity convicted of a felony under Federal 

or State law for an offense which the State agency determines 

is inconsistent with the best interests of beneficiaries under 

the State plan”. 

(e) MONITORING PAYMENTS FOR DUAL ELIGIBLES.—The Adminis- 42 USC 1396a 
trator of the Health Care Financing Administration shall develop note. 
mechanisms to improve the monitoring of, and to prevent, inappro- 
priate payments under the medicaid program under title XIX of 
the Social Security Act (42 U.S.C. 1396 et seq.) in the case of 
individuals who are dually eligible for benefits under such program 
and under the medicare program under title XVIII of such Act 
(42 U.S.C. 1395 et seq.). 

(f) BENEFICIARY AND PROGRAM PROTECTION AGAINST WASTE, 
FRAUD, AND ABUSE.—Section 1902(a) (42 U.S.C. 1396a(a)) is amend- 
ed— 


“ 


(1) by striking “and” at the end of paragraph (62); 

(2) by striking the period at the end of paragraph (63) 
and inserting “; and”; and 

(3) by inserting after paragraph (63) the following: 

“(64) provide, not later than 1 year after the date of the 
enactment of this paragraph, a mechanism to receive reports 
from beneficiaries and ee and compile data concerning 
alleged instances of waste, fraud, and abuse relating to the 
operation of this title;”. 

(g) DISCLOSURE OF INFORMATION AND SURETY BOND REQUIRE- 
MENT FOR SUPPLIERS OF DURABLE MEDICAL EQUIPMENT.— 

(1) REQUIREMENT.—Section 1902(a) (42 U.S.C. 1396a(a)), 
as amended by subsection (f), is amended— 

(A) by striking “and” at the end of paragraph (63); 

(B) by striking the period at the end of paragraph 
(64) and inserting “; and”; and 

(C) by inserting after paragraph (64) the following: 

“(65) provide that the State shall issue provider numbers 
for all suppliers of medical assistance consisting of durable 
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medical equipment, as defined in section 1861(n), and the State 
shall not issue or renew such a supplier number for any such 
supplier unless— 

“(A\(i) full and complete information as to the identity 
of each person with an ownership or control interest (as 
defined in section 1124(aX3)) in the supplier or in any 
subcontractor (as defined by the Secretary in regulations) 
in which the supplier directly or indirectly has a 5 percent 
or more ownership interest; and 

“(ii) to the extent determined to be feasible under 
regulations of the Secretary, the name of any disclosing 
entity (as defined in section 1124(a)(2)) with respect to 
which a person with such an ownership or control interest 
in the supplier is a person with such an ownership or 
control interest in the disclosing entity; and 

“(B) a surety bond in a form specified by the Secretary 
under section 1834(a)16B) and in an amount that is 
not less than $50,000 or such comparable surety bond 
as the Secretary may permit under the second sentence 
of such section.”. 

(2) EFFECTIVE DATE.—The amendments made by paragraph 
(1) shall apply to suppliers of medical assistance consisting 
of durable medical equipment furnished on or after January 
1, 1998. 


SEC. 4725. INCREASED FMAPS. 


(a) ALASKA.—Notwithstanding the first sentence of section 
1905(b) of the Social Security Act (42 U.S.C. 1396d(b)), the Federal 
medical assistance percentage determined under such sentence for 
Alaska shall be 59.8 percent but only with respect to— 

(1) items and services furnished under a State plan under 

title XIX or under a State child health plan under title XXI 

of such Act during fiscal years 1998, 1999, and 2000; 

(2) payments made on a capitation or other risk-basis under 
such titles for coverage occurring during such period; and 
(3) payments under title XIX of such Act attributable to 

DSH allotments for such State determined under section 1923(f) 

of such Act (42 U.S.C. 1396r—4(f)) for such fiscal years. 

(b) District OF COLUMBIA.— 

(1) IN GENERAL.—The first sentence of section 1905(b) (42 

U.S.C. 1396d(b)) is amended— 

(A) by striking “and (2)” and inserting “, (2)”, and 
(B) by inserting before the period at the end the follow- 
ing: “, and (3) for purposes of this title and title XXI, 
the Federal medical assistance percentage for the District 
of Columbia shall be 70 percent”. 
(2) EFFECTIVE DATE.—The amendments made by paragraph 

(1) shall apply to— 

(A) items and services furnished on or after October 
1, 1997; 

(B) payments made on a capitation or other risk-basis 
for coverage occurring on or after such date; and 

(C) payments attributable to DSH allotments for such 
States determined under section 1923(f) of such Act (42 
U.S.C. 1396r—4(f)) for fiscal years beginning with fiscal 
year 1998. 
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SEC. 4726. INCREASE IN PAYMENT LIMITATION FOR TERRITORIES. 


Section 1108 (42 U.S.C. 1308) is amended— 

(1) in subsection (f), by striking “The” and inserting “Sub- 
ject to subsection (g), the”; and 

(2) by adding at the end the following: 

“(g) MEDICAID PAYMENTS TO TERRITORIES FOR FISCAL YEAR 
1998 AND THEREAFTER.— 

“(1) FISCAL YEAR 1998.—With respect to fiscal year 1998, 
the amounts otherwise determined for Puerto Rico, the Virgin 
Islands, Guam, the Northern Mariana Islands, and American 
Samoa under subsection (f) for such fiscal year shall be 
increased by the following amounts: 

“(A) For Puerto Rico, $30,000,000. 

“(B) For the Virgin Islands, $750,000. 

“(C) For Guam, $750,000. 

“(D) For the Northern Mariana Islands, $500,000. 

“(E) For American Samoa, $500,000. 

“(2) FISCAL YEAR 1999 AND THEREAFTER.—Notwithstandin 
subsection (f), with respect to fiscal year 1999 and any fisca 
year thereafter, the total amount certified by the Secretary 
under title XIX for payment to— 

“(A) Puerto Rico shall not exceed the sum of the amount 
provided in this subsection for the preceding fiscal year 
increased by the percentage increase in the medical care 
component of the Consumer Price Index for all urban 
consumers (as published by the Bureau of Labor Statistics) 
for the 12-month period ending in March preceding the 
beginning of the fiscal year, rounded to the nearest 
$100,000; 

“(B) the Virgin Islands shall not exceed the sum of 
the amount provided in this subsection for the preceding 
fiscal year increased by the percentage increase referred 
to in subparagraph (A), rounded to the nearest $10,000; 

“(C) Guam shall not exceed the sum of the amount 
provided in this subsection for the preceding fiscal year 
increased by the percentage increase referred to in subpara- 
graph (A), rounded to the nearest $10,000; 

“(D) the Northern Mariana Islands shall not exceed 
the sum of the amount provided in this subsection for 
the preceding fiscal year increased by the percentage 
increase referred to in subparagraph (A), rounded to the 
nearest $10,000; and 

“(E) American Samoa shall not exceed the sum of the 
amount provided in this subsection for the preceding fiscal 
year increased by the percentage increase referred to in 
subparagraph (A), rounded to the nearest $10,000.”. 


CHAPTER 4—ELIGIBILITY 


SEC. 4731. STATE OPTION OF CONTINUOUS ELIGIBILITY FOR 12 
MONTHS; CLARIFICATION OF STATE OPTION TO COVER 
CHILDREN. 


(a) CONTINUOUS ELIGIBILITY OPTION.—Section 1902(e) (42 
U.S.C. 1396a(e)) is amended by adding at the end the following 
new paragraph: 

“(12) At the option of the State, the plan may provide that 
an individual who is under an age specified by the State (not 
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to exceed 19 years of age) and who is determined to be eligible 
for benefits under a State plan approved under this title under 
subsection (a)(10\A) shall remain eligible for those benefits until 
the earlier of— 
“(A) the end of a period (not to exceed 12 months) following 
the determination; or 
“(B) the time that the individual exceeds that age.”. 

(b) CLARIFICATION OF STATE OPTION To COVER ALL CHILDREN 
UNDER 19 YEARS OF AGE.—Section 1902(1X1XD) (42 U.S.C. 
1396a(1X1D)) is amended by inserting “(or, at the option of a 
State, after any earlier date)” after “children born after September 
30, 1983”. 

(c) EFFECTIVE DATE.—The amendments made by this section 
shall apply to medical assistance for items and services furnished 
on or after October 1, 1997. 


SEC. 4732. PAYMENT OF PART B PREMIUMS. 


(a) ELIGIBILITY.—Section 1902(aX10XKE) (42 U.S.C. 
1396a(a)(10)(E)) is amended— 

(1) by striking “and” at the end of clause (ii); and 
(2) by inserting after clause (iii) the following: 

“(iv) subject to sections 1933 and 1905(p)4), for making 
medical assistance available (but only for premiums pay- 
able with respect to months during the period beginning 
with January 1998, and ending with December 2002)— 

“() for medicare cost-sharing described in section 
1905(p\(3)(AXii) for individuals who would be qualified 

medicare beneficiaries described in section 1905(p\1) 

but for the fact that their income exceeds the income 

level established by the State under section 1905(p)(2) 

and is at least 120 percent, but less than 135 percent, 

of the official poverty line (referred to in such section) 
for a family of the size involved and who are not 
otherwise eligible for medical assistance under the 

State plan, and 

“II) for the portion of medicare cost-sharing 
described in section 1905(pX3MAMXii) that is attrib- 
utable to the operation of the amendments made by 

(and subsection (e\3) of) section 4611 of the Balanced 

Budget Act of 1997 for individuals who would be 

described in subclause (I) if ‘135 percent’ and ‘175 

percent’ were substituted for ‘120 percent’ and ‘135 

percent’ respectively; and”. 

(b) CONFORMING AMENDMENT.—Section 1905(b) (42 U.S.C. 
1396d(b)) is amended by striking “The term” and inserting “Subject 
to section 1933(d), the term”. 

(c) TERMS AND CONDITIONS OF COVERAGE.—Title XIX (42 U.S.C. 
1395 et seq.), as amended by section 4701(a), is amended by 
redesignating section 1933 as section 1934 and by inserting after 
section 1932 the following new section: 


“STATE COVERAGE OF MEDICARE COST-SHARING FOR ADDITIONAL 
LOW-INCOME MEDICARE BENEFICIARIES 


“SEc. 1933. (a) IN GENERAL.—A State plan under this title 
shall provide, under section 1902(aX10XEXiv) and subject to the 
succeeding provisions of this section and through a plan amend- 
ment, for medical assistance for payment of the cost of medicare 
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cost-sharing described in such section on behalf of all individuals 
described in such section (in this section referred to as ‘qualifying 
individuals’) who are selected to receive such assistance under 
subsection (b). 

“(b) SELECTION OF QUALIFYING INDIVIDUALS.—A State shall 
select qualifying individuals, and provide such individuals with 
assistance, under this section consistent with the following: 

“(1) ALL QUALIFYING INDIVIDUALS MAY APPLY.—The State 
shall permit all qualifying individuals to apply for assistance 
during a calendar year. 

“(2) SELECTION ON FIRST-COME, FIRST-SERVED BASIS.— 

“(A) IN GENERAL.—For each calendar year (beginning 
with 1998), from (and to the extent of) the amount of 
the allocation under subsection (c) for the State for the 
fiscal year ending in such calendar year, the State shall 
select qualifying individuals who apply for the assistance 
in the order in which they apply. 

“(B) CARRYOVER.—For calendar years after 1998, the 
State shall give preference to individuals who were pro- 
vided such assistance (or other assistance described in sec- 
tion 1902(aX10XE)) in the last month of the previous year 
and who continue to be (or become) qualifying individuals. 
“(3) LIMIT ON NUMBER OF INDIVIDUALS BASED ON ALLOCA- 

TION.—The State shall limit the number of qualifying individ- 
uals selected with respect to assistance in a calendar year 
so that the aggregate amount of such assistance provided to 
such individuals in such year is estimated to be equal to (but 
not exceed) the State’s allocation under subsection (c) for the 
fiscal year ending in such calendar year. 

“(4) RECEIPT OF ASSISTANCE DURING DURATION OF YEAR.— 
If a qualifying individual is selected to receive assistance under 
this section for a month in year, the individual is entitled 
to receive such assistance for the remainder of the year if 
the individual continues to be a qualifying individual. The 
fact that an individual is selected to receive assistance under 
this section at any time during a year does not entitle the 
individual to continued assistance for any succeeding year. 
“(c) ALLOCATION. — 

“(1) TOTAL ALLOCATION.—The total amount available for 
allocation under this section for— 

“(A) fiscal year 1998 is $200,000,000; 

“(B) fiscal year 1999 is $250,000,000; 

“(C) fiscal year 2000 is $300,000,000; 

“(D) fiscal year 2001 is $350,000,000; and 

“(E) fiscal year 2002 is $400,000,000. 

“(2) ALLOCATION TO STATES.—The Secretary shall provide 
for the allocation of the total amount described in paragraph 
(1) for a fiscal year, among the States that executed a plan 
amendment in accordance with subsection (a), based upon the 
Secretary's estimate of the ratio of— 

“(A) an amount equal to the sum of— 

“(i) twice the total number of individuals described 
in section 1902(a)(10)(E\iv)(I) in the State, and 

“(ii) the total number of individuals described in 
section 1902(a)(10)E\iv\II) in the State; to 

“(B) the sum of the amounts computed under subpara- 
graph (A) for all eligible States. 
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“(d) APPLICABLE FMAP.—With respect to assistance described 
in section 1902(a)(10E iv) furnished in a State for calendar quar- 
ters in a calendar year — 

“(1) to the extent that such assistance does not exceed 
the State’s allocation under subsection (c) for the fiscal year 
ending in the calendar year, the Federal medical assistance 
percentage shall be equal to 100 percent; and 

“(2) to the extent that such assistance exceeds such alloca- 
tion, the Federal medical assistance percentage is 0 percent. 
“(e) LIMITATION ON ENTITLEMENT.—Except as specifically pro- 

vided under this section, nothing in this title shall be construed 
as establishing any entitlement of individuals described in section 
1902(a\ 10 EXiv) to assistance described in such section. 

“(f) COVERAGE OF Costs THROUGH PaRT B OF THE MEDICARE 
PROGRAM.—For each fiscal year, the Secretary shall provide for 
the transfer from the Federal Supplementary Medical Insurance 
Trust Fund under section 1841 to the appropriate account in the 
Treasury that provides for payments salar section 1903(a) with 
respect to medical assistance provided under this section, of an 
amount equivalent to the total of the amount of payments made 
under such section that is attributable to this section and such 
transfer shall be treated as an expenditure from such Trust Fund 
for purposes of section 1839.”. 


SEC. 4733. STATE OPTION TO PERMIT WORKERS WITH DISABILITIES 
TO BUY INTO MEDICAID. 


Section 1902(aX10XAXMii) (42 U.S.C. 1396a(aX10XA\ii)) is 
amended— 
(1) in subclause (XI), by striking “or” at the end; 
(2) in subclause (XII), by adding “or” at the end; and 
(3) by adding at the end the following: 

“(XIII) who are in families whose income is 
less than 250 percent of the income official poverty 
line (as defined by the Office of Management and 
Budget, and revised annually in accordance with 
section 673(2) of the Omnibus Budget Reconcili- 
ation Act of 1981) applicable to a family of the 
size involved, and who but for earnings in excess 
of the limit established under section 1905(q\2\B), 
would be considered to be receiving supplemental 
security income (subject, notwithstanding section 
1916, to payment of premiums or other cost-shar- 
ing charges (set on a sliding scale based on income) 
that the State may determine);”. 


SEC. 4734. PENALTY FOR FRAUDULENT ELIGIBILITY. 


Section 1128B(a) (42 U.S.C. 1320a—7b(a)), as amended by sec- 
tion 217 of the Health Insurance Portability and Accountability 
Act of 1996 (Public Law 104-191; 110 Stat. 2008), is amended— 

(1) by striking paragraph (6) and inserting the following: 

“(6) for a fee knowingly and willfully counsels or assists 
an individual to dispose of assets (including by any transfer 
in trust) in order for the individual to become eligible for 
medical assistance under a State plan under title XIX, if dispos- 
ing of the assets results in the imposition of a period of ineli- 
gibility for such assistance under section 1917(c),”; and 

(2) in clause (ii) of the matter following such paragraph, 
by striking “failure, or conversion by any other person” and 
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inserting “failure, conversion, or provision of counsel or assist- 
ance by any other person”. 


SEC. 4735. TREATMENT OF CERTAIN SETTLEMENT PAYMENTS. 


(a) IN GENERAL.—Notwithstanding any other provision of law, 
the payments described in subsection (b) shall not be considered 
income or resources in determining eligibility for, or the amount 
of benefits under, a State plan of medical assistance approved 
under title XIX of the Social Security Act. 

(b) PAYMENTS DESCRIBED.—The payments described in this sub- 
section are— 

(1) payments made from any fund established pursuant 
to a class settlement in the case of Susan Walker v. Bayer 
Corporation, et al., 96-C—5024 (N.D. IIl.); and 

(2) payments made pursuant to a release of all claims 
in a case— 

(A) that is entered into in lieu of the class settlement 
referred to in paragraph (1); and 
(B) that is signed by all affected parties in such case 
on or before the later of— 
(i) December 31, 1997, or 
(ii) the date that is 270 days after the date on 
which such release is first sent to the persons (or 
the legal representative of such persons) to whom the 
payment is to be made. 


CHAPTER 5—BENEFITS 


SEC. 4741. ELIMINATION OF REQUIREMENT TO PAY FOR PRIVATE 
INSURANCE. 


(a) REPEAL OF STATE PLAN PROVISION.—Section 1902(a)(25) 
(42 U.S.C. 1396a(a)(25)) is amended— 
(1) by striking subparagraph (G); and 
(2) by redesignating subparagraphs (H) and (1) as subpara- 
graphs (G) and (H), respectively. 
(b) MAKING PROVISION OPTIONAL.—Section 1906 (42 U.S.C. 
1396e) is amended— 
(1) in subsection (a)}— 
(A) by striking “For purposes of section 1902(a)(25\G) 
and subject to subsection (d), each” and inserting “Each”; 
(B) in paragraph (1), by striking “shall” and inserting 
“may”; and 
(C) in paragraph (2), by striking “shall” and inserting 
“may”; and 
(2) by striking subsection (d). 
(c) EFFECTIVE DATE.—The amendments made by this section 42USC 1396a 
shall take effect on the date of the enactment of this Act. note. 


SEC. 4742. PHYSICIAN QUALIFICATION REQUIREMENTS. 


(a) IN GENERAL.—Section 1903(i) (42 U.S.C. 1396b(i)) is amend- 
ed by striking paragraph (12). 

(b) EFFECTIVE DATE.—The amendment made by subsection (a) 42 USC 1396a 
shall apply to services furnished on or after the date of the enact- note. 
ment of this Act. 
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SEC. 4743. ELIMINATION OF REQUIREMENT OF PRIOR INSTITUTIONAL- 
IZATION WITH RESPECT TO HABILITATION SERVICES 
FURNISHED UNDER A WAIVER FOR HOME OR COMMLU- 
NITY-BASED SERVICES. 


(a) IN GENERAL.—Section 1915(cX5) (42 U.S.C. 1396n(c\(5)) is 
amended, in the matter preceding subparagraph (A), by striking 
“. with respect to individuals who receive such services after dis- 
charge from a nursing facility or intermediate care facility for 
the mentally retarded”. 

(b) EFFECTIVE DATE.—The amendment made by subsection (a) 
apply to services furnished on or after Cctober 1, 1997. 

SEC. 4744. STUDY AND REPORT ON EPSDT BENEFIT. 

(a) Stuby.— 

(1) IN GENERAL.—The Secretary of Health and Human 
Services, in consultation with Governors, directors of State 
medicaid programs, the American Academy of Actuaries, and 
representatives of appropriate provider and beneficiary 
organizations, shall conduct a study of the provision of early 
and periodic screening, diagnostic, and treatment services 
under the medicaid program under title XIX of the Social 
Security Act in accordance with the requirements of section 
1905(r) of such Act (42 U.S.C. 1396d(r)). 

(2) REQUIRED CONTENTS.—The study conducted under para- 
graph (1) shall include examination of the actuarial value of 
the provision of such services under the medicaid program 
and an examination of the portions of such actuarial value 
that are attributable to paragraph (5) of section 1905(r) of 
such Act and to the second sentence of such section. 

(b) REPORT.—Not later than 12 months after the date of the 
enactment of this Act, the Secretary of Health and Human Services 
shall submit a report to Congress on the results of the study 
conducted under subsection (a). 


CHAPTER 6—ADMINISTRATION AND MISCELLANEOUS 


SEC. 4751. ELIMINATION OF DUPLICATIVE INSPECTION OF CARE 
REQUIREMENTS FOR ICFS/MR AND MENTAL HOSPITALS. 


(a) MENTAL HOSPITALS.—Section 1902(aX26) (42 U.S.C. 
1396a(a)(26)) is amended— 
(1) by striking “provide— 
“(A) with respect to each patient” and inserting “pro- 
vide, with respect to each patient”; and 
2) by striking subparagraphs (B) and (C). 
(b) ICFS/MR.—Section 1902(aX31) (42 U.S.C. 1396a(a)(31)) is 
amended— 
(1) by striking “provide— 
“(A) with respect to each patient” and inserting “pro- 
vide, with respect to each patient”; and 
(2) by striking subparagraphs (B) and (C). 
(c) EFFECTIVE DATE.—The amendments made by this section 
take effect on the date of the enactment of this Act. 


SEC. 4752. ALTERNATIVE SANCTIONS FOR NONCOMPLIANT ICFS/MR. 


(a) IN GENERAL.—Section 1902(iX1B) (42 U.S.C. 
1396a(iX1\B)) is amended by striking “provide” and inserting 
“establish alternative remedies if the State demonstrates to the 
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Secretary’s satisfaction that the alternative remedies are effective 
in deterring noncompliance and correcting deficiencies, and may 


provide”. 
(b) EFFECTIVE DATE.—The amendment made by subsection (a) 42 USC 1396a 
takes effect on the date of the enactment of this Act. note. 


SEC. 4753. MODIFICATION OF MMIS REQUIREMENTS. 


(a) IN GENERAL.—Section 1903(r) (42 U.S.C. 1396b(r)) is amend- 
ed— 

(1) by striking all that precedes paragraph (5) and inserting 
the following: 

“(r1) In order to receive payments under subsection (a) for 
use of automated data systems in administration of the State plan 
under this title, a State must have in operation mechanized claims 
processing and information retrieval systems that meet the require- 
ments of this subsection and that the Secretary has found— 

“(A) are adequate to provide efficient, economical, and effec- 
tive administration of such State plan; 
“(B) are compatible with the claims processing and informa- 

tion retrieval systems used in the administration of title XVIII, 

and for this purpose— 

“(i) have a uniform identification coding system 
for providers, other payees, and beneficiaries under 
this title or title XVIII; 

“(ii) provide liaison between States and carriers 
and intermediaries with agreements under title XVIII 
to facilitate timely exchange of appropriate data; and 

“(iii) provide for exchange of data between the 
States and the Secretary with respect to persons sanc- 
tioned under this title or title XVIII; 

“(C) are capable of providing accurate and timely data; 
“(D) are complying with the applicable provisions of part 

C of title XI; 

“(E) are designed to receive provider claims in standard 
formats to the extent specified by the Secretary; and 

“(F) effective for claims filed on or after January 1, 1999, 
provide for electronic transmission of claims data in the format 
specified by the Secretary and consistent with the Medicaid 

Statistical Information System (MSIS) (including detailed 

individual enrollee encounter data and other information that 

the Secretary may find necessary).”; 
(2) in paragraph (5)— 
(A) by striking subparagraph (B); 
(B) by striking all that precedes clause (i) and inserting 
the following: 

“(2) In order to meet the requirements of this paragraph, 
mechanized claims processing and information retrieval systems 
must meet the following requirements:”; 

(C) in clause (iii), by striking “under paragraph (6)”; 
and 

(D) by redesignating clauses (i) through (iii) as para- 
graphs (A) through (C); and 
(3) by striking paragraphs (6), (7), and (8). 

(b) CONFORMING AMENDMENTS.—Section 1902(a)25)AXii) (42 
U.S.C. 1396a(aX25)AXii)) is amended by striking all that follows 
“shall” and inserting the following: “be integrated with, and be 
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monitored as a part of the Secretary's review of, the State’s mecha- 
nized claims processing and information retrieval systems required 
under section 1903(r);”. 


42 USC 1396a (c) EFFECTIVE DATE.—Except as otherwise specifically provided, 
note. the amendments made by this section shall take effect on January 
1, 1998. 


SEC. 4754. FACILITATING IMPOSITION OF STATE ALTERNATIVE REM- 
EDIES ON NONCOMPLIANT NURSING FACILITIES. 


(a) IN  GENERAL.—Section 1919%h\3XD) (42 U.S.C. 
1396r(hX3)(D)) is amended— 
(1) by inserting “and” at the end of clause (i); 
(2) by striking “, and” at the end of clause (ii) and inserting 
a period; and 
(3) by striking clause (iii). 
42 USC 1396r (b) EFFECTIVE DATE.—The amendments made by subsection 
note (a) take effect on the date of the enactment of this Act. 


SEC. 4755. REMOVAL OF NAME FROM NURSE AIDE REGISTRY. 


(a) MEDICARE.—Section 1819(g)(1) (42 U.S.C. 1395i-3(g)(1)) is 
amended— 
(1) by redesignating subparagraph (D) as subparagraph 
(E), and 
(2) by inserting after subparagraph (C) the following: 
“(D) REMOVAL OF NAME FROM NURSE AIDE REGISTRY.— 
Procedures “(i) IN GENERAL.—In the case of a finding of neglect 
under subparagraph (C), the State shall establish a 
procedure to permit a nurse aide to petition the State 
to have his or her name removed from the registry 
upon a determination by the State that— 

“(I) the employment and personal history of 
the nurse aide does not reflect a pattern of abusive 
behavior or neglect; and 

“(II) the neglect involved in the original find- 
ing was a singular occurrence. 

“(i1) TIMING OF DETERMINATION.—In no case shall 
a determination on a petition submitted under clause 
(i) be made prior to the expiration of the l-year period 
beginning on the date on which the name of the peti- 
tioner was added to the registry under subparagraph 
(C).”. 
(b) MEDICAID.—Section 1919(gX1) (42 U.S.C. 1396r(gX1)) is 
amended— 
(1) by redesignating subparagraph (D) as subparagraph 
(E), and 
(2) by inserting after subparagraph (C) the following: 
“(D) REMOVAL OF NAME FROM NURSE AIDE REGISTRY.— 
Procedures. “(i) IN GENERAL.—In the case of a finding of neglect 
under subparagraph (C), the State shall establish a 
procedure to permit a nurse aide to petition the State 
to have his or her name removed from the registry 
upon a determination by the State that— 

“(I) the employment and personal history of 
the nurse aide does not reflect a pattern of abusive 
behavior or neglect; and 

“(II) the neglect involved in the original find- 
ing was a singular occurrence. 
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“(ii) TIMING OF DETERMINATION.—In no case shall 
a determination on a petition submitted under clause 
(i) be made prior to the expiration of the l-year period 
beginning on the date on which the name of the peti- 
-— was added to the registry under subparagraph 
(C).”. 

(c) RETROACTIVE REVIEW.—The procedures developed by a State 42 USC 1395i-3 
under the amendments made by subsection (a) and (b) shall permit note. 
an individual to petition for a review of any finding made by 
a State under section 1819(g\1\C) or 1919(g\1)(C) of the Social 
Security Act (42 U.S.C. 1395i-3(g1C) or 1396r{gX1XC)) after 
January 1, 1995. 


SEC. 4756. MEDICALLY ACCEPTED INDICATION. 
Section 1927(g)(1)(B\Xi) (42 U.S.C. 1396r—8(g)(1)(B\i)) is amend- 


ed— 
(1) by striking “and” at the end of subclause (II), 
(2) by redesignating subclause (III) as subclause (IV), and 
(3) by inserting after subclause (II) the following: 
“III) the DRUGDEX Information System; 
and”. 
SEC. 4757. CONTINUATION OF STATE-WIDE SECTION 1115 MEDICAID 


WAIVERS. 


(a) IN GENERAL.—Section 1115 (42 U.S.C. 1315) is amended 
by adding at the end the following new subsection: 

“(eX1) The provisions of this subsection shall apply to the Applicability. 
extension of any State-wide comprehensive demonstration project 
(in this subsection referred to as ‘waiver project’) for which a waiver 
of compliance with requirements of title XIX is granted under 
subsection (a). 

“(2) During the 6-month period ending 1 year before the date 
the waiver under subsection (a) with respect to a waiver project 
would otherwise expire, the chief executive officer of the State 
which is operating the project may submit to the Secretary a 
written request for an extension, of up to 3 years, of the project. 

“(3) If the Secretary fails to respond to the request within 
6 months after the date it is submitted, the request is deemed 
to have been granted. 

“(4) If such a request is granted, the deadline for submittal 
of a final report under the waiver project is deemed to have been 
extended until the date that is 1 year after the date the waiver 
project would otherwise have expired. 

“(5) The Secretary shall release an evaluation of each such Evaluation. 
project not later than 1 year after the date of receipt of the final 
report. 

“(6) Subject to paragraphs (4) and (7), the extension of a waiver 
project under this subsection shall be on the same.terms and 
conditions —T applicable terms and conditions relating to 
quality and access of services, budget neutrality, data and reporting 
requirements, and special population protections) that applied to 
the project before its extension under this subsection. 

“(7) If an original condition of approval of a waiver project 
was that Federal expenditures under the project not exceed the 
Federal expenditures that would otherwise have been made, the 
Secretary shall take such steps as may be necessary to ensure 
that, in the extension of the project under this subsection, such 
condition continues to be met. In applying the previous sentence, 
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the Secretary shall take into account the Secretary’s best estimate 
of rates of change in expenditures at the time of the extension.”. 

(b) EFFECTIVE DATE.—The amendment made by subsection (a) 
shall apply to demonstration projects initially approved before, on, 
or after the date of the enactment of this Act. 


SEC. 4758. EXTENSION OF MORATORIUM. 


Section 6408(a\3) of the Omnibus Budget Reconciliation Act 
of 1989, as amended by section 13642 of the Omnibus Budget 
Reconciliation Act of 1993, is amended by striking “December 31, 
1995” and inserting “December 31, 2002”. 


SEC. 4759. EXTENSION OF EFFECTIVE DATE FOR STATE LAW AMEND- 
MENT. 


In the case of a State plan under title XIX of the Social 
Security Act which the Secretary of Health and Human Services 
determines requires State legislation in order for the plan to meet 
the additional requirements imposed by the amendments made 
by a provision of this subtitle, the State plan shall not be regarded 
as failing to comply with the requirements of such title solely 
on the basis of its failure to meet these additional requirements 
before the first day of the first calendar quarter beginning after 
the close of the first regular session of the State legislature that 
begins after the date of the enactment of this Act. For purposes 
of the previous sentence, in the case of a State that has a 2- 
year legislative session, each year of the session is considered 
to be a separate regular session of the State legislature. 


Subtitle I—Programs of All-Inclusive Care 
for the Elderly (PACE) 


SEC. 4801. COVERAGE OF PACE UNDER THE MEDICARE PROGRAM. 


Title XVIII of the Social Security Act (42 U.S.C. 1395 et seq.) 
is amended by adding at the end the following new section: 


“PAYMENTS TO, AND COVERAGE OF BENEFITS UNDER, PROGRAMS OF 
ALL-INCLUSIVE CARE FOR THE ELDERLY (PACE) 


“SEC. 1894. (a) RECEIPT OF BENEFITS THROUGH ENROLLMENT 
IN PACE PROGRAM; DEFINITIONS FOR PACE PROGRAM RELATED 
TERMS.— 
“(1) BENEFITS THROUGH ENROLLMENT IN A PACE PROGRAM.— 
In accordance with this section, in the case of an individual 
who is entitled to benefits under part A or enrolled under 
part B and who is a PACE program eligible individual (as 
defined in paragraph (5)) with respect to a PACE program 
offered by a PACE provider under a PACE program agree- 
ment— 
“(A) the individual may enroll in the program under 
this section; and 
“(B) so long as the individual is so enrolled and in 
accordance with regulations— 
“(i) the individual shall receive benefits under this 
title solely through such program; and 
“(ii) the PACE provider is entitled to payment 
under and in accordance with this section and such 
agreement for provision of such benefits. 
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“(2) PACE PROGRAM DEFINED.—For purposes of this section, 
the term ‘PACE program’ means a program of all-inclusive 
care for the elderly that meets the following requirements: 

“(A) OPERATION.—The entity operating the program 
is a PACE provider (as defined in paragraph (3)). 

“(B) COMPREHENSIVE BENEFITS.—The program provides 
comprehensive health care services to PACE program 
eligible individuals in accordance with the PACE program 
agreement and regulations under this section. 

“(C) TRANSITION.—In the case of an individual who 
is enrolled under the program under this section and whose 
enrollment ceases for any reason (including that the 
individual no longer qualifies as a PACE program eligible 
individual, the termination of a PACE program agreement, 
or otherwise), the program provides assistance to the 
individual in obtaining necessary transitional care through 
appropriate referrals and making the individual’s medical 
records available to new providers. 

“(3) PACE PROVIDER DEFINED.— 

“(A) IN GENERAL.—For purposes of this section, the 
term ‘PACE provider’ means an entity that— 

“(i) subject to subparagraph (B), is (or is a distinct 
part of) a public entity or a private, nonprofit entity 
organized for charitable purposes under section 
501(cX3) of the Internal Revenue Code of 1986; and 

“(ii) has entered into a PACE program agreement 
with respect to its operation of a PACE program. 

“(B) TREATMENT OF PRIVATE, FOR-PROFIT PROVIDERS.— 
Clause (i) of subparagraph (A) shall not apply— 

“(i) to entities subject to a demonstration project 
waiver under subsection (h); and 

“(ii) after the date the report under section 4804(b) 
of the Balanced Budget Act of 1997 is submitted, unless 
the Secretary determines that any of the findings 
described in subparagraph (A), (B), (C), or (D) of para- 
graph (2) of such section are true. 

“(4) PACE PROGRAM AGREEMENT DEFINED.—For purposes 
of this section, the term ‘PACE program agreement’ means, 
with respect to a PACE provider, an agreement, consistent 
with this section, section 1934 (if applicable), and regulations 
promulgated to carry out such sections, between the PACE 
provider and the Secretary, or an agreement between the PACE 
provider and a State administering agency for the operation 
of a PACE program by the provider under such sections. 

“(5) PACE PROGRAM ELIGIBLE INDIVIDUAL DEFINED.—For 
purposes of this section, the term ‘PACE program eligible 
individual’ means, with respect to a PACE program, an individ- 
ual who— 

“(A) is 55 years of age or older; 

“(B) subject to subsection (c\(4), is determined under 
subsection (c) to require the level of care required under 
the State medicaid plan for coverage of nursing facility 
services; 

“(C) resides in the service area of the PACE program; 
and 
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“(D) meets such other eligibility conditions as may 
be imposed under the PACE program agreement for the 
program under subsection (e2)A)ii). 

“(6) PACE PROTOCOL.—For purposes of this section, the 
term ‘PACE protocol’ means the Protocol for the Program of 
All-inclusive Care for the Elderly (PACE), as published by 
On Lok, Inc., as of April 14, 1995, or any successor protocol 
that may be agreed upon between the Secretary and On Lok, 
Inc. 

“(7) PACE DEMONSTRATION WAIVER PROGRAM DEFINED.— 
For purposes of this section, the term ‘PACE demonstration 
waiver program’ means a demonstration program under either 
of the following sections (as in effect before the date of their 
repeal): 

“(A) Section 603(c) of the Social Security Amendments 
of 1983 (Public Law 98-21), as extended by section 9220 
of the Consolidated Omnibus Budget Reconciliation Act 
of 1985 (Public Law 99-272). 

“(B) Section 9412(b) of the Omnibus Budget Reconcili- 
ation Act of 1986 (Public Law 99-509). 

“(8) STATE ADMINISTERING AGENCY DEFINED.—For purposes 
of this section, the term ‘State administering agency’ means, 
with respect to the operation of a PACE program in a State, 
the agency of that State (which may be the single agency 
responsible for administration of the State plan under title 
XIX in the State) responsible for administering PACE program 
agreements under this section and section 1934 in the State. 

“(9) TRIAL PERIOD DEFINED.— 

“(A) IN GENERAL.—For purposes of this section, the 
term ‘trial period’ means, with respect to a PACE program 
operated by a PACE provider under a PACE program 
agreement, the first 3 contract years under such agreement 
with respect to such program. 

“(B) TREATMENT OF ENTITIES PREVIOUSLY OPERATING 
PACE DEMONSTRATION WAIVER PROGRAMS.—Each contract 
year (including a year occurring before the effective date 
of this section) during which an entity has operated a 
PACE demonstration waiver program shall be counted 
under subparagraph (A) as a contract year during which 
the entity operated a PACE program as a PACE provider 
under a PACE program agreement. 

“(10) REGULATIONS.—For purposes of this section, the term 
‘regulations’ refers to interim final or final regulations promul- 
gated under subsection (f) to carry out this section and section 
1934. 

“(b) SCOPE OF BENEFITS; BENEFICIARY SAFEGUARDS.— 

“(1) IN GENERAL.—Under a PACE program agreement, a 
PACE provider shall— 

“(A) provide to PACE program eligible individuals 
enrolled with the provider, regardless of source of payment 
and directly or under contracts with other entities, at a 
minimum— 

“(i) all items and services covered under this title 

(for individuals enrolled under this section) and all 

items and services covered under title XIX, but without 

any limitation or condition as to amount, duration, 
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or scope and without application of deductibles, copay- 

ments, coinsurance, or other cost-sharing that would 

otherwise apply under this title or such title, respec- 
tively; and 

“(ii) all additional items and services specified in 
regulations, based upon those required under the 

PACE protocol; 

“(B) provide such enrollees access to necessary covered 
items and services 24 hours per day, every day of the 
year; 

“(C) provide services to such enrollees through a com- 
prehensive, multidisciplinary health and social services 
delivery system which integrates acute and long-term care 
services pursuant to regulations; and 

“(D) specify the covered items and services that will 
not be provided directly by the entity, and to arrange 
for delivery of those items and services through contracts 
meeting the requirements of regulations. 

“(2) QUALITY ASSURANCE; PATIENT SAFEGUARDS.—The 
PACE program agreement shall require the PACE provider 
to have in effect at a minimum— 

“(A) a written plan of quality assurance and improve- 
ment, and procedures implementing such plan, in accord- 
ance with regulations; and 

“(B) written safeguards of the rights of enrolled partici- 
pants (including a patient bill of rights and procedures 
for grievances and appeals) in accordance with regulations 
and with other requirements of this title and Federal and 
State law that are designed for the protection of patients. 

“(c) ELIGIBILITY DETERMINATIONS.— 

“(1) IN GENERAL.—The determination of whether an individ- 
ual is a PACE program eligible individual— 

“(A) shall be made under and in accordance with the 
PACE program agreement; and 

“(B) who is entitled to medical assistance under title 
XIX, shall be made (or who is not so entitled, may be 
made) by the State administering agency. 

“(2) CONDITION.—An individual is not a PACE program 
eligible individual (with respect to payment under this section) 
unless the individual’s health status has been determined by 
the Secretary or the State administering agency, in accordance 
with regulations, to be comparable to the health status of 
individuals who have participated in the PACE demonstration 
waiver programs. Such determination shall be based upon 
information on health status and related indicators (such as 
medical diagnoses and measures of activities of daily living, 
instrumental activities of daily living, and cognitivé impair- 
ment) that are part of a uniform minimum data set collected 
by PACE providers on potential PACE program eligible individ- 
uals. 

“(3) ANNUAL ELIGIBILITY RECERTIFICATIONS.— 

“(A) IN GENERAL.—Subject to subparagraph (B), the 
determination described in subsection (a)5)B) for an 
individual shall be reevaluated at least annually. 

“(B) EXCEPTION.—The requirement of annual reevalua- 
tion under subparagraph (A) may be waived during a period 
in accordance with regulations in those cases where the 
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State administering agency determines that there is no 

reasonable expectation of improvement or significant 

change in an individual’s condition during the period 

because of the severity of chronic condition, or degree of 

impairment of functional capacity of the individual 

involved. 

“(4) CONTINUATION OF ELIGIBILITY.—An individual who is 
a PACE program eligible individual may be deemed to continue 
to be such an individual notwithstanding a determination that 
the individual no longer meets the requirement of subsection 
(aX5\B) if, in accordance with regulations, in the absence of 
continued coverage under a PACE program the individual 
reasonably would be expected to meet such requirement within 
the succeeding 6-month period. 

“(5) ENROLLMENT; DISENROLLMENT.— 

“(A) VOLUNTARY DISENROLLMENT AT ANY TIME.—The 
enrollment and disenrollment of PACE program eligible 
individuals in a PACE program shall be pursuant to regula- 
tions and the PACE program agreement and shall permit 
enrollees to voluntarily disenroll without cause at any time. 

“(B) LIMITATIONS ON DISENROLLMENT.— 

“(i) IN GENERAL.—Regulations promulgated by the 
Secretary under this section and section 1934, and 
the PACE program agreement, shall provide that the 
PACE program may not disenroll a PACE program 
eligible individual except— 

“(1) for nonpayment of premiums (if applicable) 
on a timely basis; or 

“(IIl) for engaging in disruptive or threatening 
behavior, as defined in such regulations (developed 
in close consultation with State administering 
agencies). 

“Gi) NO DISENROLLMENT FOR NONCOMPLIANT 
BEHAVIOR.—Except as allowed under regulations 
promulgated to carry out clause (iXII), a PACE pro- 
gram may not disenroll a PACE program eligible 
individual on the ground that the individual has 
engaged in noncompliant behavior if such behavior 
is related to a mental or physical condition of the 
individual. For purposes of the preceding sentence, 
the term ‘noncompliant behavior includes repeated 
noncompliance with medical advice and repeated fail- 
ure to appear for appointments. 

“(iii) TIMELY REVIEW OF PROPOSED NONVOLUNTARY 
DISENROLLMENT.—A_ proposed disenrollment, other 
than a voluntary disenrollment, shall be subject to 
timely review and final determination by the Secretary 
or by the State administering agency (as applicable), 
prior to the proposed disenrollment becoming effective. 

“(d) PAYMENTS TO PACE PROVIDERS ON A CAPITATED BASIS.— 

“(1) IN GENERAL.—In the case of a PACE provider with 
a PACE program agreement under this section, except as pro- 
vided in this subsection or by regulations, the Secretary shall 
make prospective monthly payments of a capitation amount 
for each PACE program eligible individual enrolled under the 
agreement under this section in the same manner and from 
the same sources as payments are made to a Medicare+Choice 
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organization under section 1853 (or, for periods beginning 
before January 1, 1999, to an eligible organization under a 
risk-sharing contract under section 1876). Such payments shall 
be subject to adjustment in the manner described in section 
1853(aX2) or section 1876(a)(1E), as the case may be. 

“(2) CAPITATION AMOUNT.—The capitation amount to be 
applied under this subsection for a provider for a contract 
year shall be an amount specified in the PACE program agree- 
ment for the year. Such amount shall be based upon payment 
rates established for purposes of payment under section 1853 
(or, for periods before January 1, 1999, for purposes of risk- 
sharing contracts under section 1876) and shall be adjusted 
to take into account the comparative frailty of PACE enrollees 
and such other factors as the Secretary determines to be appro- 
priate. Such amount under such an agreement shall be com- 
puted in a manner so that the total payment level for all 
PACE program eligible individuals enrolled under a program 
is less than the projected payment under this title for a com- 
parable population not enrolled under a PACE program. 

“(e) PACE PROGRAM AGREEMENT.— 

“(1) REQUIREMENT.— 

“(A) IN GENERAL.—The Secretary, in close cooperation Procedures. 
with the State administering agency, shall establish proce- 
dures for entering into, extending, and terminating PACE 
program agreements for the operation of PACE programs 
by entities that meet the requirements for a PACE provider 
under this section, section 1934, and regulations. 

“(B) NUMERICAL LIMITATION.— 

“(i) IN GENERAL.—The Secretary shall not permit 
the number of PACE providers with which agreements 
are in effect under this section or under section 9412(b) 
of the Omnibus Budget Reconciliation Act of 1986 to 
exceed— 

“(I) 40 as of the date of the enactment of 
this section; or 

“(II) as of each succeeding anniversary of such 
date, the numerical limitation under this subpara- 

graph for the preceding year plus 20. 

Subclause (II) shall apply without regard to the actual Applicability. 

number of agreements in effect as of a previous 

anniversary date. 

“(ii) TREATMENT OF CERTAIN PRIVATE, FOR-PROFIT 
PROVIDERS.—The numerical limitation in clause (i) 
shall not apply to a PACE provider that— 

“(1) is operating under a demonstration project 
waiver under subsection (h); or 

“(II) was operating under such a waiver and 
subsequently qualifies for PACE provider status 
pursuant to subsection (aX3)(BYii). 

“(2) SERVICE AREA AND ELIGIBILITY.— 

“(A) IN GENERAL.—A PACE program agreement for 
a PACE program— 

“(i) shall designate the service area of the program; 

“(ii) may provide additional requirements for 
individuals to qualify as PACE program eligible 
individuals with respect to the program; 
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“(iii) shall be effective for a contract year, but 
may be extended for additional contract years in the 
absence of a notice by a party to terminate and is 
subject to termination by the Secretary and the State 
administering agency at any time for cause (as pro- 
vided under the agreement); 

“(iv) shall require a PACE provider to meet all 
applicable State and local laws and requirements; and 

“(v) shall contain such additional terms and condi- 
tions as the parties may agree to, so long as such 
terms and conditions are consistent with this section 
and regulations. 

“(B) SERVICE AREA OVERLAP.—In designating a service 
area under a PACE program agreement under subpara- 
graph (A\i), the Secretary (in consultation with the State 
administering agency) may exclude from designation an 
area that is already covered under another PACE program 
agreement, in order to avoid unnecessary duplication of 
services and avoid impairing the financial and service 
viability of an existing program. 

“(3) DATA COLLECTION; DEVELOPMENT OF OUTCOME MEAS- 


URES.— 


“(A) DATA COLLECTION.— 

“(i) IN GENERAL.—Under a PACE program agree- 
ment, the PACE provider shall— 

“(1) collect data; 

“(Il) maintain, and afford the Secretary and 
the State administering agency access to, the 
records relating to the program, including perti- 
nent financial, medical, and personnel records; and 

“(III) make available to the Secretary and the 
State administering agency reports that the Sec- 
retary finds (in consultation with State administer- 
ing agencies) necessary to monitor the operation, 
cost, and effectiveness of the PACE program under 
this section and section 1934 . 

“(ii) REQUIREMENTS DURING TRIAL PERIOD.—During 
the first 3 years of operation of a PACE program 
(either under this section or under a PACE demonstra- 
tion waiver program), the PACE provider shall provide 
such additional data as the Secretary specifies in regu- 
lations in order to perform the oversight required under 
paragraph (4)(A). 

“(B) DEVELOPMENT OF OUTCOME MEASURES.—Under a 
PACE program agreement, the PACE provider, the Sec- 
retary, and the State administering agency shall jointly 
cooperate in the development and implementation of health 
status and quality of life outcome measures with respect 
to PACE program eligible individuals. 

“(4) OVERSIGHT.— 

“(A) ANNUAL, CLOSE OVERSIGHT DURING TRIAL 
PERIOD.—During the trial period (as defined in subsection 
(aX9)) with respect to a PACE program operated by a 
PACE provider, the Secretary (in cooperation with the State 
administering agency) shall conduct a comprehensive 
annual review of the operation of the PACE program by 
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the provider in order to assure compliance with the require- 
ments of this section and regulations. Such a review shall 
include— 

“(i) an on-site visit to the program site; 

“(ii) comprehensive assessment of a provider’s fis- 
cal soundness; 

“(iii) comprehensive assessment of the provider’s 
capacity to provide all PACE services to all enrolled 
participants; 

“(iv) detailed analysis of the entity’s substantial 
compliance with all significant requirements of this 
section and regulations; and 

“(v) any other elements the Secretary or State 
administering agency considers necessary or appro- 
priate. 

“(B) CONTINUING OVERSIGHT.—After the trial period, 
the Secretary (in cooperation with the State administering 
agency) shall continue to conduct such review of the oper- 
ation of PACE providers and PACE programs as may be 
appropriate, taking into account the performance level of 
a provider and compliance of a provider with all significant 
requirements of this section and regulations. 

“(C) DISCLOSURE.—The results of reviews under this Public 
paragraph shall be reported promptly to the PACE pro-_ information. 
vider, along with any recommendations for changes to the 
providers program, and shall be made available to the 
public upon request. 

“(5) TERMINATION OF PACE PROVIDER AGREEMENTS.— 

“(A) IN GENERAL.—Under regulations— 

“(i) the Secretary or a State administering agency 
may terminate a PACE program agreement for cause; 
and 

“(ii) a PACE provider may terminate an agreement 
after appropriate notice to the Secretary, the State 
agency, and enrollees. 

“(B) CAUSES FOR TERMINATION.—In accordance with 
regulations establishing procedures for termination of 
PACE program agreements, the Secretary or a State 
administering agency may terminate a PACE program 
agreement with a PACE provider for, among other reasons, 
the fact that— 

“(i) the Secretary or State administering agency 
determines that— 

“(I) there are significant deficiencies in the 
quality of care provided to enrolled participants; 
or 

“(II) the provider has failed to comply substan- 
tially with conditions for a program or provider 
under this section or section 1934; and 
“(ii) the entity has failed to develop and success- 

fully initiate, within 30 days of the date of the receipt 

of written notice of such a determination, a plan to 
correct the deficiencies, or has failed to continue 
implementation of such a plan. 

“(C) TERMINATION AND TRANSITION PROCEDURES.—An 
entity whose PACE provider agreement is terminated 
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under this paragraph shall implement the transition proce- 

dures required under subsection (a)(2)(C). 

“(6) SECRETARY'S OVERSIGHT; ENFORCEMENT AUTHORITY.— 

“(A) IN GENERAL.—Under regulations, if the Secretary 
determines (after consultation with the State administering 
agency) that a PACE provider is failing substantially to 
comply with the requirements of this section and regula- 
tions, the Secretary (and the State administering agency) 
may take any or all of the following actions: 

“(i) Condition the continuation of the PACE pro- 
gram agreement upon timely execution of a corrective 
action plan. 

“(ii) Withhold some or all further payments under 
the PACE program agreement under this section or 
section 1934 with respect to PACE program services 
furnished by such provider until the deficiencies have 
been corrected. 

“(iii) Terminate such agreement. 

“(B) APPLICATION OF INTERMEDIATE SANCTIONS.—Under 
regulations, the Secretary may provide for the application 
against a PACE provider of remedies described in section 
1857(g\2) (or, for periods before January 1, 1999, section 
1876(iX6B)) or 1903(m)\(5\B) in the case of violations 
by the provider of the type described in section 1857(g)\1) 
(or section 1876(iX6\A) for such periods) or 1903(m)5)(A), 
respectively (in relation to agreements, enrollees, and 
requirements under this section or section 1934, respec- 
tively). 

“(7) PROCEDURES FOR TERMINATION OR IMPOSITION OF SANC- 
TIONS.—Under regulations, the provisions of section 1857(h) 
(or for periods before January 1, 1999, section 1876(iX9)) shall 
apply to termination and sanctions respecting a PACE program 
agreement and PACE provider under this subsection in the 
same manner as they apply to a termination and sanctions 
with respect to a contract and a Medicare+Choice organization 
under part C (or for such periods an eligible organization under 
section 1876). 

“(8) TIMELY CONSIDERATION OF APPLICATIONS FOR PACE PRO- 
GRAM PROVIDER STATUS.—In considering an application for 
PACE provider program status, the application shall be deemed 
approved unless the Secretary, within 90 days after the date 
of the submission of the application to the Secretary, either 
denies such request in writing or informs the applicant in 
writing with respect to any additional information that is 
needed in order to make a final determination with respect 
to the application. After the date the Secretary receives such 
additional information, the application shall be deemed 
approved unless the Secretary, within 90 days of such date, 
denies such request. 

“(f) REGULATIONS.— 

“(1) IN GENERAL.—The Secretary shall issue interim final 
or final regulations to carry out this section and section 1934. 

“(2) USE OF PACE PROTOCOL.— 

“(A) IN GENERAL.—In issuing such regulations, the Sec- 
retary shall, to the extent consistent with the provisions 
of this section, incorporate the requirements applied to 
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PACE demonstration waiver programs under the PACE 

protocol. 

“(B) FLEXIBILITY.—In order to provide for reasonable 
flexibility in adapting the PACE service delivery model 
to the needs of particular organizations (such as those 
in rural areas or those that may determine it appropriate 
to use nonstaff physicians according to State licensing law 
requirements) under this section and section 1934, the 
Secretary (in close consultation with State administering 
agencies) may modify or waive provisions of the PACE 
protocol so long as any such modification or waiver is 
not inconsistent with and would not impair the essential 
elements, objectives, and requirements of this section, but 
may not modify or waive any of the following provisions: 

“(i) The focus on frail elderly qualifying individuals 
who require the level of care provided in a nursing 
facility. 

“Gii) The delivery of comprehensive, integrated 
acute and long-term care services. 

“(iii) The interdisciplinary team approach to care 
management and service delivery. 

“(iv) Capitated, integrated financing that allows 
the provider to pool payments received from public 
and private programs and individuals. 

“(v) The assumption by the provider of full finan- 
cial risk. 

“(3) APPLICATION OF CERTAIN ADDITIONAL BENEFICIARY AND 
PROGRAM PROTECTIONS.— 

“(A) IN GENERAL.—In issuing such regulations and sub- 
ject to subparagraph (B), the Secretary may apply with 
respect to PACE programs, providers, and agreements such 
requirements of part C (or, for periods before January 
1, 1999, section 1876) and sections 1903(m) and 1932 relat- 
ing to protection of beneficiaries and program integrity 
as would apply to Medicare+Choice organizations under 
part C (or for such periods eligible organizations under 
risk-sharing contracts under section 1876) and to medicaid 
managed care organizations under prepaid capitation 
agreements under section 1903(m). 

“(B) CONSIDERATIONS.—In issuing such regulations, the 
Secretary shall— 

“(i) take into account the differences between popu- 
lations served and benefits provided under this section 
and under part C (or, for periods before January 1, 
1999, section 1876) and section 1903(m); 

“(ii) not include any requirement that conflicts 
with carrying out PACE programs under this section; 
and 

“(iii) not include any requirement restricting the 
proportion of enrollees who are eligible for benefits 
under this title or title XIX. 

“(4) CONSTRUCTION.—Nothing in this subsection shall be 
construed as preventing the Secretary from including in regula- 
tions provisions to ensure the health and safety of individuals 
enrolled in a PACE program under this section that are in 
addition to those otherwise provided under paragraphs (2) and 
(3). 
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“(g) WAIVERS OF REQUIREMENTS.—With respect to carrying out 
a PACE program under this section, the following requirements 
of this title (and regulations relating to such requirements) are 
waived and shall not apply: 

“(1) Section 1812, insofar as it limits coverage of institu- 
tional services. 

“(2) Sections 1813, 1814, 1833, and 1886, insofar as such 
sections relate to rules for payment for benefits. 

“(3) Sections 1814(a(2\(B), 1814(aX2C), and 1835(aX2\A), 
insofar as they limit coverage of extended care services or 
home health services. 

“(4) Section 1861(i), insofar as it imposes a 3-day prior 
hospitalization requirement for coverage of extended care serv- 
ices. 

“(5) Paragraphs (1) and (9) of section 1862(a), insofar as 
they may prevent payment for PACE program services to 
individuals enrolled under PACE programs. 

“(h) DEMONSTRATION PROJECT FOR FOR-PROFIT ENTITIES.— 

“(1) IN GENERAL.—In order to demonstrate the operation 
of a PACE program by a private, for-profit entity, the Secretary 
(in close consultation with State administering agencies) shall 
grant waivers from the requirement under subsection (a)(3) 
that a PACE provider may not be a for-profit, private entity. 

“(2) SIMILAR TERMS AND CONDITIONS.— 

“(A) IN GENERAL.—Except as provided under subpara- 
graph (B), and paragraph (1), the terms and conditions 
for operation of a PACE program by a provider under 
this subsection shall be the same as those for PACE provid- 
ers that are nonprofit, private organizations. 

“(B) NUMERICAL LIMITATION.—The number of programs 
for which waivers are granted under this subsection shall 
not exceed 10. Programs with waivers granted under this 
subsection shall not be counted against the numerical 
limitation specified in subsection (e)(1\B). 

“(i) MISCELLANEOUS PROVISIONS.—Nothing in this section or 
section 1934 shall be construed as preventing a PACE provider 
from entering into contracts with other governmental or nongovern- 
mental payers for the care of PACE program eligible individuals 
who are not eligible for benefits under part A, or enrolled under 
part B, or eligible for medical assistance under title XIX.”. 


SEC. 4802. ESTABLISHMENT OF PACE PROGRAM AS MEDICAID STATE 
OPTION. 


(a) IN GENERAL.—Title XIX is amended— 

(1) in section 1905(a) (42 U.S.C. 1396d(a)), as amended 
by section 4702(aX 1}— 

(A) by striking “and” at the end of paragraph (25); 

(B) by redesignating paragraph (26) as paragraph (27); 
and 

(C) by inserting after paragraph (25) the following 
new paragraph: 

“(26) services furnished under a PACE program under sec- 
tion 1934 to PACE program eligible individuals enrolled under 
the program under such section; and”; 

(2) by redesignating section 1934, as redesignated by sec- 
tion 4732, as section 1935; and 





PUBLIC LAW 105-33—AUG. 5, 1997 111 STAT. 539 


(3) by inserting after section 1933, as added by such section, 
the following new section: 


“PROGRAM OF ALL-INCLUSIVE CARE FOR THE ELDERLY (PACE) 42 USC 1396u-—4. 


“SEC. 1934. (a) STATE OPTION.— 

“(1) IN GENERAL.—A State may elect to provide medical 
assistance under this section with respect to PACE program 
services to PACE program eligible individuals who are eligible 
for medical assistance under the State plan and who are 
enrolled in a PACE program under a PACE program agreement. 
Such individuals need not be eligible for benefits under part 
A, or enrolled under part B, of title XVIII to be eligible to 
enroll under this section. In the case of an individual enrolled 
with a PACE program pursuant to such an election— 

“(A) the individual shall receive benefits under the 
plan solely through such program, and 

“(B) the PACE provider shall receive payment in 
accordance with the PACE program agreement for provi- 
sion of such benefits. 

A State may establish a numerical limit on the number of 
individuals who may be enrolled in a PACE program under 
a PACE program agreement. 

“(2) PACE PROGRAM DEFINED.—For purposes of this section, 
the term ‘PACE program’ means a program of all-inclusive 
care for the elderly that meets the following requirements: 

“(A) OPERATION.—The entity operating the program 
is a PACE provider (as defined in paragraph (3)). 

“(B) COMPREHENSIVE BENEFITS.—The program provides 
comprehensive health care services to PACE program 
eligible individuals in accordance with the PACE program 
agreement and regulations under this section. 

“(C) TRANSITION.—In the case of an individual who 
is enrolled under the program under this section and whose 
enrollment ceases for any reason (including that the 
individual no longer qualifies as a PACE program eligible 
individual, the termination of a PACE program agreement, 
or otherwise), the program provides assistance to the 
individual in obtaining necessary transitional care through 
appropriate referrals and making the individual’s medical 
records available to new providers. 

“(3) PACE PROVIDER DEFINED.— 

“(A) IN GENERAL.—For purposes of this section, the 
term ‘PACE provider’ means an entity that— 

“(i) subject to subparagraph (B), is (or is a distinct 
part of) a public entity or a private, nonprofit entity 
organized for charitable purposes under section 
501(c\(3) of the Internal Revenue Code of 1986, and 

“(ii) has entered into a PACE program agreement 
with respect to its operation of a PACE program. 

“(B) TREATMENT OF PRIVATE, FOR-PROFIT PROVIDERS.— 
Clause (i) of subparagraph (A) shall not apply— 

“(i) to entities subject to a demonstration project 
waiver under subsection (h); and 

“(ii) after the date the report under section 4804(b) 
of the Balanced Budget Act of 1997 is submitted, unless 
the Secretary determines that any of the findings 
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described in subparagraph (A), (B), (C), or (D) of para- 

graph (2) of such section are true. 

“(4) PACE PROGRAM AGREEMENT DEFINED.—For purposes 
of this section, the term ‘PACE program agreement’ means, 
with respect to a PACE provider, an agreement, consistent 
with this section, section 1894 (if applicable), and regulations 
promulgated to carry out such sections, among the PACE pro- 
vider, the Secretary, and a State administering agency for 
the operation of a PACE program by the provider under such 
sections. 

“(5) PACE PROGRAM ELIGIBLE INDIVIDUAL DEFINED.—For 
purposes of this section, the term ‘PACE program eligible 
individual’ means, with respect to a PACE program, an individ- 
ual who— 

“(A) is 55 years of age or older; 

“(B) subject to subsection (cX4), is determined under 
subsection (c) to require the level of care required under 
the State medicaid plan for coverage of nursing facility 
services; 

“(C) resides in the service area of the PACE program; 
and 

“(D) meets such other eligibility conditions as may 
be imposed under the PACE program agreement for the 
program under subsection (e2\A\ii). 

“(6) PACE PROTOCOL.—For purposes of this section, the 
term ‘PACE protocol’ means the Protocol for the Program of 
All-inclusive Care for the Elderly (PACE), as published by 
On Lok, Inc., as of April 14, 1995, or any successor protocol 
that may be agreed upon between the Secretary and On Lok, 


ne. 

“(7) PACE DEMONSTRATION WAIVER PROGRAM DEFINED.— 
For purposes of this section, the term ‘PACE demonstration 
waiver program’ means a demonstration program under either 
of the billowing sections (as in effect before the date of their 
repeal): 

“(A) Section 603(c) of the Social Security Amendments 
of 1983 (Public Law 98-21), as extended by section 9220 
of the Consolidated Omnibus Budget Reconciliation Act 
of 1985 (Public Law 99-272). 

“(B) Section 9412(b) of the Omnibus Budget Reconcili- 
ation Act of 1986 (Public Law 99-509). 

“(8) STATE ADMINISTERING AGENCY DEFINED.—For purposes 
of this section, the term ‘State administering agency’ means, 
with respect to the operation of a PACE program in a State, 
the agency of that State (which may be the single agency 
responsible for administration of the State plan under this 
title in the State) responsible for administering PACE program 
agreements under this section and section 1894 in the State. 

“(9) TRIAL PERIOD DEFINED.— 

“(A) IN GENERAL.—For purposes of this section, the 
term ‘trial period’ means, with respect to a PACE program 
operated by a PACE provider under a PACE program 
agreement, the first 3 contract years under such agreement 
with respect to such program. 

“(B) TREATMENT OF ENTITIES PREVIOUSLY OPERATING 
PACE DEMONSTRATION WAIVER PROGRAMS.—Each contract 
year (including a year occurring before the effective date 
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of this section) during which an entity has operated a 

PACE demonstration waiver program shall be counted 

under subparagraph (A) as a contract year during which 

the entity operated a PACE program as a PACE provider 
under a PACE program agreement. 

“(10) REGULATIONS.—For purposes of this section, the term 
‘regulations’ refers to interim final or final regulations promul- 
gated under subsection (f) to carry out this section and section 
1894. 

“(b) SCOPE OF BENEFITS; BENEFICIARY SAFEGUARDS.— 

“(1) IN GENERAL.—Under a PACE program agreement, a 
PACE provider shall— 

“(A) provide to PACE program eligible individuals, 
regardless of source of payment and directly or under con- 
tracts with other entities, at a minimum— 

“(i) all items and services covered under title XVIII 

(for individuals enrolled under section 1894) and all 

items and services covered under this title, but without 

any limitation or condition as to amount, duration, 
or scope and without application of deductibles, copay- 
ments, coinsurance, or other cost-sharing that would 
otherwise apply under such title or this title, respec- 
tively; and 

“(ii) all additional items and services specified in 
regulations, based upon those required under the 

PACE protocol; 

“(B) provide such enrollees access to necessary covered 
items and services 24 hours per day, every day of the 
year; 

“(C) provide services to such enrollees through a com- 
prehensive, multidisciplinary health and social services 
delivery system which integrates acute and long-term care 
services pursuant to regulations; and 

“(D) specify the covered items and services that will 
not be provided directly by the entity, and to arrange 
for delivery of those items and services through contracts 
meeting the requirements of regulations. 

“(2) QUALITY ASSURANCE; PATIENT SAFEGUARDS.—The 
PACE program agreement shall require the PACE provider 
to have in effect at a minimum— 

“(A) a written plan of quality assurance and improve- 
ment, and procedures implementing such plan, in accord- 
ance with regulations, and 

“(B) written safeguards of the rights of enrolled partici- 
pants (including a patient bill of rights and procedures 
for grievances and appeals) in accordance with regulations 
and with other requirements of this title and Federal and 
State law designed for the protection of patients. 
ELIGIBILITY DETERMINATIONS.— 

“(1) IN GENERAL.—The determination of— 

“(A) whether an individual is a PACE program eligible 
individual shall be made under and in accordance with 
the PACE program agreement, and 

“(B) who is entitled to medical assistance under this 
title shall be made (or who is not so entitled, may be 
made) by the State administering agency. 


“ 


(c 
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“(2) CONDITION.—An individual is not a PACE program 
eligible individual (with respect to payment under this section) 
unless the individual’s health status has been determined by 
the Secretary or the State administering agency, in accordance 
with regulations, to be comparable to the health status of 
individuals who have participated in the PACE demonstration 
waiver programs. Such determination shall be based upon 
information on health status and related indicators (such as 
medical diagnoses and measures of activities of daily living, 
instrumental activities of daily living, and cognitive impair- 
ment) that are part of a uniform minimum data set collected 
by PACE providers on potential eligible individuals. 

“(3) ANNUAL ELIGIBILITY RECERTIFICATIONS.— 

“(A) IN GENERAL.—Subject to subparagraph (B), the 
determination described in subsection (a\5XB) for an 
individual shall be reevaluated at least annually. 

“(B) EXCEPTION.—The requirement of annual reevalua- 
tion under subparagraph (A) may be waived during a period 
in accordance with regulations in those cases in which 
the State administering agency determines that there is 
no reasonable expectation of improvement or significant 
change in an individual’s condition during the period 
because of the severity of chronic condition, or degree of 
impairment of functional capacity of the individual 
involved. 

“(4) CONTINUATION OF ELIGIBILITY.—An individual who is 
a PACE program eligible individual may be deemed to continue 
to be such an individual notwithstanding a determination that 
the individual no longer meets the requirement of subsection 
(a\5\B) if, in accordance with regulations, in the absence of 
continued coverage under a PACE program the individual 
reasonably would be expected to meet such requirement within 
the succeeding 6-month period. 

“(5) ENROLLMENT; DISENROLLMENT.— 

“(A) VOLUNTARY DISENROLLMENT AT ANY TIME.—The 
enrollment and disenrollment of PACE program eligible 
individuals in a PACE program shall be pursuant to regula- 
tions and the PACE program agreement and shall permit 
enrollees to voluntarily disenroll without cause at any time. 

“(B) LIMITATIONS ON DISENROLLMENT.— 

“(i) IN GENERAL.—Regulations promulgated by the 
Secretary under this section and section 1894, and 
the PACE program agreement, shall provide that the 
PACE program may not disenroll a PACE program 
eligible individual except— 

“(I) for nonpayment of premiums (if applicable) 
on a timely basis; or 

“(II) for engaging in disruptive or threatening 
behavior, as defined in such regulations (developed 
in close consultation with State administering 
agencies). 

“Gi) NO DISENROLLMENT FOR NONCOMPLIANT 
BEHAVIOR.—Except as allowed under regulations 
promulgated to carry out clause (iXII), a PACE pro- 
gram may not disenroll a PACE program eligible 
individual on the ground that the individual has 
engaged in noncompliant behavior if such behavior 
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is related to a mental or physical condition of the 

individual. For purposes of the preceding sentence, 

the term ‘noncompliant behavior includes repeated 
noncompliance with medical advice and repeated fail- 
ure to appear for appointments. 

“(iili) TIMELY REVIEW OF PROPOSED NONVOLUNTARY 
DISENROLLMENT.—A_ proposed disenrollment, other 
than a voluntary disenrollment, shall be subject to 
timely review and final determination by the Secretary 
or by the State administering agency (as applicable), 
prior to the proposed disenrollment becoming effective. 

“(d) PAYMENTS TO PACE PROVIDERS ON A CAPITATED BASIS.— 

“(1) IN GENERAL.—In the case of a PACE provider with 
a PACE program agreement under this section, except as pro- 
vided in this subsection or by regulations, the State shall make 
prospective monthly payments of a capitation amount for each 
PACE program eligible individual enrolled under the agreement 
under this section. 

“(2) CAPITATION AMOUNT.—The capitation amount to be 
applied under this subsection for a provider for a contract 
year shall be an amount specified in the PACE program agree- 
ment for the year. Such amount shall be an amount, specified 
under the PACE agreement, which is less than the amount 
that would otherwise have been made under the State plan 
if the individuals were not so enrolled and shall be adjusted 
to take into account the comparative frailty of PACE enrollees 
and such other factors as the Secretary determines to be appro- 
priate. The payment under this section shall be in addition 
to any payment made under section 1894 for individuals who 
are enrolled in a PACE program under such section. 

“(e) PACE PROGRAM AGREEMENT.— 

“(1) REQUIREMENT.— 

“(A) IN GENERAL.—The Secretary, in close cooperation Procedures. 
with the State administering agency, shall establish proce- 
dures for entering into, extending, and terminating PACE 

rogram agreements for the operation of PACE programs 
y entities that meet the requirements for a PACE provider 
under this section, section 1894, and regulations. 

“(B) NUMERICAL LIMITATION.— 

“(i) IN GENERAL.—The Secretary shall not permit 
the number of PACE providers with which agreements 
are in effect under this section or under section 9412(b) 
of the Omnibus Budget Reconciliation Act of 1986 to 
exceed— 

“(I) 40 as of the date of the enactment of 
this section, or 

“(II) as of each succeeding anniversary of such 
date, the numerical limitation under this subpara- 

graph for the preceding year plus 20. 

Subclause (II) shall apply without regard to the actual Applicability. 

number of agreements in effect as of a previous 

anniversary date. 

“(ii) TREATMENT OF CERTAIN PRIVATE, FOR-PROFIT 
PROVIDERS.—The numerical limitation in clause (i) 
shall not apply to a PACE provider that— 

“(1) is operating under a demonstration project 
waiver under subsection (h), or 
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“(II) was operating under such a waiver and 
subsequently qualifies for PACE provider status 
pursuant to subsection (a\(3)\Byii). 

“(2) SERVICE AREA AND ELIGIBILITY.— 

“(A) IN GENERAL.—A PACE program agreement for 
a PACE program— 

“(i) shall designate the service area of the program; 

“(ii) may provide additional requirements for 
individuals to qualify as PACE program eligible 
individuals with respect to the program; 

“(iii) shall be effective for a contract year, but 
may be extended for additional contract years in the 
absence of a notice by a party to terminate, and is 
subject to termination by the Secretary and the State 
administering agency at any time for cause (as pro- 
vided under the agreement); 

“(iv) shall require a PACE provider to meet all 
applicable State and local laws and requirements; and 

“(y) shall contain such additional terms and condi- 
tions as the parties may agree to, so long as such 
terms and conditions are consistent with this section 
and regulations. 

“(B) SERVICE AREA OVERLAP.—In designating a service 
area under a PACE program agreement under subpara- 
graph (Ai), the Secretary (in consultation with the State 
administering agency) may exclude from designation an 
area that is already covered under another PACE program 
agreement, in order to avoid unnecessary duplication of 
services and avoid impairing the financial and service 
viability of an existing program. 

“(3) DATA COLLECTION; DEVELOPMENT OF OUTCOME MEAS- 
URES.— 

“(A) DATA COLLECTION.— 

“(i) IN GENERAL.—Under a PACE program agree- 
ment, the PACE provider shall— 

“(I) collect data; 

“(II) maintain, and afford the Secretary and 
the State administering agency access to, the 
records relating to the program, including perti- 
nent financial, medical, and personnel records; and 

“(III) submit to the Secretary and the State 
administering agency such reports as the Secretary 
finds (in consultation with State administering 
agencies) necessary to monitor the operation, cost, 
and effectiveness of the PACE program. 

“(li) REQUIREMENTS DURING TRIAL PERIOD.—During 
the first 3 years of operation of a PACE program 
(either under this section or under a PACE demonstra- 
tion waiver program), the PACE provider shall provide 
such additional data as the Secretary specifies in regu- 
lations in order to perform the oversight required under 
paragraph (4)(A). 

“(B) DEVELOPMENT OF OUTCOME MEASURES.—Under a 
PACE program agreement, the PACE provider, the Sec- 
retary, and the State administering agency shall jointly 
cooperate in the development and implementation of health 
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status and quality of life outcome measures with respect 
to PACE program eligible individuals. 
“(4) OVERSIGHT. — 

“(A) ANNUAL, CLOSE OVERSIGHT DURING’ TRIAL 
PERIOD.—During the trial period (as defined in subsection 
(aX9)) with respect to a PACE program operated by a 
PACE provider, the Secretary (in cooperation with the State 
administering agency) shall conduct a comprehensive 
annual review of the operation of the PACE program by 
the provider in order to assure compliance with the require- 
ments of this section and regulations. Such a review shall 
include— 

“(i) an onsite visit to the program site; 

“(ii) comprehensive assessment of a provider's fis- 
cal soundness; 

“(iii) comprehensive assessment of the provider's 
capacity to provide all PACE services to all enrolled 
participants; 

“(iv) detailed analysis of the entity’s substantial 
compliance with all significant requirements of this 
section and regulations; and 

“(v) any other elements the Secretary or the State 
administering agency considers necessary or appro- 
priate. 

“(B) CONTINUING OVERSIGHT.—After the trial period, 
the Secretary (in cooperation with the State administering 
agency) shall continue to conduct such review of the oper- 
ation of PACE providers and PACE programs as may be 
appropriate, taking into account the performance level of 
a provider and compliance of a provider with all significant 
requirements of this section and regulations. 

“(C) DISCLOSURE.—The results of reviews under this Public 
paragraph shall be reported promptly to the PACE pro-_ information. 
vider, along with any recommendations for changes to the 
providers program, and shall be made available to the 
public upon request. 

“(5) TERMINATION OF PACE PROVIDER AGREEMENTS.— 

“(A) IN GENERAL.—Under regulations— 

“(i) the Secretary or a State administering agency 
may terminate a PACE program agreement for cause, 
and 

“(ii) a PACE provider may terminate such an 
agreement after appropriate notice to the Secretary, 
the State administering agency, and enrollees. 

“(B) CAUSES FOR TERMINATION.—In accordance with 
regulations establishing procedures for termination of 
PACE program agreements, the Secretary or a State 
administering agency may terminate a PACE program 
agreement with a PACE provider for, among other reasons, 
the fact that— 

“(i) the Secretary or State administering agency 
determines that— 

“(I) there are significant deficiencies in the 
quality of care provided to enrolled participants; 
or 
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“(II) the provider has failed to comply substan- 
tially with conditions for a program or provider 
under this section or section 1894; and 
“(ii) the entity has failed to develop and success- 

fully initiate, within 30 days of the date of the receipt 

of written notice of such a determination, a plan to 
correct the deficiencies, or has failed to continue 
implementation of such a plan. 

“(C) TERMINATION AND TRANSITION PROCEDURES.—An 
entity whose PACE provider agreement is terminated 
under this paragraph shall implement the transition proce- 
dures required under subsection (aX2)(C). 

“(6) SECRETARY'S OVERSIGHT; ENFORCEMENT AUTHORITY.— 

“(A) IN GENERAL.—Under regulations, if the Secretary 
determines (after consultation with the State administering 
agency) that a PACE provider is failing substantially to 
comply with the requirements of this section and regula- 
tions, the Secretary (and the State administering agency) 
may take any or all of the following actions: 

“(i) Condition the continuation of the PACE pro- 
gram agreement upon timely execution of a corrective 
action plan. 

“(ii) Withhold some or all further payments under 
the PACE program agreement under this section or 
section 1894 with respect to PACE program services 
furnished by such provider until the deficiencies have 
been corrected. 

“(iii) Terminate such agreement. 

“(B) APPLICATION OF INTERMEDIATE SANCTIONS.—Under 
regulations, the Secretary may provide for the application 
against a PACE provider of remedies described in section 
1857(gX2) (or, for periods before January 1, 1999, section 
1876(iX6B)) or 1903(m\(5XB) in the case of violations 
by the provider of the type described in section 1857(g)(1) 
(or 1876(iX6\A) for such periods) or 1903(m)5\A), respec- 
tively (in relation to agreements, enrollees, and require- 
ments under section 1894 or this section, respectively). 
“(7) PROCEDURES FOR TERMINATION OR IMPOSITION OF SANC- 

TIONS.—Under regulations, the provisions of section 1857(h) 
(or for periods before January 1, 1999, section 1876(iX9)) shall 
apply to termination and sanctions respecting a PACE program 
agreement and PACE provider under this subsection in the 
same manner as they apply to a termination and sanctions 
with respect to a contract and a Medicare+Choice organization 
under part C of title XVIII (or for such periods an eligible 
organization under section 1876). 

“(8) TIMELY CONSIDERATION OF APPLICATIONS FOR PACE PRO- 
GRAM PROVIDER STATUS.—In considering an application for 
PACE provider program status, the application shall be deemed 
approved unless the Secretary, within 90 days after the date 
of the submission of the application to the Secretary, either 
denies such request in writing or informs the applicant in 
writing with respect to any additional information that is 
needed in order to make a final determination with respect 
to the application. After the date the Secretary receives such 
additional information, the application shall be deemed 
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approved unless the Secretary, within 90 days of such date, 
denies such request. 
“(f) REGULATIONS.— 
“(1) IN GENERAL.—The Secretary shall issue interim final 
or final regulations to carry out this section and section 1894. 
“(2) USE OF PACE PROTOCOL.— 

“(A) IN GENERAL.—In issuing such regulations, the Sec- 
retary shall, to the extent consistent with the provisions 
of this section, incorporate the requirements applied to 
PACE demonstration waiver programs under the PACE 
protocol. 

“(B) FLEXIBILITY.—In order to provide for reasonable 
flexibility in adapting the PACE service delivery model 
to the needs of particular organizations (such as those 
in rural areas or those that may determine it appropriate 
to use nonstaff physicians according to State licensing law 
requirements) under this section and section 1894, the 
Secretary (in close consultation with State administering 
agencies) may modify or waive provisions of the PACE 
protocol so long as any such modification or waiver is 
not inconsistent with and would not impair the essential 
elements, objectives, and requirements of this section, but 
may not modify or waive any of the following provisions: 

“(i) The focus on frail elderly qualifying individuals 
who require the level of care provided in a nursing 
facility. 

“(ii) The delivery of comprehensive, integrated 
acute and long-term care services. 

“(iii) The interdisciplinary team approach to care 
management and service delivery. 

“(iv) Capitated, integrated financing that allows 
the provider to pool payments received from public 
and private programs and individuals. 

“(v) The assumption by the provider of full finan- 
cial risk. 

“(3) APPLICATION OF CERTAIN ADDITIONAL BENEFICIARY AND 
PROGRAM PROTECTIONS.— 

“(A) IN GENERAL.—In issuing such regulations and sub- 
ject to subparagraph (B), the Secretary may apply with 
respect to PACE programs, providers, and agreements such 
requirements of part C of title XVIII (or, for periods before 
January 1, 1999, section 1876) and sections 1903(m) and 
1932 relating to protection of beneficiaries and program 
integrity as would apply to Medicare+Choice organizations 
under such part C (or for such periods eligible organizations 
under risk-sharing contracts under section 1876) and to 
medicaid managed care organizations under prepaid capita- 
tion agreements under section 1903(m). 

“(B) CONSIDERATIONS.—In issuing such regulations, the 
Secretary shall— 

“(i) take into account the differences between popu- 
lations served and benefits provided under this section 
and under part C of title XVIII (or, for periods before 
January 1, 1999, section 1876) and section 1903(m); 

“(ii) not include any requirement that conflicts 
with carrying out PACE programs under this section; 
and 
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“(iii) not include any requirement restricting the 
proportion of enrollees who are eligible for benefits 
under this title or title XVIII. 

“(4) CONSTRUCTION.—Nothing in this subsection shall be 
construed as preventing the Secretary from including in regula- 
tions provisions to ensure the health and safety of individuals 
enrolled in a PACE program under this section that are in 
addition to those otherwise provided under paragraphs (2) and 
(3). 

“(g) WAIVERS OF REQUIREMENTS.—With respect to carrying out 


a PACE program under this section, the following requirements 
of this title (and regulations relating to such requirements) shall 
not apply: 


“(1) Section 1902(aX1), relating to any requirement that 
PACE programs or PACE program services be provided in 
all areas of a State. 

“(2) Section 1902(aX10), insofar as such section relates 
to comparability of services among different population groups. 

“(3) Sections 1902(a)(23) and 1915(b\4), relating to freedom 
of choice of providers under a PACE program. 

“(4) Section 1903(m)(2)\A), insofar as it restricts a PACE 
provider from receiving prepaid capitation payments. 

“(5) Such other provisions of this title that, as added or 
amended by the Balanced Budget Act of 1997, the Secretary 
determines are inapplicable to carrying out a PACE program 
under this section. 

“(h) DEMONSTRATION PROJECT FOR FOR-PROFIT ENTITIES.— 

“(1) IN GENERAL.—In order to demonstrate the operation 
of a PACE program by a private, for-profit entity, the Secretary 
(in close consultation with State administering agencies) shall 
grant waivers from the requirement under subsection (a\3) 
that a PACE provider may not be a for-profit, private entity. 

“(2) SIMILAR TERMS AND CONDITIONS.— 

“(A) IN GENERAL.—Except as provided under subpara- 
graph (B), and paragraph (1), the terms and conditions 
for operation of a PACE program by a provider under 
this subsection shall be the same as those for PACE provid- 
ers that are nonprofit, private organizations. 

“(B) NUMERICAL LIMITATION.—The number of programs 
for which waivers are granted under this subsection shall 
not exceed 10. Programs with waivers granted under this 
subsection shall not be counted against the numerical 
limitation specified in subsection (e 1B). 

“(i) Post-ELIGIBILITY TREATMENT OF INCOME.—A State may 


provide for post-eligibility treatment of income for individuals 
enrolled in PACE programs under this section in the same manner 
as a State treats post-eligibility income for individuals receiving 
services under a waiver under section 1915(c). 


“(j) MISCELLANEOUS PROVISIONS.—Nothing in this section or 


section 1894 shall be construed as preventing a PACE provider 
from entering into contracts with other governmental or nongovern- 
mental payers for the care of PACE program eligible individuals 
who are not eligible for benefits under part A, or enrolled under 
= B, of title XVIII or eligible for medical assistance under this 
title.”. 


(b) CONFORMING AMENDMENTS.— 
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(1) Section 1924(a\(5) (42 U.S.C. 1396r—5(a)X(5)) is amend- 
ed— 

(A) in the heading, by striking “FROM ORGANIZATIONS 
RECEIVING CERTAIN WAIVERS” and inserting “UNDER PACE 
PROGRAMS”; and 

(B) by striking “from any organization” and all that 
follows and inserting “under a PACE demonstration waiver 
program (as defined in section 1934(a\(7)) or under a PACE 
program under section 1934 or 1894.”. 

(2) Section 1903(f)(4)(C) (42 U.S.C. 1396b(f\(4)(C)) is amend- 
ed by inserting “or who is a PACE program eligible individual 
enrolled in a PACE program under section 1934,” after “section 
1902(aX10)(A),”. 


SEC. 4803. EFFECTIVE DATE; TRANSITION. 42 USC 1395eee 


(a) TIMELY ISSUANCE OF REGULATIONS; EFFECTIVE DaTE—The ™ 
Secretary of Health and Human Services shall promulgate regula- 
tions to carry out this subtitle in a timely manner. Such regulations 
shall be designed so that entities may establish and operate PACE 
programs under sections 1894 and 1934 of the Social Security 
Act (as added by sections 4801 and 4802 of this subtitle) for periods 
beginning not later than 1 year after the date of the enactment 
of this Act. 

(b) EXPANSION AND TRANSITION FOR PACE DEMONSTRATION 
PROJECT WAIVERS.— 

(1) EXPANSION IN CURRENT NUMBER AND EXTENSION OF 
DEMONSTRATION PROJECTS.—Section 9412(b) of the Omnibus 
Budget Reconciliation Act of 1986, as amended by section 
4118(g) of the Omnibus Budget Reconciliation Act of 1987, 100 Stat. 2062 
is amended— 

(A) in paragraph (1), by inserting before the period 
at the end the following: “, except that the Secretary shall 
grant waivers of such requirements to up to the applicable 
numerical limitation specified in sections 1894(e)(1)B) and 
1934(e) 1)(B) of the Social Security Act”; and 

(B) in paragraph (2)— 

(i) in subparagraph (A), by striking “, including 
permitting the organization to assume progressively 

(over the initial 3-year period of the waiver) the full 

financial risk”; and 

(ii) in subparagraph (C), by adding at the end 
the following: “In granting further extensions, an 
organization shall not be required to provide for report- 
ing of information which is only required because of 
the demonstration nature of the project.”. 

(2) ELIMINATION OF REPLICATION REQUIREMENT.—Section 
9412(b\(2)(B) of such Act, as so amended, shall not apply to 
waivers granted under such section after the date of the enact- 
ment of this Act. 

(3) TIMELY CONSIDERATION OF APPLICATIONS.—In consider- 
ing an application for waivers under such section before the 
effective date of the repeals under subsection (d), subject to 
the numerical limitation under the amendment made by para- 
graph (1), the application shall be deemed approved unless 
the Secretary of Health and Human Services, within 90 days 
after the date of its submission to the Secretary, either denies 
such request in writing or informs the applicant in writing 
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with respect to any additional information which is needed 
in order to make a final determination with respect to the 
application. After the date the Secretary receives such addi- 
tional information, the application shall be deemed approved 
unless the Secretary, within 90 days of such date, denies such 
request. 

(c) PRIORITY AND SPECIAL CONSIDERATION IN APPLICATION.— 


During the 3-year period beginning on the date of the enactment 
of this Act: 


(1) PROVIDER STATUS.—The Secretary of Health and Human 
Services shall give priority in processing applications of entities 
to qualify as PACE programs under section 1894 or 1934 of 
the Social Security Act— 

(A) first, to entities that are operating a PACE dem- 
onstration waiver program (as defined in _ sections 
1894(a)(7) and 1934(a\7) of such Act); and 

(B) then to entities that have applied to operate such 
a program as of May 1, 1997. 

(2) NEW WAIVERS.—The Secretary shall give priority, in 
the awarding of additional waivers under section 9412(b) of 
the Omnibus Budget Reconciliation Act of 1986— 

(A) to any entities that have applied for such waivers 
under such section as of May 1, 1997; and 

(B) to any entity that, as of May 1, 1997, has formally 
contracted with a State to provide services for which pay- 
ment is made on a capitated basis with an understanding 
that the entity was seeking to become a PACE provider. 
(3) SPECIAL CONSIDERATION.—The Secretary shall give spe- 

cial consideration, in the processing of applications described 
in paragraph (1) and the awarding of waivers described in 
paragraph (2), to an entity which as of May 1, 1997, through 
formal activities (such as entering into contracts for feasibility 
studies) has indicated a specific intent to become a PACE 
provider. 

(d) REPEAL OF CURRENT PACE DEMONSTRATION PROJECT 


WAIVER AUTHORITY.— 


97 Stat. 166. 


100 Stat. 183. 


100 Stat. 2062. 


(1) IN GENERAL.—Subject to paragraph (2), the following 
provisions of law are repealed: 

(A) Section 603(c) of the Social Security Amendments 
of 1983 (Public Law 98-21). 

(B) Section 9220 of the Consolidated Omnibus Budget 
Reconciliation Act of 1985 (Public Law 99-272). 

(C) Section 9412(b) of the Omnibus Budget Reconcili- 
ation Act of 1986 (Public Law 99-509). 

(2) DELAY IN APPLICATION TO CURRENT WAIVERS.— 

(A) IN GENERAL.—Subject to subparagraph (B), in the 
case of waivers granted with respect to a PACE program 
before the initial effective date of regulations described 
in subsection (a), the repeals made by paragraph (1) shall 
not apply until the end of a transition period (of up to 
24 months) that begins on the initial effective date of 
such regulations, and that allows sufficient time for an 
orderly transition from demonstration project authority to 
general authority provided under the amendments made 
by this subtitle. 
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(B) STATE OPTION TO SEEK EXTENSION OF CURRENT 
PERIOD.—A State may elect to maintain the PACE pro- 
grams which (as of the date of the enactment of this Act) 
were operating in the State under the authority described 
in paragraph (1) until a date (specified by the State) that 
is not later than 3 years after the initial effective date 
of regulations described in subsection (a). If a State makes 
such an election, the repeals made by paragraph (1) shall 
not apply to the programs until the date so specified, 
but only so long as such programs continue to operate 
under the same terms and conditions as apply to such 
programs as of the date of the enactment of this Act, 
and subparagraph (A) shall not apply to such programs. 


SEC. 4804. STUDY AND REPORTS. 


(a) Srupy.— 42 USC 1395eee 

(1) IN GENERAL.—The Secretary of Health and Human _ 0e. 
Services (in close consultation with State administering agen- 
cies, as defined in sections 1894(aX8) and 1934(a)\(8) of the 
Social Security Act) shall conduct a study of the quality and 
cost of providing PACE program services under the medicare 
and medicaid programs under the amendments made by this 
subtitle. 

(2) STUDY OF PRIVATE, FOR-PROFIT PROVIDERS.—Such study 
shall specifically compare the costs, quality, and access to serv- 
ices by entities that are private, for-profit entities operating 
under demonstration projects waivers granted under sections 
1894(h) and 1934(h) of the Social Security Act with the costs, 
quality, and access to services of other PACE providers. 

(b) REPORT.— 42 USC 1395eee 

(1) IN GENERAL.—Not later than 4 years after the date note. 
of the enactment of this Act, the Secretary shall provide for 
a report to Congress on the impact of such amendments on 
quality and cost of services. The Secretary shall include in 
such report such recommendations for changes in the operation 
of such amendments as the Secretary deems appropriate. 

(2) TREATMENT OF PRIVATE, FOR-PROFIT PROVIDERS.—The 
report shall include specific findings on whether any of the 
following findings is true: 

(A) The number of covered lives enrolled with entities 
operating under demonstration project waivers under sec- 
tions 1894(h) and 1934(h) of the Social Security Act is 
fewer than 800 (or such lesser number as the Secretary 
may find statistically sufficient to make determinations 
respecting findings described in the succeeding subpara- 
graphs). ; 

(B) The population enrolled with such entities is less 
frail than the population enrolled with other PACE provid- 
ers. 

(C) Access to or quality of care for individuals enrolled 
with such entities is lower than such access or quality 
for individuals enrolled with other PACE providers. 

(D) The application of such section has resulted in 
an increase in expenditures under the medicare or medicaid 
programs above the expenditures that would have been 
made if such section did not apply. 
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42 USC 1395b-6 


note. 


42 USC 1397aa. 


42 USC 1397bb. 


(c) INFORMATION INCLUDED IN ANNUAL RECOMMENDATIONS.— 
The Medicare Payment Advisory Commission shall include in its 
annual report under section 1805(b\ 1B) of the Social Security 
Act recommendations on the methodology and level of payments 
made to PACE providers under sections 1894(d) and 1934(d) of 
such Act and on the treatment of private, for-profit entities as 
PACE providers. 


Subtitle J—State Children’s Health 
Insurance Program 


CHAPTER 1—STATE CHILDREN’S HEALTH INSURANCE 
PROGRAM 


SEC. 4901. ESTABLISHMENT OF PROGRAM. 


(a) ESTABLISHMENT.—The Social Security Act is amended by 
adding at the end the following new title: 


“TITLE XXI—STATE CHILDREN’S HEALTH INSURANCE 
PROGRAM 


“SEC. 2101. PURPOSE; STATE CHILD HEALTH PLANS. 


“(a) PURPOSE.—The purpose of this title is to provide funds 
to States to enable them to initiate and expand the provision 
of child health assistance to uninsured, low-income children in 
an effective and efficient manner that is coordinated with other 
sources of health benefits coverage for children. Such assistance 
shall be provided primarily for obtaining health benefits coverage 
through— 

“(1) obtaining coverage that meets the requirements of 
section 2103, or 

“(2) providing benefits under the State’s medicaid plan 
under title XIX, 

or a combination of both. 

“(b) STATE CHILD HEALTH PLAN REQUIRED.—A State is not 
eligible for payment under section 2105 unless the State has submit- 
ted to the Secretary under section 2106 a plan that— 

“(1) sets forth how the State intends to use the funds 
provided under this title to provide child health assistance 
to _~ children consistent with the provisions of this title, 
an 

“(2) has been approved under section 2106. 

“(c) STATE ENTITLEMENT.—This title constitutes budget author- 
ity in advance of appropriations Acts and represents the obligation 
of the Federal Government to provide for the payment to States 
of amounts provided under section 2104. 

“(d) EFFECTIVE DATE.—No State is eligible for payments under 
section 2105 for child health assistance for coverage provided for 
periods beginning before October 1, 1997. 


“SEC. 2102. GENERAL CONTENTS OF STATE CHILD HEALTH PLAN; 
ELIGIBILITY; OUTREACH. 


“(a) GENERAL BACKGROUND AND DESCRIPTION.—A State child 
health plan shall include a description, consistent with the require- 
ments of this title, of— 
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“(1) the extent to which, and manner in which, children 
ix. the State, including targeted low-income children and other 
classes of children classified by income and other relevant fac- 
tors, currently have creditable health coverage (as defined in 
section 2110(c)(2)); 

“(2) current State efforts to provide or obtain creditable 
health coverage for uncovered children, including the steps 
the State is taking to identify and enroll all uncovered children 
who are eligible to participate in public health insurance pro- 
grams and health insurance programs that involve public-pri- 
vate partnerships; 

“(3) how the plan is designed to be coordinated with such 
efforts to increase coverage of children under creditable health 
coverage; 

“(4) the child health assistance provided under the plan 
for targeted low-income children, including the proposed meth- 
ods of delivery, and utilization control systems; 

“(5) eligibility standards consistent with subsection (b); 

“(6) outreach activities consistent with subsection (c); and 

“(7) methods (including monitoring) used— 

“(A) to assure the quality and appropriateness of care, 
particularly with respect to well-baby care, well-child care, 
and immunizations provided under the plan, and 

“(B) to assure access to covered services, including 
emergency services. 

“(b) GENERAL DESCRIPTION OF ELIGIBILITY STANDARDS AND 
METHODOLOGY.— 

“(1) ELIGIBILITY STANDARDS.— 

“(A) IN GENERAL.—The plan shall include a description 
of the standards used to determine the eligibility of tar- 
geted low-income children for child health assistance under 
the plan. Such standards may include (to the extent consist- 
ent with this title) those relating to the geographic areas 
to be served by the plan, age, income and resources (includ- 
ing any standards relating to spenddowns and disposition 
of resources), residency, disability status (so long as any 
standard relating to such status does not restrict eligi- 
bility), access to or coverage under other health coverage, 
and duration of eligibility. Such standards may not 
discriminate on the basis of diagnosis. 

“(B) LIMITATIONS ON ELIGIBILITY STANDARDS.—Such 
eligibility standards— 

“(i) shall, within any defined group of covered tar- 
geted low-income children, not cover such children with 
higher family income without covering children with 
a lower family income, and 

“(ii) may not deny eligibility based on a child hav- 
ing a preexisting medical condition. 

“(2) METHODOLOGY.—The plan shall include a description 
of methods of establishing and continuing eligibility and enroll- 
ment. 

“(3) ELIGIBILITY SCREENING; COORDINATION WITH OTHER 
HEALTH COVERAGE PROGRAMS.—The plan shall include a 
description of procedures to be used to ensure— 

“(A) through both intake and followup screening, that 
only targeted low-income children are furnished child 
health assistance under the State child health plan; 
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“(B) that children found through the screening to be 
eligible for medical assistance under the State medicaid 
plan under title XIX are enrolled for such assistance under 
such plan; 

“(C) that the insurance provided under the State child 
health plan does not substitute for coverage under group 
health plans; 

“(D) the provision of child health assistance to targeted 
low-income children in the State who are Indians (as 
defined in section 4(c) of the Indian Health Care Improve- 
ment Act, 25 U.S.C. 1603(c)); and 

“(E) coordination wrth other public and private pro- 
grams providing creditable coverage for low-income chil- 
dren. 

“(4) NONENTITLEMENT.—Nothing in this title shall be con- 
strued as providing an individual with an entitlement to child 
health assistance under a State child health plan. 

“(c) OUTREACH AND COORDINATION.—A State child health plan 
shall include a description of the procedures to be used by the 
State to accomplish the following: 

“(1) OUTREACH.—Outreach to families of children likely 
to be eligible for child health assistance under the plan or 
under other public or private health coverage programs to 
inform these families of the availability of, and to assist them 
in enrolling their children in, such a program. 

“(2) COORDINATION WITH OTHER HEALTH INSURANCE PRO- 
GRAMS.—Coordination of the administration of the State pro- 
gram under this title with other public and private health 
insurance programs. 


“SEC. 2103. COVERAGE REQUIREMENTS FOR CHILDREN’S HEALTH 
INSURANCE. 


“(a) REQUIRED SCOPE OF HEALTH INSURANCE COVERAGE.—The 
child health assistance provided to a targeted low-income child 
under the plan in the form described in paragraph (1) of section 
2101(a) shall consist, consistent with subsection (cX5), of any of 
the following: 

“(1) BENCHMARK COVERAGE.—Health benefits coverage that 
is equivalent to the benefits coverage in a benchmark benefit 
package described in subsection (b). 

“(2) BENCHMARK-EQUIVALENT COVERAGE.—Health benefits 
coverage that meets the following requirements: 

“(A) INCLUSION OF BASIC SERVICES.—The coverage 
includes benefits for items and services within each of 
the categories of basic services described in subsection 
(cX1). 

“(B) AGGREGATE ACTUARIAL VALUE EQUIVALENT TO 
BENCHMARK PACKAGE.—The coverage has an aggregate 
actuarial value that is at least actuarially equivalent to 
one of the benchmark benefit packages. 

“(C) SUBSTANTIAL ACTUARIAL VALUE FOR ADDITIONAL 
SERVICES INCLUDED IN BENCHMARK PACKAGE.—With respect 
to each of the categories of additional services described 
in subsection (c2) for which coverage is provided under 
the benchmark benefit package used under subparagraph 
(B), the coverage has an actuarial value that is equal 
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to at least 75 percent of the actuarial value of the coverage 

of that category of services in such package. 

“(3) EXISTING COMPREHENSIVE STATE-BASED COVERAGE.— 
Health benefits coverage under an existing comprehensive 
State-based program, described in subsection (d)(1). 

“(4) SECRETARY-APPROVED COVERAGE.—Any other health 
benefits coverage that the Secretary determines, upon applica- 
tion by a State, provides appropriate coverage for the population 
of targeted low-income children proposed to be provided such 
coverage. 

“(b) BENCHMARK BENEFIT PACKAGES.—The benchmark benefit 
packages are as follows: 

“(1) FEHBP-EQUIVALENT CHILDREN’S HEALTH INSURANCE 
COVERAGE.—The standard Blue Cross/Blue Shield preferred 
provider option service benefit plan, described in and offered 
under section 8903(1) of title 5, United States Code. 

“(2) STATE EMPLOYEE COVERAGE.—A health benefits cov- 
erage plan that is offered and generally available to State 
employees in the State involved. 

“(3) COVERAGE OFFERED THROUGH HMO.—The health insur- 
ance coverage plan that— 

“(A) is offered by a health maintenance organization 

(as defined in section 2791(b\3) of the Public Health Serv- 

ice Act), and 

“(B) has the largest insured commercial, non-medicaid 
enrollment of covered lives of such coverage plans offered 
by such a health maintenance organization in the State 
involved. 
“(c) CATEGORIES OF SERVICES; DETERMINATION OF ACTUARIAL 
VALUE OF COVERAGE.— 

“(1) CATEGORIES OF BASIC SERVICES.—For purposes of this 
section, the categories of basic services described in this para- 
graph are as follows: 

“(A) Inpatient and outpatient hospital services. 

“(B) Physicians’ surgical and medical services. 

“(C) Laboratory and x-ray services. 

“(D) Well-baby and well-child care, including age- 
appropriate immunizations. 

“(2) CATEGORIES OF ADDITIONAL SERVICES.—For purposes 
of this section, the categories of additional services described 
in this paragraph are as follows: 

“(A) Coverage of prescription drugs. 
“(B) Mental health services. 

“(C) Vision services. 

“(D) Hearing services. 

“(3) TREATMENT OF OTHER CATEGORIES.—Nothing in this 
subsection shall be construed as preventing a State child health 
plan from providing coverage of benefits that are not within 
a category of services described in paragraph (1) or (2). 

“(4) DETERMINATION OF ACTUARIAL VALUE.—The actuarial 
value of coverage of benchmark benefit packages, coverage 
offered under the State child health plan, and coverage of 
any categories of additional services under benchmark benefit 
—— and under coverage offered by such a plan, shall 
e set forth in an actuarial opinion in an actuarial report 
that has been prepared— 
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“(A) by an individual who is a member of the American 
Academy of Actuaries; 

“(B) using generally accepted actuarial principles and 
methodologies; 

“(C) using a standardized set of utilization and price 
factors; 

“(D) using a standardized population that is represent- 
ative of privately insured children of the age of children 
who are expected to be covered under the State child health 
plan; 

“(E) applying the same principles and factors in 
comparing the value of different coverage (or categories 
of services); 

“(F) without taking into account any differences in 
coverage based on the method of delivery or means of 
cost control or utilization used; and 

“(G) taking into account the ability of a State to reduce 
benefits by ta taking into account the increase in actuarial 
value of benefits coverage offered under the State child 
health plan that results from the limitations on cost sharing 
under such coverage. 

The actuary preparing the opinion shall select and specify 
in the memorandum the standardized set and population to 
be used under subparagraphs (C) and (D). 

“(5) CONSTRUCTION ON PROHIBITED COVERAGE.—Nothing in 
this section shall be construed as requiring any health benefits 
coverage offered under the plan to provide coverage for items 
or services for which payment is prohibited under this title, 
pocrmcnmcet erie, Hye any benchmark benefit package includes 
coverage for such an item or service. 

“(d) DESCRIPTION OF EXISTING COMPREHENSIVE STATE-BASED 


COVERAGE.— 


“(1) IN GENERAL.—A program described in this paragraph 
is a child health coverage program that— 

“(A) includes coverage of a range of benefits; 

“(B) is administered or overseen by the State and 
receives funds from the State; 

: “(C) is offered in New York, Florida, or Pennsylvania; 
an 

“(D) was offered as of the date of the enactment of 
this title. 

“(2) MODIFICATIONS.—A State may modify a program 
described in paragraph (1) from time to time so long as it 
continues to meet the requirement of subparagraph (A) and 
does not reduce the actuarial value of the coverage under 
the program below the lower of— 

“(A) the actuarial value of the coverage under the 
program as of the date of the enactment of this title, 
or 

“(B) the actuarial value described in subsection 
(aX2XB), 

evaluated as of the time of the modification. 
“(e) Cost-SHARING.— 

“(1) DESCRIPTION; GENERAL CONDITIONS.— 

“(A) DESCRIPTION.—A State child health plan shall 
include a description, consistent with this subsection, of 
the amount (if any) of premiums, deductibles, coinsurance, 
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and other cost sharing imposed. Any such charges shall 

be imposed pursuant to a public schedule. 

“(B) PROTECTION FOR LOWER INCOME CHILDREN.—The 
State child health plan may only vary premiums, 
deductibles, coinsurance, and other cost sharing based on 
the family income of targeted low-income children in a 
manner that does not favor children from families with 
higher income over children from families with lower 
income. 

“(2) NO COST SHARING ON BENEFITS FOR PREVENTIVE SERV- 
ICES.—The State child health plan may not impose deductibles, 
coinsurance, or other cost sharing with respect to benefits for 
services within the category of services described in subsection 
(cX 1D). 

“(3) LIMITATIONS ON PREMIUMS AND COST-SHARING.— 

“(A) CHILDREN IN FAMILIES WITH INCOME BELOW 150 
PERCENT OF POVERTY LINE.—In the case of a targeted low- 
income child whose family income is at or below 150 percent 
of the poverty line, the State child health plan may not 
impose— 

“(i) an enrollment fee, premium, or similar charge 
that exceeds the maximum monthly charge permitted 
consistent with standards established to carry out sec- 
tion 1916(b\(1) (with respect to individuals described 
in such section); and 

“(ii) a deductible, cost sharing, or similar charge 
that exceeds an amount that is nominal (as determined 
consistent with regulations referred to in section 
1916(aX3), with such appropriate adjustment for infla- 
tion or other reasons as the Secretary determines to 
be reasonable). 

“(B) OTHER CHILDREN.—For children not described in 
subparagraph (A), subject to paragraphs (1B) and (2), 
any premiums, deductibles, cost sharing or similar charges 
imposed under the State child health plan may be imposed 
on a sliding scale related to income, except that the total 
annual aggregate cost-sharing with respect to all targeted 
low-income children in a family under this title may not 
exceed 5 percent of such family’s income for the year 
involved. 

“(4) RELATION TO MEDICAID REQUIREMENTS.—Nothing in 
this subsection shall be construed as affecting the rules relating 
to the use of enrollment fees, premiums, deductions, cost shar- 
ing, and similar charges in the case of targeted low-income 
children who are provided child health assistance in the form 
of coverage under a medicaid program under section 2101(a)(2). 
“(f) APPLICATION OF CERTAIN REQUIREMENTS.— 

“(1) RESTRICTION ON APPLICATION OF PREEXISTING CONDI- 
TION EXCLUSIONS.— 

“(A) IN GENERAL.—Subject to subparagraph (B), the 
State child health plan shall not permit the imposition 
of any preexisting condition exclusion for covered benefits 
under the plan. 

“(B) GROUP HEALTH PLANS AND GROUP HEALTH INSUR- 
ANCE COVERAGE.—If the State child health plan provides 
for benefits through payment for, or a contract with, a 
group health plan or group health insurance coverage, the 
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plan may permit the imposition of a preexisting condition 
exclusion but only insofar as it is permitted under the 
applicable provisions of part 7 of subtitle B of title I of 
the Employee Retirement Income Security Act of 1974 and 
title XXVII of the Public Health Service Act. 

“(2) COMPLIANCE WITH OTHER REQUIREMENTS.—Coverage 
offered under this section shall comply with the requirements 
of subpart 2 of part A of title XXVII of the Public Health 
Service Act insofar as such requirements apply with respect 
to a health insurance issuer that offers group health insurance 
coverage. 


42 USC 1397dd. “SEC. 2104. ALLOTMENTS. 


“(a) APPROPRIATION; TOTAL ALLOTMENT.—For the purpose of 


providing allotments to States under this section, there is appro- 
priated, out of any money in the Treasury not otherwise appro- 
priated— 


“(1) for fiscal year 1998, $4,275,000,000; 
“(2) for fiscal year 1999, $4,275,000,000; 
“(3) for fiscal year 2000, $4,275,000,000; 
“(4) for fiscal year 2001, $4,275,000,000; 
“(5) for fiscal year 2002, $3,150,000,000; 
“(6) for fiscal year 2003, $3,150,000,000; 
“(7) for fiscal year 2004, $3,150,000,000; 
“(8) for fiscal year 2005, $4,050,000,000; 
“(9) for fiscal year 2006, $4,050,000,000; and 
“(10) for Saal wie 2007, $5,000,000,000. 
“(b) ALLOTMENTS TO 50 STATES AND DISTRICT OF COLUMBIA.— 
“(1) IN GENERAL.—Subject to paragraph (4) and subsection 
(d), of the amount available for allotment under subsection 
(a) for a fiscal year, reduced by the amount of allotments 
made under subsection (c) for the fiscal year, the Secretary 
shall allot to each State (other than a State described in such 
subsection) with a State child health plan approved under 
this title the same proportion as the ratio of— 
“(A) the product of (i) the number of children described 
in paragraph (2) for the State for the fiscal year and 
(ii) the State cost factor for that State (established under 
paragraph (3)); to 
“(B) the sum of the products computed under subpara- 
graph (A). 
“(2) NUMBER OF CHILDREN.— 
“(A) IN GENERAL.—The number of children described 
in this paragraph for a State for— 

“(i) each of fiscal years 1998 through 2000 is equal 
to the number of low-income children in the State 
with no health insurance coverage for the fiscal year; 

“(ii) fiscal year 2001 is equal to— 

“(I) 75 percent of the number of low-income 
children in the State for the fiscal year with no 
health insurance coverage, plus 

“(II) 25 percent of the number of low-income 
children in the State for the fiscal year; and 
“(iii) each succeeding fiscal year is equal to— 

“(I) 50 percent of the number of low-income 
children in the State for the fiscal year with no 
health insurance coverage, plus 
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“(II) 50 percent of the number of low-income 
children in the State for the fiscal year. 

“(B) DETERMINATION OF NUMBER OF CHILDREN.—For 
purposes of subparagraph (A), a determination of the num- 
ber of low-income children (and of such children who have 
no health insurance coverage) for a State for a fiscal year 
shall be made on the basis of the arithmetic average of 
the number of such children, as reported and defined in 
the 3 most recent March supplements to the Current Popu- 
lation Survey of the Bureau of the Census before the begin- 
ning of the fiscal year. 

“(3) ADJUSTMENT FOR GEOGRAPHIC VARIATIONS IN HEALTH 
cosTs.— 

“(A) IN GENERAL.—For purposes of paragraph (1)(A)ii), 
the ‘State cost factor’ for a State for a fiscal year equal 
to the sum of— 

“(i) 0.15, and 
“(ii) 0.85 multiplied by the ratio of— 

“(I) the annual average wages per employee 
for the State for such year (as - ooh seen under 
subparagraph (B)), to 

“(II) the annual average wages per employee 
for the 50 States and the District of Columbia. 

“(B) ANNUAL AVERAGE WAGES PER EMPLOYEE.—For pur- 
poses of subparagraph (A), the ‘annual average wages per 
employee’ for a State, or for all the States. for a fiscal 
year is equal to the average of the annual wages per 
employee for the State or for the 50 States and the District 
of Columbia for employees in the health services industry 
(SIC code 8000), as reported by the Bureau of Labor Statis- 
tics of the Department of Labor for each of the most recent 
3 years before the beginning of the fiscal year involved. 
“(4) FLOOR FOR STATES.—Subject to paragraph (5), in no 

case shall the amount of the allotment under this subsection 
for one of the 50 States or the District of Columbia for a 
year be less than $2,000,000. To the extent that the application 
of the previous sentence results in an increase in the allotment 
to a State above the amount otherwise provided, the allotments 
for the other States and the District of Columbia under this 
subsection shall be reduced in a pro rata manner (but not 
below $2,000,000) so that the total of such allotments in a 
fiscal year does not exceed the amount otherwise provided 
for allotment under paragraph (1) for that fiscal year. 

“(c) ALLOTMENTS TO TERRITORIES. — 

“(1) IN GENERAL.—Of the amount available for allotment 
under subsection (a) for a fiscal year, subject to subsection 
(d), the Secretary shall allot 0.25 percent among each of the 
commonwealths and territories described in paragraph (3) in 
the same proportion as the percentage specified in paragraph 
(2) for such commonwealth or territory bears to the sum of 
such percentages for all such commonwealths or territories 
so described. 

“(2) PERCENTAGE.—The percentage specified in this para- 
graph for— 

“(A) Puerto Rico is 91.6 percent, 

“(B) Guam is 3.5 percent, 

“(C) Virgin Islands is 2.6 percent, 
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“(D) American Samoa is 1.2 percent, and 
“(E) the Northern Mariana Islands is 1.1 percent. 

“(3) COMMONWEALTHS AND TERRITORIES.—A commonwealth 
or territory described in this paragraph is any of the following 
if it has a State child health plan approved under this title: 

“(A) Puerto Rico. 

“(B) Guam. 

“(C) the Virgin Islands. 

“(D) American Samoa. 

“(E) the Northern Mariana Islands. 

“(d) CERTAIN MEDICAID EXPENDITURES COUNTED AGAINST 
INDIVIDUAL STATE ALLOTMENTS.—The amount of the allotment 
otherwise provided to a State under subsection (b) or (c) for a 
fiscal year shall be reduced by the sum of— 

“(1) the amount (if any) of the payments made to that 
State under section 1903(a) for calendar quarters during such 
fiscal year that is attributable to the provision of medical assist- 
ance to a child during a presumptive eligibility period under 
section 1920A, and 

“(2) the amount of payments under such section during 
such period that is attributable to the provision of medical 
assistance to a child for which payment is made under section 
1903(aX1) on the basis of an enhanced FMAP under section 
1905(b). 

“(e) 3-YEAR AVAILABILITY OF AMOUNTS ALLOTTED.—Amounts 
allotted to a State pursuant to this section for a fiscal year shall 
remain available for expenditure by the State through the end 
of the second succeeding fiscal year; except that amounts reallotted 
to a State under subsection (f) shall be available for expenditure 
by the State through the end of the fiscal year in which they 
are reallotted. 

“(f) PROCEDURE FOR REDISTRIBUTION OF UNUSED ALLOT- 
MENTS.—The Secretary shall determine an appropriate procedure 
for redistribution of allotments from States that were provided 
allotments under this section for a fiscal year but that do not 
expend all of the amount of such allotments during the period 
in which such allotments are available for expenditure under sub- 
section (e), to States that have fully expended the amount of their 
allotments under this section. 


“SEC. 2105. PAYMENTS TO STATES. 


“(a) IN GENERAL.—Subject to the succeeding provisions of this 
section, the Secretary shall pay to each State with a plan approved 
under this title, from its allotment under section 2104 (taking 
into account any adjustment under section 2104(d)), an amount 
for each quarter equal to the enhanced FMAP of expenditures 
in the quarter— 

“(1) for child health assistance under the plan for targeted 
low-income children in the form of providing health benefits 
coverage that meets the requirements of section 2103; and 

“(2) only to the extent permitted consistent with subsection 
(c}— 

“(A) for payment for other child health assistance for 
targeted low-income children; 
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“(B) for expenditures for health services initiatives 
under the plan for improving the health of children (includ- 
ing targeted low-income children and other low-income chil- 

ren); 

“(C) for expenditures for outreach activities as provided 
in section 2102(c)(1) under the plan; and 

“(D) for other reasonable costs incurred by the State 
to administer the plan. 

“(b) ENHANCED FMAP.—For purposes of subsection (a), the 
‘enhanced FMAP’, for a State for a fiscal year, is equal to the 
Federal medical assistance percentage (as defined in the first sen- 
tence of section 1905(b)) for the State increased by a number of 
percentage points equal to 30 percent of the number of percentage 
points by which (1) such Federal medical assistance percentage 
for the State, is less than (2) 100 percent; but in no case shall 
the enhanced FMAP for a State exceed 85 percent. 

“(c) LIMITATION ON CERTAIN PAYMENTS FOR CERTAIN EXPENDI- 
TURES.— 

“(1) GENERAL LIMITATIONS.—Funds provided to a State 
under this title shall only be used to carry out the purposes 
of this title (as described in section 2101), and any health 
insurance coverage provided with such funds may edad cov- 
erage of abortion only if necessary to save the life of the 
mother or if the pregnancy is the result of an act of rape 
or incest. 

“(2) LIMITATION ON EXPENDITURES NOT USED FOR MEDICAID 
OR HEALTH INSURANCE ASSISTANCE.— 

“(A) IN GENERAL.—Except as provided in this para- 
graph, payment shall not be made under subsection (a) 

expenditures for items described in subsection (a) (other 
than paragraph (1)) for a quarter in a fiscal year to the 
extent the total of such expenditures exceeds 10 percent 
of the sum of— 
“(i) the total Federal payments made under sub- 
section (a) for such quarter in the fiscal year, and 
“(ii) the total Federal payments made under sec- 
tion 1903(a)(1) based on an enhanced FMAP described 
in section 1905(u)(2) for such quarter. 

“(B) WAIVER AUTHORIZED FOR COST-EFFECTIVE ALTER- 
NATIVE.—The limitation under subparagraph (A) on 
expenditures for items described in pom saa Ho (a2) shall 
not apply to the extent that a State establishes to the 
satisfaction of the Secretary that— 

“(i) coverage provided to targeted low-income chil- 
dren through such expenditures meets the require- 

ments of section 2103; 

“(ii) the cost of such coverage is not: greater, on 
an omnes per child basis, than the cost of coverage 

~ would otherwise be provided under section 2103; 


* aii) such coverage is provided through the use 
of a community-based health delivery system, such 
as through contracts with health centers receiving 
funds under section 330 of the Public Health Service 
Act or with hospitals such as those that receive dis- 
proportionate share payment adjustments under sec- 
tion 1886(d\(5)(F) or 1923. 
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“(3) WAIVER FOR PURCHASE OF FAMILY COVERAGE.—Pay- 
ment may be made to a State under subsection (a)(1) for the 
purchase of family coverage under a group health plan or 
health insurance coverage that includes coverage of targeted 
low-income children only if the State establishes to the satisfac- 
tion of the Secretary that— 

“(A) purchase of such coverage is cost-effective relative 
to the amounts that the State would have paid to obtain 
comparable coverage only of the targeted low-income chil- 
dren involved, and 

“(B) such coverage shall not be provided if it would 
otherwise substitute for health insurance coverage that 
would be provided to such children but for the purchase 
of family coverage. 

“(4) USE OF NON-FEDERAL FUNDS FOR STATE MATCHING 
REQUIREMENT.—Amounts provided by the Federal Government, 
or services assisted or subsidized to any significant extent 
by the Federal Government, may not be included in determining 
the amount of non-Federal contributions required under sub- 
section (a). 

“(5) OFFSET OF RECEIPTS ATTRIBUTABLE TO PREMIUMS AND 
OTHER COST-SHARING.—For purposes of subsection (a), the 
amount of the expenditures under the plan shall be reduced 
by the amount of any premiums and other cost-sharing received 
by the State. 

“(6) PREVENTION OF DUPLICATIVE PAYMENTS.— 

“(A) OTHER HEALTH PLANS.—No payment shall be made 
to a State under this section for expenditures for child 
health assistance provided for a targeted low-income child 
under its plan to the extent that a private insurer (as 
defined by the Secretary by regulation and including a 
group health plan (as defined in section 607(1) of the 
Employee Retirement Income Security Act of 1974), a serv- 
ice benefit plan, and a health maintenance organization) 
would have been obligated to provide such assistance but 
for a provision of its insurance contract which has the 
effect of limiting or excluding such obligation because the 
individual is eligible for or is provided child health assist- 
ance under the plan. 

“(B) OTHER FEDERAL GOVERNMENTAL PROGRAMS.— 
Except as otherwise provided by law, no payment shall 
be made to a State under this section for expenditures 
for child health assistance provided for a targeted low- 
income child under its plan to the extent that payment 
has been made or can reasonably be expected to be made 
promptly (as determined in accordance with regulations) 
under any other federally operated or financed health care 
insurance program, other than an insurance program oper- 
ated or financed by the Indian Health Service, as identified 
by the Secretary. For purposes of this paragraph, rules 
similar to the rules for overpayments under section 
1903(d\(2) shall apply. 

“(7) LIMITATION ON PAYMENT FOR ABORTIONS.— 

“(A) IN GENERAL.—Payment shall not be made to a 
State under this section for any amount expended under 
the State plan to pay for any abortion or to assist in 
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the purchase, in whole or in part, of health benefit coverage 

that includes coverage of abortion. 

“(B) EXCEPTION.—Subparagraph (A) shall not apply 
to an abortion only if necessary to save the life of the 
mother or if the pregnancy is the result of an act of rape 
or incest. 

“(C) RULE OF CONSTRUCTION.—Nothing in this section 
shall be construed as affecting the expenditure by a State, 
locality, or private person or entity of State, local, or private 
funds (other than funds expended under the State plan) 
for any abortion or for health benefits coverage that 
includes coverage of abortion. 

“(d) MAINTENANCE OF EFFORT.— 

“(1) IN MEDICAID ELIGIBILITY STANDARDS.—No payment may 
be made under subsection (a) with respect to child health 
assistance provided under a State child health plan if the 
State adopts income and resource standards and methodologies 
for purposes of determining a child’s eligibility for medical 
assistance under the State plan under title XIX that are more 
restrictive than those applied as of June 1, 1997. 

“(2) IN AMOUNTS OF PAYMENT EXPENDED FOR CERTAIN 
STATE-FUNDED HEALTH INSURANCE PROGRAMS FOR CHILDREN.— 

“(A) IN GENERAL.—The amount of the allotment for 
a State in a fiscal year (beginning with fiscal year 1999) 
shall be reduced by the amount by which— 

“(i) the total of the State children’s health insur- 

—_ expenditures in the preceding fiscal year, is less 

than 

“(ii) the total of such expenditures in fiscal year 

1996. 

“(B) STATE CHILDREN’S HEALTH INSURANCE EXPENDI- 
TURES.—The term ‘State children’s health insurance 
expenditures’ means the following: 

; “(i) The State share of expenditures under this 
title. 
“(ii) The State share of expenditures under title 

XIX that are attributable to an enhanced FMAP under 

section 1905(u). 

“(iii) State expenditures under health benefits cov- 
erage under an existing comprehensive State-based 

program, described section 2103(d). 

“(e) ADVANCE PAYMENT; RETROSPECTIVE ADJUSTMENT.—The 
Secretary may make payments under this section for each quarter 
on the basis of advance estimates of expenditures submitted by 
the State and such other investigation as the Secretary may find 
necessary, and may reduce or increase the payments as necessary 
to adjust for any overpayment or underpayment for prior quarters. 


“SEC. 2106. PROCESS FOR SUBMISSION, APPROVAL, AND AMENDMENT 42 USC 1397ff. 
OF STATE CHILD HEALTH PLANS. 


“(a) INITIAL PLAN.— 

“(1) IN GENERAL.—As a condition of receiving payment 
under section 2105, a State shall submit to the Secretary a 
State child health plan that meets the applicable requirements 
of this title. 

“(2) APPROVAL.—Except as the Secretary may provide under 
subsection (e), a State plan submitted under paragraph (1)— 
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“(A) shall be approved for purposes of this title, and 

“(B) shall be effective beginning with a calendar quar- 
ter that is specified in the plan, but in no case earlier 
than October 1, 1997. 

“(b) PLAN AMENDMENTS.— 

“(1) IN GENERAL.—A State may amend, in whole or in 
part, its State child health plan at any time through transmittal 
of a plan amendment. 

“(2) APPROVAL.—Except as the Secretary may provide under 
subsection (e), an amendment to a State plan submitted under 
paragraph (1)}— 

“(A) shall be approved for purposes of this title, and 

“(B) shall be effective as provided in paragraph (3). 
“(3) EFFECTIVE DATES FOR AMENDMENTS.— 

“(A) IN GENERAL.—Subject to the succeeding provisions 
of this paragraph, an amendment to a State plan shall 
take effect on one or more effective dates specified in the 
amendment. 

“(B) AMENDMENTS RELATING TO ELIGIBILITY OR BENE- 
FITS.— 

“(i) NOTICE REQUIREMENT.—Any plan amendment 
that eliminates or restricts eligibility or benefits under 
the plan may not take effect unless the State certifies 
that it has provided prior public notice of the change, 
in a form and manner provided under applicable State 
law. 

“(ii) TIMELY TRANSMITTAL.—Any plan amendment 
that eliminates or restricts eligibility or benefits under 
the plan shall not be effective for longer than a 60- 
day period unless the amendment has been transmitted 
to the Secretary before the end of such period. 

“(C) OTHER AMENDMENTS.—Any plan amendment that 
is not described in subparagraph (B) and that becomes 
effective in a State fiscal year may not remain in effect 
after the end of such fiscal year (or, if later, the end 
of the 90-day period on which it becomes effective) unless 
the amendment has been transmitted to the Secretary. 

“(c) DISAPPROVAL OF PLANS AND PLAN AMENDMENTS.— 

“(1) PROMPT REVIEW OF PLAN SUBMITTALS.—The Secretary 
shall promptly review State plans and plan amendments 
submitted under this section to determine if they substantially 
comply with the requirements of this title. 

“(2) 90-DAY APPROVAL DEADLINES.—A State plan or plan 
amendment is considered approved unless the Secretary notifies 
the State in writing, within 90 days after receipt of the plan 
or amendment, that the plan or amendment is disapproved 
(and the reasons for disapproval) or that specified additional 
information is needed. 

“(3) CORRECTION.—In the case of a disapproval of a plan 
or plan amendment, the Secretary shall provide a State with 
a reasonable opportunity for correction before taking financial 
sanctions against the State on the basis of such disapproval. 
“(d) PROGRAM OPERATION.— 

“(1) IN GENERAL.—The State shall conduct the program 
in accordance with the plan (and any amendments) approved 
under subsection (c) and with the requirements of this title. 
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“(2) VIOLATIONS.—The Secretary shall establish a process 
for enforcing requirements under this title. Such process shall 
provide for the withholding of funds in the case of substantial 
noncompliance with such requirements. In the case of an 
enforcement action against a State under this paragraph, the 
Secretary shall provide a State with a reasonable opportunity 
for correction before taking financial sanctions against the State 
on the basis of such an action. 

“(e) CONTINUED APPROVAL.—An approved State child health 
plan shall continue in effect unless and until the State amends 
the plan under subsection (b) or the Secretary finds, under sub- 
section (d), substantial noncompliance of the plan with the require- 
ments of this title. 


“SEC. 2107. STRATEGIC OBJECTIVES AND PERFORMANCE GOALS; PLAN 42 USC 1397gg. 
ADMINISTRATION. 


“(a) STRATEGIC OBJECTIVES AND PERFORMANCE GOALS.— 

“(1) DESCRIPTION.—A State child health plan shall include 

a description of— 

“(A) the strategic objectives, 

“(B) the performance goals, and 

“(C) the performance measures, 
the State has established for providing child health assistance 
to targeted low-income children under the plan and otherwise 
for maximizing health benefits coverage for other low-income 
children and children generally in the State. 

“(2) STRATEGIC OBJECTIVES.—Such plan shall identify spe- 
cific strategic objectives relating to increasing the extent of 
creditable health coverage among targeted low-income children 
and other low-income children. 

“(3) PERFORMANCE GOALS.—Such plan shall specify one 
or more performance goals for each such strategic objective 
so identified. 

“(4) PERFORMANCE MEASURES.—Such plan shall describe 
how performance under the plan will be— 

“(A) measured through objective, independently verifi- 
able means, and 
“(B) compared against performance goals, in order to 
determine the State’s performance under this title. 
“(b) RECORDS, REPORTS, AUDITS, AND EVALUATION.— 

“(1) DATA COLLECTION, RECORDS, AND REPORTS.—A State 
child health plan shall include an assurance that the State 
will collect the data, maintain the records, and furnish the 
reports to the Secretary, at the times and in the standardized 
format the Secretary may require in order to enable the Sec- 
retary to monitor State program administration and compliance 
and to evaluate and compare the effectiveness of State plans 
under this title. 

“(2) STATE ASSESSMENT AND STUDY.—A State child health 
plan shall include a description of the State’s plan for the 
annual assessments and reports under section 2108(a) and 
the evaluation required by section 2108(b). 

“(3) AuDITS.—A State child health plan shall include an 
assurance that the State will afford the Secretary access to 
any records or information relating to the plan for the purposes 
of review or audit. 
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“(c) PROGRAM DEVELOPMENT PROCESS.—A State child health 
plan shall include a description of the process used to involve 
the public in the design and implementation of the plan and the 
method for ensuring ongoing public involvement. 

“(d) PROGRAM BUDGET.—A State child health plan shall include 
a description of the budget for the plan. The description shall 
be updated periodically as necessary and shall include details on 
the planned use of funds and the sources of the non-Federal share 
of o expenditures, including any requirements for cost-sharing 
by Soaaiiadarhen. 

“(e) APPLICATION OF CERTAIN GENERAL PROVISIONS.—The fol- 
lowing sections of this Act shall apply to States under this title 
in the same manner as they apply to a State under title XIX: 

“(1) TITLE XIX PROVISIONS.— 

“(A) Section 1902(a)4\XC) (relating to conflict of 
interest standards). 

“(B) Paragraphs (2), (16), and (17) of section 1903(i) 
(relating to limitations on payment). 

“(C) Section 1903(w) (relating to limitations on provider 
taxes and donations). 

“(2) TITLE XI PROVISIONS.— 

“(A) Section 1115 (relating to waiver authority). 

“(B) Section 1116 (relating to administrative and 
= review), but only insofar as consistent with this 
title. 

“(C) Section 1124 (relating to disclosure of ownership 
and related information). 

“(D) Section 1126 (relating to disclosure of information 
about certain convicted individuals). 

“(E) Section 1128A (relating to civil monetary pen- 
alties). 

“(F) Section 1128B(d) (relating to criminal penalties 
for certain additional charges). 

“(G) Section 1132 (relating to periods within which 
claims must be filed). 


“SEC. 2108. ANNUAL REPORTS; EVALUATIONS. 


“(a) ANNUAL REPORT.—The State shall— 

“(1) assess the operation of the State plan under this title 
in each fiscal year, including the progress made in reducing 
the number of uncovered low-income children; and 

“(2) report to the Secretary, by January 1 following the 
end of the fiscal year, on the result of the assessment. 

“(b) STATE EVALUATIONS.— 

“(1) IN GENERAL.—By March 31, 2000, each State that 
has a State child health plan shall submit to the Secretary 
an evaluation that includes each of the following: 

“(A) An assessment of the effectiveness of the State 
= in increasing the number of children with creditable 
ealth coverage. 

“(B) A description and analysis of the effectiveness 

of elements of the State plan, including— 
“(i) the characteristics of the children and families 
assisted under the State plan including age of the 
children, family income, wll the assisted child’s access 


to or coverage by other health insurance prior to the 
State plan and after eligibility for the State plan ends, 
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“(ii) the quality of health coverage provided includ- 
ing the types of benefits provided, 

“(iii) the amount and level (including payment of 
aap or all of any premium) of assistance provided 

y the State, 

“(iv) the service area of the State plan, 

“(v) the time limits for coverage of a child under 
the State plan, 

“(vi) the State’s choice of health benefits coverage 
and other methods used for providing child health 
assistance, and 

“(vii) the sources of non-Federal funding used in 
the State plan. 

“(C) An assessment of the effectiveness of other public 
and private programs in the State in increasing the avail- 
ability of affordable quality individual and family health 
insurance for children. 

“(D) A review and assessment of State activities to 
coordinate the plan under this title with other public and 
private programs providing health care and health care 
financing, including medicaid and maternal and child 
health services. 

“(E) An analysis of changes and trends in the State 
that affect the provision of accessible, affordable, quality 
health insurance and health care to children. 

“(F) A description of any plans the State has for 
improving the availability of health insurance and health 
care for children. 

“(G) Recommendations for improving the program 
under this title. 

“(H) Any other matters the State and the Secretary 
consider appropriate. 

“(2) REPORT OF THE SECRETARY.—The Secretary shall sub- Public 
mit to Congress and make available to the public by December information. 
31, 2001, a report based on the evaluations submitted by States 
under paragraph (1), containing any conclusions and rec- 
ommendations the Secretary considers appropriate. 


“SEC. 2109. MISCELLANEOUS PROVISIONS. 42 USC 1397ii. 


“(a) RELATION TO OTHER LAwWs.— 

“(1) HIPAA.—Health benefits coverage provided under sec- 
tion 2101(aX1) (and coverage provided under a waiver under 
section 2105(c)(2)(B)) shall be treated as creditable coverage 
for purposes of part 7 of subtitle B of title Il of the Employee 
Retirement Income Security Act of 1974, title XXVII of the 
Public Health Service Act, and subtitle K of the Internal Reve- 
nue Code of 1986. 

“(2) ERISA.—Nothing in this title shall be construed as 
affecting or modifying section 514 of the Employee Retirement 
Income Security Act of 1974 (29 U.S.C. 1144) with respect 
to a group health plan (as defined in section 2791l(a)(1) of 
the Public Health Service Act (42 U.S.C. 300gg—91(a)(1)). 


“SEC. 2110. DEFINITIONS. 42 USC 1397jj. 
“(a) CHILD HEALTH ASSISTANCE.—For purposes of this title, 
the term ‘child health assistance’ means payment for part or all 


of the cost of health benefits coverage for targeted low-income 
children that includes any of the following (and includes, in the 
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case described in section 2105(aX(2XA), payment for part or all 
of the cost of providing any of the following), as specified under 
the State plan: 


“(1) Inpatient hospital services. 

“(2) Outpatient hospital services. 

“(3) Physician services. 

“(4) Surgical services. 

“(5) Clinic services (including health center services) and 
other ambulatory health care services. 

“(6) Prescription drugs and biologicals and the administra- 
tion of such drugs and biologicals, only if such drugs and 
biologicals are not furnished for the purpose of causing, or 
assisting in causing, the death, suicide, euthanasia, or mercy 
killing of a person. 

“(7) Over-the-counter medications. 

“(8) Laboratory and radiological services. 

“(9) Prenatal care and prepregnancy family planning serv- 
ices and supplies. 

“(10) Inpatient mental health services, other than services 
described in paragraph (18) but including services furnished 
in a State-operated mental hospital and including residential 
or other 24-hour therapeutically planned structured services. 

“(11) Outpatient mental health services, other than services 
described in paragraph (19) but including services furnished 
in a State-operated mental hospital and including community- 
based services. 

“(12) Durable medical equipment and other medically- 
related or remedial devices (such as prosthetic devices, 
implants, eyeglasses, hearing aids, dental devices, and adaptive 
devices). 

“(13) Disposable medical supplies. 

“(14) Home and community-based health care services and 
related supportive services (such as home health nursing serv- 
ices, home health aide services, personal care, assistance with 
activities of daily living, chore services, day care services, res- 
pite care services, training for family members, and minor 
modifications to the home). 

“(15) Nursing care services (such as nurse practitioner 
services, nurse midwife services, advanced practice nurse serv- 
ices, private duty nursing care, pediatric nurse services, and 
respiratory care services) in a home, school, or other setting. 

“(16) Abortion only if necessary to save the life of the 
mother or if the pregnancy is the result of an act of rape 
or incest. 

“(17) Dental services. 

“(18) Inpatient substance abuse treatment services and 
residential substance abuse treatment services. 

“(19) Outpatient substance abuse treatment services. 

“(20) Case management services. 

“(21) Care coordination services. 

“(22) Physical therapy, occupational therapy, and services 
for individuals with speech, hearing, and language disorders. 

“(23) Hospice care. 

“(24) Any other medical, diagnostic, screening, preventive, 
restorative, remedial, therapeutic, or rehabilitative services 
(whether in a facility, home, school, or other setting) if recog- 
nized by State law and only if the service is— 
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“(A) prescribed by or furnished by a physician or other 
licensed or registered practitioner within the scope of prac- 
tice as defined by State law, 

“(B) performed under the general supervision or at 
the direction of a physician, or 

“(C) furnished by a health care facility that is operated 
by a State or local government or is licensed under State 
law and operating within the scope of the license. 

“(25) Premiums for private health care insurance coverage. 

“(26) Medical transportation. 

“(27) Enabling services (such as transportation, translation, 
and outreach services) only if designed to increase the acces- 
sibility of primary and preventive health care services for 
eligible low-income individuals. 

“(28) Any other health care services or items specified 
by the Secretary and not excluded under this section. 

“(b) TARGETED LOW-INCOME CHILD DEFINED.—For purposes of 
this title— 

“(1) IN GENERAL.—Subject to paragraph (2), the term ‘tar- 
geted low-income child’ means a child— 

“(A) who has been determined eligible by the State 
for child health assistance under the State plan; 

“(B)(i) who is a low-income child, or 

“(ii) is a child whose family income (as determined 
under the State child health plan) exceeds the medicaid 
applicable income level (as defined in paragraph (4)), but 
does not exceed 50 percentage points above the medicaid 
applicable income level; and 

“(C) who is not found to be eligible for medical assist- 
ance under title XIX or covered under a group health 
plan or under health insurance coverage (as such terms 
are defined in section 2791 of the Public Health Service 
Act). 

“(2) CHILDREN EXCLUDED.—Such term does not include— 

“(A) a child who is an inmate of a public institution 
or a patient in an institution for mental diseases; or 

(B) a child who is a member of a family that is 
eligible for health benefits coverage under a State health 
benefits plan on the basis of a family member’s employment 
with a public agency in the State. 

“(3) SPECIAL RULE.—A child shall not be considered to 
be described in paragraph (1)(C) notwithstanding that the child 
is covered under a health insurance coverage program that 
has been in operation since before July 1, 1997, and that 
is offered by a State which receives no Federal funds for the 
program’s operation. 

“(4) MEDICAID APPLICABLE INCOME LEVEL.—The term 
‘medicaid applicable income level’ means, with respect to a 
child, the cflective income level (expressed as a percent of 
the poverty line) that has been specified under the State plan 
under title XIX (including under a waiver authorized by the 
Secretary or under section 1902(r)(2)), as of June 1, 1997, 
for the child to be eligible for medical assistance under section 
1902(1\(2) for the age of such child. 

“(c) ADDITIONAL DEFINITIONS.—For purposes of this title: 

“(1) CHILD.—The term ‘child’ means an individual under 

19 years of age. 
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“(2) CREDITABLE HEALTH COVERAGE.—The term ‘creditable 
health coverage’ has the meaning given the term ‘creditable 
coverage’ under section 2701(c) of the Public Health Service 
Act (42 U.S.C. 300ggic)) and includes coverage that meets the 
requirements of section 2103 provided to a targeted low-income 
child under this title or under a waiver approved under section 
2105(c\(2\B) (relating to a direct service waiver). 

“(3) GROUP HEALTH PLAN; HEALTH INSURANCE COVERAGE; 
ETC.—The terms ‘group health plan’, ‘group health insurance 
coverage’, and ‘health insurance coverage’ have the meanings 
given such terms in section 2191 of the Public Health Service 
Act. 

“(4) LOW-INCOME.—The term ‘low-income child’ means a 
child whose family income is at or below 200 percent of the 
poverty line for a family of the size involved. 

“(5) POVERTY LINE DEFINED.—The term ‘poverty line’ has 
the meaning given such term in section 673(2) of the Commu- 
nity Services Block Grant Act (42 U.S.C. 9902(2)), including 
any revision required by such section. 

“(6) PREEXISTING CONDITION EXCLUSION.—The term 
‘preexisting condition exclusion’ has the meaning given such 
term in section 2701(b)(1)A) of the Public Health Service Act 
(42 U.S.C. 300gg(b\1\A)). 

“(7) STATE CHILD HEALTH PLAN; PLAN.—Unless the context 
otherwise requires, the terms ‘State child health plan’ and 
‘plan’ mean a State child health plan approved under section 
2106. 

“(8) UNCOVERED CHILD.—The term ‘uncovered child’ means 
a child that does not have creditable health coverage.”. 

(b) CONFORMING AMENDMENTS.— 
(1) DEFINITION OF STATE.—Section 1101(aX1) is amended— 
(A) by striking “and XIX” and inserting “XIX, and 
XXI”, and 
(B) by striking “title XIX” and inserting “titles XIX 

and XX]”. 

(2) TREATMENT AS STATE HEALTH CARE PROGRAM.—Section 
1128(h) (42 U.S.C. 1320a—7(h)) is amended by— 

(A) in paragraph (2), by striking “or” at the end; 

(B) in paragraph (3), by striking the period and insert- 
ing “, or”; and 

(C) by adding at the end the following: 
“(4) a State child health plan approved under title XXI.”. 


CHAPTER 2—EXPANDED COVERAGE OF CHILDREN 
UNDER MEDICAID 


SEC. 4911. OPTIONAL USE OF STATE CHILD HEALTH ASSISTANCE 


FUNDS FOR ENHANCED MEDICAID MATCH FOR 
EXPANDED MEDICAID ELIGIBILITY. 


(a) INCREASED FMAP FoR MEDICAL ASSISTANCE FOR EXPANDED 


COVERAGE OF TARGETED LOW-INCOME CHILDREN.—Section 1905 of 
the Social Security Act (42 U.S.C. 1396d), as amended by section 
4702(a\2), is amended— 


(1) in subsection (b), by adding at the end the following 
new sentence: “Notwithstanding the first sentence of this sub- 
section, in the case of a State plan that meets the condition 
described in subsection (uX1), with respect to expenditures 
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described in subsection (u2\A) or subsection (u)(3) the Federal 

medical assistance percentage is equal to the enhanced FMAP 

described in section 2105(b).”; and 

(2) by adding at the end the following new subsection: 
“(uX1) The conditions described in this paragraph for a State 

plan are as follows: 

“(A) The State is complying with the requirement of section 
2105(d\( 1). 

“(B) The plan provides for such reporting of information 
about expenditures and payments attributable to the operation 
of this subsection as the Secretary deems necessary in order 
to carry out paragraph (2) and section 2104(d). 

“(2(A) For purposes of subsection (b), the expenditures 
described in this subparagraph are expenditures for medical assist- 
ance for optional targeted low-income children described in subpara- 
graph (C), but not in excess, for a State for a fiscal year, of 
the amount described in subparagraph (B) for the State and fiscal 
year. 
“(B) The amount described in this subparagraph, for a State 
for a fiscal year, is the amount of the State’s allotment under 
section 2104 (not taking into account reductions under section 
2104(d)(2)) for the fiscal year reduced by the amount of any pay- 
ments made under section 2105 to the State from such allotment 
for such fiscal year. 

“(C) For purposes of this paragraph, the term ‘optional targeted 
low-income child’ means a targeted low-income child as defined 
in section 2110(bX1) who would not qualify for medical assistance 
under the State plan under this title based on such plan as in 
effect on April 15, 1997 (but taking into account the expansion 
of age of eligibility effected through the operation of section 
1902(12\D)). 

“(3) For purposes of subsection (b), the expenditures described 
in this subparagraph are expenditures for medical assistance for 
children who are born before October 1, 1983, and who would 
be described in section 1902(1{1XD) if they had been born on 
or after such date, and who are not eligible for such assistance 
under the State plan under this title based on such State plan 
as in effect as of April 15, 1997.”. 

(b) ESTABLISHMENT OF OPTIONAL ELIGIBILITY CATEGORY.—Sec- 
tion 1902(aX10XA\ii) (42 U.S.C. 1396a(a10\Aii)), as amended 
by section 4733, is amended— 

(1) in subclause (XID, by striking “or” at the end; 

(2) in subclause (XIII), by adding “or” at the end; and 

(3) by adding at the end the following: 

“(XIV) who are optional targeted low-income 
children described in section 1905(u)(2\(C);”. 

(c) EFFECTIVE DATE.—The amendments made by this section 42 USC 1396a 
shall apply to medical assistance for items and services furnished te. 
on or after October 1, 1997. 


SEC. 4912. MEDICAID PRESUMPTIVE ELIGIBILITY FOR LOW-INCOME 
CHILDREN. 


(a) IN GENERAL.—Title XIX of the Social Security Act is amend- 
ed by inserting after section 1920 the following new section: 
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“PRESUMPTIVE ELIGIBILITY FOR CHILDREN 


“Sec. 1920A. (a) A State plan approved under section 1902 


may provide for making medical assistance with respect to health 
care items and services covered under the State plan available 
to a child during a presumptive eligibility period. 





“(b) For purposes of this section: 

“(1) The term ‘child’ means an individual under 19 years 
of age. 

“(2) The term ‘presumptive eligibility period’ means, with 
respect to a child, the period that— 

“(A) begins with the date on which a qualified entity 
determines, on the basis of preliminary information, that 
the family income of the child does not exceed the 
applicable income level of eligibility under the State plan, 
and 

“(B) ends with (and includes) the earlier of— 

“(i) the day on which a determination is made 
with respect to the eligibility of the child for medical 
assistance under the State plan, or 

“(ii) in the case of a child on whose behalf an 
application is not filed by the last day of the month 
following the month during which the entity makes 
the determination referred to in subparagraph (A), 
such last day. 

“(3XA) Subject to subparagraph (B), the term ‘qualified 
entity’ means any entity that— 

“iXT) is eligible for payments under a State plan 
approved under this title and provides items and services 
described in subsection (a) or (II) is authorized to determine 
eligibility of a child to participate in a Head Start program 
under the Head Start Act (42 U.S.C. 9821 et seq.), eligibility 
of a child to receive child care services for which financial 
assistance is provided under the Child Care and Develop- 
ment Block Grant Act of 1990 (42 U.S.C. 9858 et seq.), 
eligibility of an infant or child to receive assistance under 
the special supplemental nutrition program for women, 
infants, and children (WIC) under section 17 of the Child 
Nutrition Act of 1966 (42 U.S.C. 1786); and 

“(ii) is determined by the State agency to be capable 
of making determinations of the type described in para- 
graph (1A). 

“(B) The Secretary may issue regulations further limiting 
those entities that may become ‘qualified entities in order to 
prevent fraud and abuse and for other reasons. 

“(C) Nothing in this section shall be construed as prevent- 
ing a State from limiting the classes of entities that may 
become qualified entities, consistent with any limitations 
imposed under subparagraph (B). 

“(cX1) The State agency shall provide qualified entities with— 

“(A) such forms as are necessary for an application to 
be made on behalf of a child for medical assistance under 
the State plan, and 

“(B) information on how to assist parents, guardians, and 
other persons in completing and filing such forms. 
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“(2) A qualified entity that determines under subsection 
(b)(1)(A) that a child is presumptively eligible for medical assistance 
under a State plan shall— 

“(A) notify the State agency of the determination within Notification. 
5 ~ days after the date on which determination is made, 
an 

“(B) inform the parent or custodian of the child at the 
time the determination is made that an application for medical 
assistance under the State plan is required to be made by 
not later than the last day of the month following the month 
during which the determination is made. 

“(3) In the case of a child who is determined by a qualified 
entity to be presumptively eligible for medical assistance under 
a State plan, the parent, guardian, or other person shall make 
application on behalf of the child for medical assistance under 
such plan by not later than the last day of the month following 
the month during which the determination is made, which applica- 
tion may be the application used for the receipt of medical assistance 
by individuals described in section 1902(1)(1). 

“(d) Notwithstanding any other provision of this title, medical 
assistance for items and services described in subsection (a) that— 

“(1) are furnished to a child— 

“(A) during a presumptive eligibility period, 
“(B) by a entity that is eligible for payments under 
the State plan; and 

“(2) are included in the care and services covered by a 
State plan; 

shall be treated as medical assistance provided by such plan for 
purposes of section 1903.”. 

(b) CONFORMING AMENDMENTS.— 

(1) Section 1902(a)(47) (42 U.S.C. 1396a(a)(47)) is amended 
by inserting before the semicolon at the end the following: 
“and provide for making medical assistance for items and serv- 
ices described in subsection (a) of section 1920A available to 
children during a presumptive eligibility period in accordance 
with such section”. 

(2) Section 1903(uX1XDXv) (42 U.S.C. 1396b(u)(1D)\v)) 
is amended by inserting before the period at the end the follow- 
ing: “or for items and services described in subsection (a) of 
section 1920A provided to a child during a presumptive eligi- 
bility period under such section”. 

(c) EFFECTIVE DATE.—The amendments made by this section 42 USC 1396a 
shall take effect on the date of the enactment of this Act. note. 


SEC. 4913. CONTINUATION OF MEDICAID ELIGIBILITY FOR DISABLED 
CHILDREN WHO LOSE SSI BENEFITS. 


(a) IN GENERAL.—Section 1902(aX10AXiXID (42 U.S.C. 
1396a(a)(10AXiXID) is amended by inserting “(or were being paid 
as of the date of the enactment of section 211(a) of the Personal 
Responsibility and Work Opportunity Reconciliation Act of 1996 
(P.L. 104—193)) and would continue to be paid but for the enactment 
of that section” after “title XVI”. 

(b) EFFECTIVE DATE.—The amendment made by subsection (a) 42 USC 1396a 
applies to medical assistance furnished on or after July 1, 1997. note. 
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42 USC 254c-3 


42 USC 1254c-2 
note. 


CHAPTER 3—DIABETES GRANT PROGRAMS 


SEC. 4921. SPECIAL DIABETES PROGRAMS FOR CHILDREN WITH TYPE 
I DIABETES. 


Subpart I of part D of title III of the Public Health Service 
Act (42 U.S.C. 254b et seq.) is amended by adding at the end 
the following section: 


“SEC. 330B. SPECIAL DIABETES PROGRAMS FOR CHILDREN WITH TYPE 
I DIABETES. 


“(a) TYPE I DIABETES IN CHILDREN.—The Secretary shall make 
grants for services for the prevention and treatment of type I 
diabetes in children, and for research in innovative approaches 
to such services. Such grants may be made to children’s hospitals; 
grantees under section 330 and other federally qualified health 
centers; State and local health departments; and other appropriate 
public or nonprofit private entities. 

“(b) FUNDING.—Notwithstanding section 2104(a) of the Social 
Security Act, from the amounts appropriated in such section for 
each of fiscal years 1998 through 2002, $30,000,000 is hereby trans- 
ferred and made available in such fiscal year for grants under 
this section.”. 


SEC. 4922. SPECIAL DIABETES PROGRAMS FOR INDIANS. 


Subpart I of part D of title III of the Public Health Service 
Act (42 U.S.C. 254b et seq.), as amended by section 4921, is further 
amended by adding at the end the following section: 


“SEC. 330C. SPECIAL DIABETES PROGRAMS FOR INDIANS. 


“(a) IN GENERAL.—The Secretary shall make grants for provid- 
ing services for the prevention and treatment of diabetes in accord- 
ance with subsection (b). 

“(b) SERVICES THROUGH INDIAN HEALTH FACILITIES.—For pur- 
poses of subsection (a), services under such subsection are provided 
in accordance with this subsection if the services are provided 
through any of the following entities: 

“(1) The Indian Health Service. 

“(2) An Indian health program operated by an Indian tribe 
or tribal organization pursuant to a contract, grant, cooperative 
agreement, or compact with the Indian Health Service pursuant 
to the Indian Self-Determination Act. 

“(3) An urban Indian health program operated by an urban 
Indian organization pursuant to a grant or contract with the 
Indian Health Service pursuant to title V of the Indian Health 
Care Improvement Act. 

“(c) FUNDING.—Notwithstanding section 2104(a) of the Social 
Security Act, from the amounts appropriated in such section for 
each of fiscal years 1998 through 2002, $30,000,000 is hereby trans- 
ferred and made available in such fiscal year for grants under 
this section.”. 


SEC. 4923. REPORT ON DIABETES GRANT PROGRAMS. 


(a) EVALUATION.—The Secretary of Health and Human Services 
shall conduct an evaluation of the diabetes grant programs estab- 
lished under the amendments made by this chapter. 

(b) REPORTS.—The Secretary shall submit to the appropriate 
committees of Congress— 
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(1) an interim report on the evaluation conducted under 
subsection (a) not later than January 1, 2000, and 


(2) a final report on such evaluation not later than January 
1, 2002. 


TITLE V—WELFARE AND RELATED 
PROVISIONS 


SEC. 5000. TABLE OF CONTENTS; REFERENCES. 


(a) TABLE OF CONTENTS.—The table of contents of this title 
is as follows: 


Sec. 5000. Table of contents; references. 


Subtitle A—TANF Block Grant 


5001. Welfare-to-work grants. 
5002. Limitation on amount of Federal funds transferable to title XX pro- 
ams. 
5003. Limitation on number of persons who may be treated as engaged in 
work by reason of participation in educational activities. 
5004. Penalty for failure of State to reduce assistance for recipients refusing 
without good cause to work. 


ge Se 


Subtitle B—Supplemental Security Income 


5101. Extension of deadline to perform childhood disability redeterminations. 
5102. Fees for Federal administration of State supplementary payments. 


Subtitle C—Child Support Enforcement 


5201. Clarification of authority to permit certain redisclosures of wage and 
claim information. 


Subtitle D—Restricting Welfare and Public Benefits for Aliens 


5301. SSI — for aliens receiving SSI on August 22, 1996, and disabled 
aliens lawfully residing in the United States on August 22, 1996. 

5302. Extension of eligibility period for refugees and certain other qualified 
aliens from 5 to 7 years for SSI and medicaid; status of Cuban and Hai- 
tian entrants. 

5303. Exceptions for certain Indians from limitation on eligibility for supple- 
mental security income and medicaid benefits. 

5304. Exemption from restriction on a security income oo 
participation by certain recipients eligible on the basis of very old appli- 
cations. 

5305. Reinstatement of eligibility for benefits. 

5306. Treatment of certain Amerasian immigrants as refugees. 

5307. Verification of eligibility for State outteed public benefits. 

5308. Effective date. 


Subtitle E—Unemployment Compensation 


5401. Clarifying provision relating to base periods. 

5402. Increase in Federal unemployment account ceiling. 

5403. Special distribution to States from Unemployment Trust Fund. 

5404. Interest-free advances to State accounts in Unemployment Trust Fund 
restricted to States which meet funding goals. 

5405. Exemption of service performed by election workers from the Federal 
unemployment tax. 

5406. Treatment of certain services performed 7 inmates. 

5407. Exemption of service performed for an elementary or secondary school 
operated primarily for religious purposes from the Federal unemploy- 
ment tax. 

5408. State program integrity activities for unemployment compensation. 


Subtitle F—Welfare Reform Technical Corrections 


CHAPTER 1—BLOCK GRANTS FOR TEMPORARY ASSISTANCE TO NEEDY FAMILIES 


Sec. 5501. Eligible States; State plan. 
Sec. 5502. Grants to States. 
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Use of grants. 

Mandatory work requirements 

Prohibitions; requirements. 

Penalties. 

Data collection and reporting. 

Direct funding and administration by Indian Tribes 
Research, evaluations, and national studies. 

Report on data processing. 

Study on alternative outcomes measures 
Limitation on payments to the territories. 
Conforming amendments to the Social Security Act. 
Other conforming amendments. 

Modifications to the job opportunities for certain low-income individuals 


——. 
nial of assistance and benefits for drug-related convictions. 
Transition rule. 
Effective dates. 


CHAPTER 2—SUPPLEMENTAL SECURITY INCOME 


Conforming and technical amendments relating to eligibility restrictions. 
—s and technical amendments relating to benefits for disabled 
children. 

Additional technical amendments to title XVI. 

Additional technical amendments relating to title XVI. 

Technical amendments relating to drug addicts and alcoholics. 

Advisory board personnel. 

Timing of delivery of October 1, 2000, SSI benefit payments 

Effective dates. 


CHAPTER 3—CHILD SUPPORT 


State obligation to provide child support enforcement services. 

Distribution of collected support. 

Civil penalties relating to State Directory of New Hires. 

Federal Parent Locator Service. 

Access to registry data for research purposes. 

Collection and use of social security numbers for use in child support en- 

forcement. 

Adoption of uniform State laws. 

State laws providing expedited procedures. 

Voluntary paternity acknowledgement. 

Calculation of ag age establishment percentage. 

Means available for provision of technical assistance and operation of 

Federal Parent Locator Service. 

Authority to collect support from Federal employees. 

Definition of support order. 

State law authorizing suspension of licenses. 

International support enforcement. 

Child support enforcement for Indian tribes. 

oe of rules for distribution of support in the case of a title IV- 
child. 

Good cause in foster care and food stamp cases. 

Date of collection of support. 

Administrative enforcement in interstate cases. 

Work orders for arrearages. 

Additional technical State plan amendments. 

Federal Case Registry of Child Support Orders. 

Full faith and credit for child support orders. 

Development costs of automated systems. 

Additional technical amendments. 

Effective date. 


CHAPTER 4—RESTRICTING WELFARE AND PUBLIC BENEFITS FOR ALIENS 


5561. 


SUBCHAPTER A—ELIGIBILITY FOR FEDERAL BENEFITS 


Alien eligibility for Federal benefits: limited application to medicare and 
benefits under the Railroad Retirement Act. 

Exceptions to benefit limitations: corrections to reference concerning 
aliens whose deportation is withheld. 

Veterans exception: application of minimum active duty service require- 
ment; extension to unremarried surviving spouse; expanded definition of 
veteran. 
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Sec. 5564. —— concerning aliens not lawfully present: correction of termi- 
nolo . 

Sec. 5565. Freely associated States: contracts and licenses. 

Sec. 5566. Congressional statement regarding benefits for Hmong and other High- 
land Lao veterans. 

SUBCHAPTER B—GENERAL PROVISIONS 

Sec. 5571. Determination of treatment of battered aliens as qualified aliens; inclu- 
sion of alien child of battered parent as qualified alien. 

Sec. 5572. Verification of eligibility for benefits. 

Sec. 5573. Qualifying quarters: disclosure of quarters of coverage information; cor- 
rection to assure that crediting applies to all quarters earned by parents 
before child is 18. 

Sec. 5574. Statutory construction: benefit eligibility limitations applicable only with 


respect to aliens present in the United States. 


SUBCHAPTER C—-MISCELLANEOUS CLERICAL AND TECHNICAL AMENDMENTS; EFFECTIVE 
DATE 


5581. Correcting miscellaneous clerical and technical errors. 
5582. Effective date. 


CHAPTER 5—CHILD PROTECTION 


5591. Conforming and technical amendments relating to child protection. 
5592. Additional technical amendments relating to child protection. 
5593. Effective date. 


CHAPTER 6—CHILD CARE 


5601. Conforming and technical amendments relating to child care. 
5602. Additional conforming and technical amendments. 
5603. Effective dates. 


CHAPTER 7—ERISA AMENDMENTS RELATING TO MEDICAL CHILD SUPPORT ORDERS 


Sec. 5611. Amendments relating to section 303 of the Personal Responsibility and 
Work Opportunity Reconciliation Act of 1996. 

Sec. 5612. Amendment relating to section 381 of the Personal Responsibility and 
Work Opportunity nciliation Act of 1996. 

Sec. 5613. Amendments relating to section 382 of the Personal Responsibility and 
Work Opportunity Reconciliation Act of 1996. 


Subtitle G—Miscellaneous 


Sec. 5701. Increase in public debt limit. 
Sec. 5702. Authorization of appropriations for enforcement initiatives related to the 
earned income tax woul. 


(b) REFERENCES.—Except as otherwise expressly provided, 
wherever in this title an amendment or ak is expressed in 
terms of an amendment to, or repeal of a section or other provision, 
the reference shall be considered to be made to a section or other 
provision of the Social Security Act. 


Subtitle A—TANF Block Grant 


SEC. 5001. WELFARE-TO-WORK GRANTS. 


(a) GRANTS TO STATES.— 
(1) IN GENERAL.—Section 403(a) (42 U.S.C: 603(a)) is 
amended by adding at the end the following: 
“(5) WELFARE-TO-WORK GRANTS.— 
“(A) FORMULA GRANTS.— 

“(i) ENTITLEMENT.—A State shall be entitled to 
receive from the Secretary of Labor a grant for each 
fiscal year specified in subparagraph (1) of this para- 
graph for which the State is a welfare-to-work State, 
in an amount that does not exceed the lesser of— 

“(I) 2 times the total of the expenditures by 
the State (excluding qualified State expenditures 
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(as defined in section 409(aX7XB)i)) and any 

expenditure described in subclause (I), (II), or (IV) 

of section 409(aX7B\iv)) during the fiscal year 

for activities described in subparagraph (C\i) of 
this paragraph; or 

“(II) the allotment of the State under clause 
(iii) of this subparagraph for the fiscal year. 

“(ii) WELFARE-TO-WORK STATE.—A State shall be 
considered a welfare-to-work State for a fiscal year 
for purposes of this paragraph if the Secretary of Labor 
determines that the State meets the following require- 
ments: 

“(I) The State has submitted to the Secretary 
of Labor and the Secretary of Health and Human 
Services (in the form of an addendum to the State 
plan submitted under section 402) a plan which— 

“(aa) describes how, consistent with this 
subparagraph, the State will use any funds 
provided under this subparagraph during the 
fiscal year; 

“(bb) specifies the formula to be used 
pursuant to clause (vi) to distribute funds in 
the State, and describes the process by which 
the formula was developed; 

“(ec) contains evidence that the plan was 
developed in consultation and coordination 
with appropriate entitites in sub-State areas; 

“(dd) contains assurances by the Governor 
of the State that the private industry council 
(and any alternate agency designated by the 
Governor under item (ee)) for a service deliv- 
ery area in the State will coordinate the 
— of any funds provided under this 
subparagraph for the benefit of the service 
delivery area with the expenditure of the funds 
provided to the State under section 403(a\ 1); 
and 

“(ee) if the Governor of the State desires 
to have an agency other than a private indus- 
try council administer the funds provided 
under this subparagraph for the benefit of 1 
or more service delivery areas in the State, 
contains an application to the Secretary of 
Labor for a waiver of clause (viiXI) with 
respect to the area or areas in order to permit 
an alternate agency designated by the Gov- 
ernor to so administer the funds. 

“(II) The State has provided to the Secretary 
of Labor an estimate of the amount that the State 
intends to expend during the fiscal year (excluding 
expenditures described in section 409(a)(7BXiv) 
(other than subclause (III) thereof)) pursuant to 
this paragraph. 

“III) The State has agreed to negotiate in 
good faith with the Secretary of Health and 
Human Services with respect to the substance and 
funding of any evaluation under section 413(j), 
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and to cooperate with the conduct of any such 

evaluation. 

“(IV) The State is an eligible State for the 
fiscal year. 

“(V) The State certifies that qualified State 
expenditures (within the meaning of section 
409(a\(7)) for the fiscal year will be not less than 
the applicable percentage of historic State expendi- 
tures (within the meaning of section 409(a)(7)) with 
respect to the fiscal year. 

“(iii) ALLOTMENTS TO WELFARE-TO-WORK STATES.— 

“(1) IN GENERAL.—Subject to this clause, the 
allotment of a welfare-to-work State for a fiscal 
year shall be the available amount for the fiscal 
year, multiplied by the State percentage for the 
fiscal year. 

“(II) MINIMUM ALLOTMENT.—The allotment of 
a welfare-to-work State (other than Guam, the 
Virgin Islands, or American Samoa) for a fiscal 
year shall not be less than 0.25 percent of the 
available amount for the fiscal year. 

“(III) PRO RATA REDUCTION.—Subject to sub- 
clause (II), the Secretary of Labor shall make pro 
rata reductions in the allotments to States under 
this clause for a fiscal year as necessary to ensure 
that the total of the allotments does not exceed 
the available amount for the fiscal year. 

“(iv) AVAILABLE AMOUNT.—As used in this subpara- 
graph, the term ‘available amount’ means, for a fiscal 
year, the sum of— 

“(I) 75 percent of the sum of— 

“(aa) the amount specified in subpara- 
graph (I) for the fiscal year, minus the total 
of the amounts reserved pursuant to subpara- 
graphs (E), (F), (G), and (H) for the fiscal 
year; and 

“(bb) any amount reserved pursuant to 
subparagraph (F) for the immediately preced- 
ing fiscal year that has not been obligated; 
and 
“(II) any available amount for the immediately 

preceding fiscal year that has not been obligated 

by a State or sub-State entity. 

“(v) STATE PERCENTAGE.—As used in clause (iii), 
the term ‘State percentage’ means, with respect to 
a fiscal year, ¥2 of the sum of— 

“(I) the percentage represented by the number 
of individuals in the State whose income is less 
than the poverty line divided by the number of 
such individuals in the United States; and 

“(ID the percentage represented by the number 
of adults who are recipients of assistance under 
the State program funded under this part divided 
by the number of adults in the United States who 
are recipients of assistance under any State pro- 
gram funded under this part. 
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“(vi) PROCEDURE FOR DISTRIBUTION OF FUNDS 


WITHIN STATES.— 





“(I) ALLOCATION FORMULA.—A State to which 
a grant is made under this subparagraph shall 
devise a formula for allocating not less than 85 
percent of the amount of the grant among the 
service delivery areas in the State, which— 

“(aa) determines the amount to be allo- 
cated for the benefit of a service delivery area 
in proportion to the number (if any) by which 
the population of the area with an income 
that is less than the poverty line exceeds 7.5 
percent of the total population of the area, 
relative to such number for all such areas 
in the State with such an excess, and accords 
a weight of not less than 50 percent to this 
factor; 

“(bb) may determine the amount to be 
allocated for the benefit of such an area in 
proportion to the number of adults residing 
in the area who have been recipients of assist- 
ance under the State program funded under 
this part (whether in effect before or after 
the amendments made by section 103(a) of 
the Personal Responsibility and Work Oppor- 
tunity Reconciliation Act of 1996 first applied 
to the State) for at least 30 months (whether 
or not consecutive) relative to the number of 
such adults residing in the State; and 

“(ecc) may determine the amount to be allo- 
cated for the benefit of such an area in propor- 
tion to the number of unemployed individuals 
residing in the area relative to the number 
of such individuals residing in the State. 

“(II) DISTRIBUTION OF FUNDS.— 

“(aa) IN GENERAL.—If the amount allo- 
cated by the formula to a service delivery area 
is at least $100,000, the State shall distribute 
the amount to the entity administering the 
grant in the area. 

“(bb) SPECIAL RULE.—If the amount allo- 
cated by the formula to a service delivery area 
is less than $100,000, the sum shall be avail- 
able for distribution in the State under sub- 
clause (III) during the fiscal year. 

“(III) PROJECTS TO HELP LONG-TERM RECIPI- 
ENTS OF ASSISTANCE ENTER UNSUBSIDIZED JOBS.— 
The Governor of a State to which a grant is made 
under this subparagraph may distribute not more 
than 15 percent of the grant funds (plus any 
amount required to be distributed under this sub- 
clause by reason of subclause (II)(bb)) to projects 
that appear likely to help long-term recipients of 
assistance under the State program funded under 
this part (whether in effect before or after the 
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amendments made by section 103(a) of the Per- 

sonal Responsibility and Work Opportunity Rec- 

onciliation Act of 1996 first applied to the State) 
enter unsubsidized employment. 

“(vii) ADMINISTRATION.— 

“(I) PRIVATE INDUSTRY COUNCILS.—The private 
industry council for a service delivery area in a 
State shall have sole authority, in coordination 
with the chief elected official (as described in sec- 
tion 103(c) of the Job Training Partnership Act) 
of the area, to expend the amounts distributed 
under clause (vi)(IIaa) for the benefit of the serv- 
ice delivery area, in accordance with the assur- 
ances described in clause (iiXI(dd) provided by 
the Governor of the State. 

“(II) ENFORCEMENT OF COORDINATION OF 
EXPENDITURES WITH OTHER EXPENDITURES UNDER 
THIS PART.—Notwithstanding subclause (I) of this 
clause, on a determination by the Governor of a 
State that a private industry council (or an alter- 
nate agency described in clause (iiXIdd)) has used 
funds provided under this subparagraph in a man- 
ner inconsistent with the assurances described in 
clause (iiXI)(dd)— 

“(aa) the private industry council (or such 
alternate agency) shall remit the funds to the 
Governor; and 

“(bb) the Governor shall apply to the Sec- 
retary of Labor for a waiver oF subclause (I) 
of this clause with respect to the service deliv- 
ery area or areas involved in order to permit 
an alternate agency designated by the Gov- 
ernor to administer the funds in accordance 
with the assurances. 

“(III) AUTHORITY TO PERMIT USE OF ALTERNATE 
ADMINISTERING AGENCY.—The Secretary of Labor 
shall approve an application submitted under 
clause (iiXI)(ee) or subclause (II Xbb) of this clause 
to waive subclause (I) of this clause with respect 
to 1 or more service delivery areas if the Secretary 
determines that the alternate agency designated 
in the application would improve the effectiveness 
or efficiency of the administration of amounts 
distributed under clause (viII)(aa) for the benefit 
of the area or areas. 

“(viii) DATA TO BE USED IN DETERMINING THE NUM- 
BER OF ADULT TANF RECIPIENTS.—For purposes of this 
subparagraph, the number of adult recipients of assist- 
ance under a State program funded under this part 
for a fiscal year shall be determined using data for 
the most recent 12-month period for which such data 
is available before the beginning of the fiscal year. 
“(B) COMPETITIVE GRANTS.— 

“(i) IN GENERAL.—The Secretary of Labor shall 
award grants in accordance with this subparagraph, 
in et aoe 1998 and 1999, for projects proposed 
by eligible applicants, based on the following: 
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“(I) The effectiveness of the proposal in— 

“(aa) expanding the base of knowledge 
about programs aimed at moving recipients 
of assistance under State programs funded 
under this part who are least job ready into 
unsubsidized employment. 

“(bb) moving recipients of assistance 
under State programs funded under this part 
who are least job ready into unsubsidized 
employment; and 

“(ec) moving recipients of assistance under 
State programs funded under this part who 
are least job ready into unsubsidized employ- 
ment, even in labor markets that have a short- 
age of low-skill jobs. 

“II) At the discretion of the Secretary of 

Labor, any of the following: 

“(aa) The history of success of the 
applicant in moving individuals with multiple 
barriers into work. 

“(bb) Evidence of the applicant’s ability 
to leverage private, State, and local resources. 

“(ec) Use by the applicant of State and 
local resources beyond those required by 
subparagraph (A). 

“(dd) Plans of the applicant to coordinate 
with other organizations at the local and State 
level. 

“(ee) Use by the applicant of current or 
former recipients of assistance under a State 
program funded under this part as mentors, 
case managers, or service providers. 

“(ii) ELIGIBLE APPLICANTS.—As used in clause (i), 
the term ‘eligible applicant’ means a private industry 
council for a service delivery area in a State, a political 
subdivision of a State, or a private entity applying 
in conjunction with the private industry council for 
such a service delivery area or with such a political 
subdivision, that submits a proposal developed in con- 
sultation with the Governor of the State. 

“(iii) DETERMINATION OF GRANT AMOUNT.—In 
determining the amount of a grant to be made under 
this subparagraph for a project proposed by an 
applicant, the Secretary of Labor shall provide the 
applicant with an amount sufficient to ensure that 
the project has a reasonable opportunity to be success- 
ful, taking into account the number of long-term recipi- 
ents of assistance under a State program funded under 
this part, the level of unemployment, the job opportuni- 
ties and job growth, the poverty rate, and such other 
factors as the Secretary of Labor deems appropriate, 
in the area to be served by the project. 

“(iv) CONSIDERATION OF NEEDS OF RURAL AREAS 
AND CITIES WITH LARGE CONCENTRATIONS OF POV- 
ERTY.—In making grants under this subparagraph, the 
Secretary of Labor shall consider the needs of rural 
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areas and cities with large concentrations of residents 
with an income that is less than the poverty line. 

“(v) FUNDING.—For grants under this subpara- 
graph for each fiscal year specified in subparagraph 
(I), there shall be available to the Secretary of Labor 
an amount equal to the sum of— 

“(I) 25 percent of the sum of— 

ae the amount specified in subpara- 

= (I) for the fiscal year, minus the total 
of the amounts reserved pursuant to subpara- 
graphs (E), (F), (G), and (H) for the fiscal 
year; and 

“(bb) any amount reserved pursuant to 
subparagraph (F) for the immediately preced- 
ing, fiscal year that has not been obligated; 
an 
“II) any amount available for grants under 

this subparagraph for the immediately preceding 

fiscal year that has not been obligated. 
“(C) LIMITATIONS ON USE OF FUNDS.— 

“(i) ALLOWABLE ACTIVITIES.—An entity to which 
funds are provided under this paragraph shall use 
the funds to move individuals into and keep individuals 
in lasting unsubsidized employment by means of any 
of the following: 

“(I) The conduct and administration of commu- 
nity service or work experience programs. 

“(II) Job creation through public or private 
sector employment wage subsidies. 

“(III) On-the-job training. 

“(IV) Contracts with public or private provid- 
ers of readiness, placement, and post-employment 
services. 

“(V) Job vouchers for placement, readiness, 
and postemployment services. 

“(VI) Job retention or support services if such 
services are not otherwise euitdhie 

Contracts or vouchers for job ee services sup- 
ported by such funds must require that at least 2 
of the payment occur after an eligible individual placed 
into the workforce has been in the workforce for 6 
months. 

“(ii) REQUIRED BENEFICIARIES.—An entity that 
operates a project with funds provided under this para- 
graph i abel expend at least 70 percent of all funds 
provided to the project for the cai of recipients 
of assistance wale er the program funded under this 

art of the State in which the entity is located, or 
or the benefit of noncustodial parents of minors whose 
custodial parent is such a recipient, who meet the 
requirements of each of the following subclauses: 

“(I) At least 2 of the following apply to the 
recipient: 

“(aa) The individual has not completed 
secondary school or obtained a certificate of 
general equivalency, and has low skills in 
reading or mathematics. 
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“(bb) The individual requires substance 
abuse treatment for employment. 

“(cc) The individual has a poor work his- 
tory. 

“(II) The individual— 

“(aa) has received assistance under the 
State program funded under this part 
(whether in effect before or after the amend- 
ments made by section 103 of the Personal 
Responsibility and Work Opportunity Rec- 
onciliation Act of 1996 first apply to the State) 
for at least 30 months (whether or not consecu- 
tive); or 

“(bb) within 12 months, will become ineli- 
gible for assistance under the State program 
funded under this part by reason of a 
durational limit on such assistance, without 
regard to any exemption provided pursuant 
to section 408(aX7\(C) that may apply to the 
individual. 

“(iii) TARGETING OF INDIVIDUALS WITH CHARACTER- 
ISTICS ASSOCIATED WITH LONG-TERM WELFARE DEPEND- 
ENCE.—An entity that operates a project with funds 
provided under this paragraph may expend not more 
than 30 percent of all funds provided to the project 
for programs that provide assistance in a form 
described in clause (i)}— 

“(I) to recipients of assistance under the pro- 
gram funded under this part of the State in which 
the entity is located who have characteristics asso- 
ciated with long-term welfare dependence (such 
as school dropout, teen pregnancy, or poor work 
history), including, at the option of the State, by 
providing assistance in such form as a condition 
of receiving assistance under the State program 
funded under this part; or 

“(II to individuals— 

“(aa) who are noncustodial parents of 
minors whose custodial parent is such a recipi- 
ent; and 

“(bb) who have such characteristics. 

To the extent that the entity does not expend such 
funds in accordance with the preceding sentence, the 
entity shall expend such funds in accordance with 
clause (ii). 

“(iv) AUTHORITY TO PROVIDE WORK-RELATED SERV- 
ICES TO INDIVIDUALS WHO HAVE REACHED THE 5 YEAR 
LIMIT.—An entity that operates a project with funds 
provided under this paragraph may use the funds to 
provide assistance in a ens described in clause (i) 
of this subparagraph to, or for the benefit of, individ- 
uals who (but ior asedian 408(a\(7)) would be eligible 
for assistance under the program funded under this 
part of the State in which the entity is located. 

“(v) RELATIONSHIP TO OTHER PROVISIONS OF THIS 
PART.— 
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“(I) RULES GOVERNING USE OF FUNDS.—The 
rules of section 404, other than subsections (b), 
(f), and (h) of section 404, shall not apply to a 
grant made under this paragraph. 

“II) RULES GOVERNING PAYMENTS’ TO 
STATES.—The Secretary of Labor shall carry out 
the functions otherwise assigned by section 405 
to the Secretary of Health and Human Services 
with respect to the grants payable under this para- 
graph. 

“(III) ADMINISTRATION.—Section 416 shall not 
apply to the programs under this paragraph. 

“(vi) PROHIBITION AGAINST USE OF GRANT FUNDS 
FOR ANY OTHER FUND MATCHING REQUIREMENT.—An 
entity to which funds are provided under this para- 
graph shall not use any part of the funds, nor any 
part of State expenditures made to match the funds, 
to fulfill any obligation of any State, political subdivi- 
sion, or private industry council to contribute funds 
under section 403(b) or 418 or any other provision 
of this Act or other Federal law. 

“(vii) DEADLINE FOR EXPENDITURE.—An entity to 
which funds are provided under this paragraph shall 
remit to the Secretary of Labor any part of the funds 
that are not expended within 3 years after the date 
the funds are so provided. 

“(vili) REGULATIONS.—Within 90 days after the 
date of the enactment of this paragraph, the Secretary 
of Labor, after consultation with the Secretary of 
Health and Human Services and the Secretary of Hous- 
ing and Urban Development, shall prescribe such regu- 
lations as may be necessary to implement this para- 
graph. 

“(D) DEFINITIONS.— 

“(i) INDIVIDUALS WITH INCOME LESS THAN THE POV- 
ERTY LINE.—For purposes of this paragraph, the num- 
ber of individuals with an income that is less than 
the poverty line shall be determined for a fiscal year— 

“(I) based on the methodology used by the 
Bureau of the Census to produce and publish 
intercensal poverty data for States and counties 
(or, in the case of Puerto Rico, the Virgin Islands, 
Guam, and American Samoa, other poverty data 
selected by the Secretary of Labor); and 

“(II) using data for the most recent year for 
which such data is available before the beginning 
of the fiscal year. 

“(ii) PRIVATE INDUSTRY COUNCIL.—As used in this 
paragraph, the term ‘private industry council’ means, 
with respect to a service delivery area, the private 
industry council (or successor entity) established for 
the service delivery area pursuant to the Job Training 
Partnership Act. 

“(iii) SERVICE DELIVERY AREA.—As used in this 
paragraph, the term ‘service delivery area’ shall have 
the meaning given such term (or the successor to such 
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term) for purposes of the Job Training Partnership 
Act. 
“(E) SET-ASIDE FOR SUCCESSFUL PERFORMANCE 


BONUS.— 


“(i) IN GENERAL.—The Secretary of Labor shall 
make a grant in accordance with this subparagraph 
to each successful performance State in fiscal year 
2000. 

“(ii) AMOUNT OF GRANT.—The Secretary of Labor 
shall determine the amount of the grant payable under 
this subparagraph to a successful performance State, 
which shall be based on the score assigned to the 
State under clause (ivIXaa) for such prior period as 
the Secretary of Labor deems appropriate. 

“(iii) FORMULA FOR MEASURING STATE PERFORM- 
ANCE.—Not later than 1 year after the date of the 
enactment of this paragraph, the Secretary of Labor, 
in consultation with the Secretary of Health and 
Human Services, the National Governors’ Association, 
and the American Public Welfare Association, shall 
develop a formula for measuring— 

“(I) the success of States in placing individuals 
in private sector employment or in any kind of 
employment, through programs operated with 
funds provided under subparagraph (A); 

“(II) the duration of such placements; 

“(III) any increase in the earnings of such 
individuals; and 

“(IV) such other factors as the Secretary of 
Labor deems appropriate concerning the activities 
of the States with respect to such individuals. 

The formula may take into account general economic 
conditions on a State-by-State basis. 

“(iv) SCORING OF STATE PERFORMANCE; SETTING OF 
PERFORMANCE THRESHOLDS.— 

“(I) IN GENERAL.—The Secretary of Labor 
shall— 

“(aa) use the formula developed under 
clause (iii) to assign a score to each State 
that was a welfare-to-work State for fiscal 
years 1998 and 1999; and 

“(bb) prescribe a performance threshold 
in such a manner so as to ensure that the 
total amount of grants to be made under this 
paragraph equals $100,000,000. 

“(II) AVAILABILITY OF WELFARE-TO-WORK DATA 
SUBMITTED TO THE SECRETARY OF HHS.—The Sec- 
retary of Health and Human Services shall provide 
the Secretary of Labor with the data reported by 
States under this part with respect to programs 
operated with funds provided under subparagraph 
(A). 

“(vy) SUCCESSFUL PERFORMANCE STATE DEFINED.— 
As used in this subparagraph, the term ‘successful 
performance State’ means a State whose score assigned 
pursuant to clause (ivI)(aa) equals or exceeds the 
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performance threshold prescribed under clause 

(iv Ibb). 

“(vi) SET-ASIDE.—$100,000,000 of the amount 
specified in subparagraph (I) for fiscal year 1999 shall 
be reserved for grants under this subparagraph. 

“(F) FUNDING FOR INDIAN TRIBES.—1 percent of the 
amount specified in subparagraph (I) for fiscal year 1998 
and of the amount so specified for fiscal year 1999 shall 
be reserved for grants to Indian tribes under section 
412(aX3). 

“(G) FUNDING FOR EVALUATIONS OF WELFARE-TO-WORK 
PROGRAMS.—0.6 percent of the amount specified in subpara- 
graph (I) for fiscal year 1998 and of the amount so specified 
for fiscal year 1999 shall be reserved for use by the Sec- 
retary to carry out section 413(j). 

“(H) FUNDING FOR EVALUATION OF ABSTINENCE EDU- 
CATION PROGRAMS.— 

“(i) IN GENERAL.—0.2 percent of the amount speci- 
fied in subparagraph (I) for fiscal year 1998 and of 
the amount so specified for fiscal year 1999 shall be 
reserved for use by the Secretary to evaluate programs 
under section 510, directly or through grants, contracts, 
or interagency agreements. 

“(ii) AUTHORITY TO USE FUNDS FOR EVALUATIONS 
OF WELFARE-TO-WORK PROGRAMS.—Any such amount 
not required for such evaluations shall be available 
for use by the Secretary to carry out section 413(j). 

“(iii) DEADLINE FOR OUTLAYS.—Outlays from funds 
used pursuant to clause (i) for evaluation of programs 
under section 510 shall not be made after fiscal year 
2001. 

“(I) APPROPRIATIONS.— 

“(i) IN GENERAL.—Out of any money in the Treas- 
ury of the United States not otherwise appropriated, 
there are appropriated $1,500,000,000 for each of fiscal 
years 1998 and 1999 for grants under this paragraph. 

“(ii) AVAILABILITY.—The amounts made available 
pursuant to clause (i) shall remain available for such 
period as is necessary to make the grants provided 
for in this paragraph. 

“(J) WORKER PROTECTIONS.— 

“(i) NONDISPLACEMENT IN WORK ACTIVITIES.— 

“(I) GENERAL PROHIBITION.—Subject to this 
clause, an adult in a family receiving assistance 
attributable to funds provided under this para- 
graph may fill a vacant employment position in 
order to engage in a work activity. 

“(II) PROHIBITION AGAINST VIOLATION OF CON- 
TRACTS.—A work activity engaged in under a pro- 
gram operated with funds provided under this 
paragraph shall not violate an existing contract 
for services or a collective bargaining agreement, 
and such a work activity that would violate a 
collective bargaining agreement shall not be under- 
taken without the written concurrence of the labor 
organization and employer concerned. 
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“(III) OTHER PROHIBITIONS.—An adult partici- 
pant in a work activity engaged in under a pro- 
gram operated with funds provided under this 
paragraph shall not be employed or assigned— 

“(aa) when any other individual is on lay- 
off from the same or any substantially equiva- 
lent job; 

“(bb) if the employer has terminated the 
employment of any regular employee or other- 
wise caused an involuntary reduction in its 
workforce with the intention of filling the 
vacancy so created with the participant; or 

“(cc) if the employer has caused an invol- 
untary reduction to less than full time in hours 
of any employee in the same or a substantially 
equivalent job. 

“(ii) HEALTH AND SAFETY.—Health and safety 
standards established under Federal and State law 
otherwise applicable to working conditions of employ- 
ees shall be equally applicable to working conditions 
of other participants engaged in a work activity under 
a program operated with funds provided under this 
paragraph. 

“(iii) NONDISCRIMINATION.—In addition to the 
protections provided under the provisions of law speci- 
fied in section 408(c), an individual may not be 
discriminated against by reason of gender with respect 
to participation in work activities engaged in under 
a program operated with funds provided under this 
paragraph. 

“(iv) GRIEVANCE PROCEDURE.— 

“(1) IN GENERAL.—Each State to which a grant 
is made under this paragraph shall establish and 
maintain a procedure for grievances or complaints 
from employees alleging violations of clause (i) and 
participants in work activities alleging violations 
of clause (i), (ii), or (iii). 

“(II) HEARING.—The procedure shall include 
an opportunity for a hearing. 

“(III) REMEDIES.—The procedure shall include 
remedies for violation of clause (i), (ii), or (iii), 
which may continue during the pendency of the 
procedure, and which may include— 

“(aa) suspension or termination of pay- 
ments from funds provided under this para- 


aph; 
“(bb) prohibition of placement of a partici- 
pant with an employer that has violated clause 
(i), (ii), or (iii); 

“(cc) where applicable, reinstatement of 
an employee, payment of lost wages and bene- 
fits, and reestablishment of other relevant 
terms, conditions and privileges of employ- 
ment; and 

“(dd) where appropriate, other equitable 
relief. 

“(IV) APPEALS.— 
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“(aa) FILING.—Not later than 30 days after 
a grievant or complainant receives an adverse 
decision under the procedure established 
pursuant to subclause (I), the grievant or 
complainant may appeal the decision to a 
State agency designated by the State which 
shall be indepandintes of the State or local 
agency that is administering the programs 
operated with funds provided under this para- 
graph and the State agency administering, or 
supervising the administration of, the State 
program funded under this part. 

“(bb) FINAL DETERMINATION.—Not later 
than 120 days after the State agency des- 
ignated under item (aa) receives a grievance 
or complaint made under the procedure estab- 
lished by a State pursuant to subclause (I), 
the State agency shall make a final determina- 
tion on the appeal. 

“(v) RULE OF INTERPRETATION.—This subparagraph 
shall not be construed to affect the authority of a 
State to provide or require workers’ compensation. 

“(vi) NONPREEMPTION OF STATE LAW.—The provi- 
sions of this subparagraph shall not be construed to 
preempt any provision of State law that affords greater 
protections to employees or to other participants 
engaged in work activities under a program funded 
under this part than is afforded by such provisions 
of this subparagraph.”. 

(2) CONFORMING AMENDMENT.—Section 409(a\7By\iv) of 
such Act (42 U.S.C. 609(aX7B)iv)) is amended to read as 
follows: 

“(iv) EXPENDITURES BY THE STATE.—The term 
‘expenditures by the State’ does not include— 

“(I) any expenditure from amounts made avail- 
able by the Federal Government; 
“(II) any State funds expended for the medic- 

aid program under title XIX; 

“(III) any State funds which are used to match 

Federal funds provided under section 403(a\5); 

or 

“(IV) any State funds which are expended as 

a condition of receiving Federal funds other than 

under this part. 

Notwithstanding subclause (IV) of the preceding sen- 
tence, such term includes expenditures by a State for 
child care in a fiscal year to the extent that the total 
amount of the expenditures does not exceed the amount 
of State expenditures in fiscal year 1994 or 1995 
(whichever is the greater) that equal the non-Federal 
share for the programs described in _ section 
418(a)(1)(A).”. 

(b) GRANTS TO OUTLYING AREAS.—Section 1108(a)(2) (42 U.S.C. 
1308(a)(2)), as amended by section 5512(a) of this Act, is amended 
by inserting “403(a)(5),” after “403(a)(4),”. 

(c) GRANTS TO INDIAN TRIBES.—Section 412(a) (42 U.S.C. 612(a)) 
is amended by adding at the end the following: 
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“(3) WELFARE-TO-WORK GRANTS.— 

“(A) IN GENERAL.—The Secretary of Labor shall award 
a grant in accordance with this paragraph to an Indian 
tribe for each fiscal year specified in section 403(aX5\1D) 
for which the Indian tribe is a welfare-to-work tribe, in 
such amount as the Secretary of Labor deems appropriate, 
subject to subparagraph (B) of this paragraph. 

“(B) WELFARE-TO-WORK TRIBE.—An Indian tribe shall 
be considered a welfare-to-work tribe for a fiscal year for 
purposes of this paragraph if the Indian tribe meets the 
following requirements: 

“(i) The Indian tribe has submitted to the Secretary 
of Labor a plan which describes how, consistent with 
section 403(a\5), the Indian tribe will use any funds 
provided under this paragraph during the fiscal year. 
If the Indian tribe has a tribal family assistance plan, 
the plan referred to in the preceding sentence shall 
be in the form of an addendum to the tribal family 
assistance plan. 

“(ii) The Indian tribe is operating a program under 
a tribal family assistance plan approved by the Sec- 
retary of Health and Human Services, a program 
described in paragraph (2XC), or an employment pro- 
gram funded through other sources under which 
substantial services are provided to recipients of assist- 
ance under a program funded under this part. 

“(iii) The Indian tribe has provided the Secretary 
of Labor with an estimate of the amount that the 
Indian tribe intends to expend during the fiscal year 
(excluding tribal expenditures described in section 
409%aX7\XBXiv) (other than subclause (III) thereof)) 
pursuant to this paragraph. 

“(iv) The Indian tribe has agreed to negotiate in 
good faith with the Secretary of Health and Human 
Services with respect to the substance and funding 
of any evaluation under section 413(j), and to cooperate 
with the conduct of any such evaluation. 

“(C) LIMITATIONS ON USE OF FUNDS.— 

“(i) IN GENERAL.—Section 403(aX5\(C) shall apply 
to funds provided to Indian tribes under this paragraph 
in the same manner in which such section applies 
to funds provided under section 403(a)\5). 

“(ii) WAIVER AUTHORITY.—The Secretary of Labor 
may waive or modify the application of a provision 
of section 403(aX5\(C) (other than clause (vii) thereof) 
with respect to an Indian tribe to the extent necessary 
to enable the Indian tribe to operate a more efficient 
or effective program with the funds provided under 
this paragraph. 

“(iii) REGULATIONS.—Within 90 days after the date 
of the enactment of this paragraph, the Secretary of 
Labor, after consultation with the Secretary of Health 
and Human Services and the Secretary of Housing 
and Urban Development, shall prescribe such regula- 
tions as may be necessary to implement this para- 
graph.”. 
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(d) FUNDS RECEIVED FROM GRANTS TO BE DISREGARDED IN 
APPLYING DURATIONAL LIMIT ON ASSISTANCE.—Section 408(a)(7) (42 
U.S.C. 608(a)(7)) is amended by adding at the end the following: 

“(G) INAPPLICABILITY TO WELFARE-TO-WORK GRANTS 
AND ASSISTANCE.—For purposes of subparagraph (A) of this 
aragraph, a grant made under section 403(a\5) shall not 
e considered a grant made under section 403, and noncash 
assistance from funds provided under section 403(a)(5) shall 
not be considered assistance.”. 

(e) DATA COLLECTION AND REPORTING.—Section 411(a) (42 
U.S.C. 611(a)1A)), as amended by section 5507 of this Act, is 
amended— 

(1) in paragraph (1)(A), by adding at the end the following: 

“(xviii) With respect to families participating in 
a program operated with funds provided under section 
403(a)(5)— 

“I) any activity described in_ section 
403(aX5\C)\i) engaged in by a family member; 

“(II]) the total amount expended during the 
month on the family member for each such activity; 

“(III) if the family member is engaged in sub- 
sidized employment or on-the-job training under 
the program, the wage paid to the family member 
and the amount of any wage subsidy provided 
to _ family member from Federal or State funds; 
an 

“(IV) if the participation of a family member 

in the program was ended during a month due 
to the family member obtaining employment, the 
— of the family member in the employment 
and whether the participation was ended due to 
the family member obtaining unsubsidized employ- 
ment, obtaining subsidized employment, receiving 
an increased wage, engaging in a work training 
activity funded under a program funded other than 
under section 403(a)(5), or for other reasons.”; 

(2) in paragraph (2), by inserting “, with a separate state- 
ment of the percentage of such funds that are used to cover 
administrative costs or overhead incurred for programs oper- 
ated with funds provided under section 403(a\(5)” before the 
period; 

(3) in paragraph (3), by inserting “, with a separate state- 
ment of the total amount expended by the State during the 
quarter on programs operated with funds provided under sec- 
tion 403(a)(5)” before the period; 

(4) in paragraph (4), by inserting “, with a separate state- 
ment of the number of such parents who participated in pro- 
grams operated with funds provided under section 403(a)(5)” 
before the period; 

(5) in paragraph (6)— 

(A) by striking “and” at the end of subparagraph (A); 

(B) by striking the period at the end of subparagraph 
(B) and inserting “; and”; and 

(C) by adding at the end the following: 

“(C) with respect to families and individuals participat- 
ing in a program operated with funds provided under sec- 

tion 403(a)(5)— 
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“(i) the total number of such families and individ- 
uals; and 
“(ii) the number of such families and individuals 
whose participation in such a program was terminated 
during a month.” and 
(6) in paragraph (7), by inserting “, and shall consult with 
the Secretary of Labor in defining the data elements with 
respect to programs operated with funds provided under section 
403(a)(5)” before the period. 
(f) EVALUATIONS.—Section 413 (42 U.S.C. 613) is amended by 


adding at the end the following: 


“(j) EVALUATION OF WELFARE-TO-WORK PROGRAMS.— 

“(1) EVALUATION.—The Secretary, in consultation with the 
Secretary of Labor and the Secretary of Housing and Urban 
Development— 

“(A) shall develop a plan to evaluate how grants made 
under sections 403(aX5) and 412(aX3) have been used; 

“(B) may evaluate the use of such grants by such 
grantees as the Secretary deems appropriate, in accordance 
with an agreement entered into with the grantees after 
good-faith negotiations; and 

“(C) is urged to include the following outcome measures 
in the plan developed under subparagraph (A): 

“(i) Placements in unsubsidized employment, and 
placements in unsubsidized employment that last for 
at least 6 months. 

“(ii) Placements in the private and public sectors. 

“(iii) Earnings of individuals who obtain employ- 
ment. 

“(iv) Average expenditures per placement. 

“(2) REPORTS TO THE CONGRESS.— 

“(A) IN GENERAL.—Subject to subparagraphs (B) and 
(C), the Secretary, in consultation with the retary of 
Labor and the Secretary of Housing and Urban Develop- 
ment, shall submit to the Congress reports on the projects 
funded under section 403(aX5) and 412(a)(3) and on the 
evaluations of the projects. 

“(B) INTERIM REPORT.—Not later than January 1, 1999, 
the Secretary shall submit an interim report on the matter 
described in subparagraph (A). 

“(C) FINAL REPORT.—Not later than January 1, 2001, 
(or at a later date, if the Secretary informs the Committees 
of the Congress with jurisdiction over the subject matter 
of the report) the Secretary shall submit a final report 
on the matter described in subparagraph (A).”. 

(g) PENALTIES.— 

(1) PENALTY FOR FAILURE OF STATE TO MAINTAIN HISTORIC 
EFFORT DURING YEAR IN WHICH WELFARE-TO-WORK GRANT IS 
RECEIVED.— 

(A) IN GENERAL.—Section 409(a) (42 U.S.C. 609(a)) is 
amended by adding at the end the following: 

“(13) PENALTY FOR FAILURE OF STATE TO MAINTAIN HISTORIC 
EFFORT DURING YEAR IN WHICH WELFARE-TO-WORK GRANT IS 
RECEIVED.—If a grant is made to a State under section 
403(aX5\A) for a fiscal year and paragraph (7) of this sub- 
section requires the grant payable to the State under section 


403(a)(1) to be reduced for the immediately succeeding fiscal 
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year, then the Secretary shall reduce the grant payable to 

the State under section 403(a\1) for such succeeding fiscal 

year by the amount of the grant made to the State under 
section 403(a)(5)(A) for the fiscal year.”. 

(B) INAPPLICABILITY OF GOOD CAUSE EXCEPTION.—Sec- 
tion 409(b\(2) of such Act (42 U.S.C. 609(b)(2)), as amended 
by section 5506(k) of this Act, is amended by striking 
“or (12)” and inserting “(12), or (13)”. 

(C) INAPPLICABILITY OF CORRECTIVE COMPLIANCE 
PLAN.—Section 409(c\4) of such Act (42 U.S.C. 609(c)(4)), 
as amended by section 5506(m) of this Act, is amended 
by striking “or (12)” and inserting “(12), or (13)”. 

(2) PENALTY FOR MISUSE OF COMPETITIVE WELFARE-TO-WORK 
FUNDS.—Section 409(a)\(1) of such Act (42 U.S.C. 609(a)(1)) is 
amended by adding at the end the following: 

“(C) PENALTY FOR MISUSE OF COMPETITIVE WELFARE- 
TO-WORK FUNDS.—If the Secretary of Labor finds that an 
amount paid to an entity under section 403(a)(5)B) has 
been used in violation of subparagraph (B) or (C) of section 
403(a\(5), the entity shall remit to the Secretary of Labor 
an amount equal to the amount so used.”. 

(h) CLARIFICATION THAT SANCTIONS AGAINST RECIPIENTS 
UNDER TANF PROGRAM ARE NOT WAGE REDUCTIONS.— 

(1) IN GENERAL.—Section 408 (42 U.S.C. 608) is amended— 

(A) by redesignating subsections (c) and (d) as sub- 
sections (d) and (e), respectively; and 

(B) by inserting after subsection (b) the following: 

“(c) SANCTIONS AGAINST RECIPIENTS NoT CONSIDERED WAGE 
REDUCTIONS.—A penalty imposed by a State against the family 
of an individual by reason of the failure of the individual to comply 
with a requirement under the State program funded under this 
part shall not be construed to be a reduction in any wage paid 
to the individual.”. 

(2) RETROACTIVITY.—The amendments made by paragraph 42 USC 608 note. 
(1) shall take effect as if included in the enactment of section 
103(a) of the Personal Responsibility and Work Opportunity 
Reconciliation Act of 1996. 

(i) GAO Stupy OF EFFECT OF FAMILY VIOLENCE ON NEED 42 USC 613 note. 
FOR PUBLIC ASSISTANCE.— 

(1) Stupy.—The Comptroller General shall conduct a study 
of the effect of family violence on the use of public assistance 
ew and in particular the extent to which family violence 
prolongs or increases the need for public assistance. 

(2) REPORT.—Within 1 year after the date of the enactment 
of this Act, the Comptroller General shall submit to the 
Committees on Ways and Means and Education and the 
Workforce of the House of Representatives and the Committee 
on Finance of the Senate a report that contains the findings 
of the study required by paragraph (1). 


SEC. 5002. LIMITATION ON AMOUNT OF FEDERAL FUNDS TRANSFER- 
ABLE TO TITLE XX PROGRAMS. 


(a) IN GENERAL.—Section 404(d) (42 U.S.C. 604(d)) is amend- 
ed— 
(1) in paragraph (1), by striking “A State may” and insert- 
ing “Subject to paragraph (2), a State may”; and 
(2) by amending paragraph (2) to read as follows: 
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42 USC 604 note 


42 USC 607 note. 


42 USC 609 note. 


“(2) LIMITATION ON AMOUNT TRANSFERABLE TO TITLE XX 
PROGRAMS.—A State may use not more than 10 percent of 
the amount of any grant made to the State under section 
403(a) for a fiscal year to carry out State programs pursuant 
to title XX.”. 

(b) RETROACTIVITY.—The amendments made by subsection (a) 
of this section shall take effect as if included in the enactment 
of section 103(a) of the Personal Responsibility and Work Oppor- 
tunity Reconciliation Act of 1996. 


SEC. 5003. LIMITATION ON NUMBER OF PERSONS WHO MAY BE TREAT- 
ED AS ENGAGED IN WORK BY REASON OF PARTICIPATION 
IN EDUCATIONAL ACTIVITIES. 


(a) IN GENERAL.—Section 407(cX2XD) (42 U.S.C. 607(c\(2\D)) 
is amended to read as follows: 

“(D) LIMITATION ON NUMBER OF PERSONS WHO MAY 
BE TREATED AS ENGAGED IN WORK BY REASON OF PARTICIPA- 
TION IN EDUCATIONAL ACTIVITIES.—For purposes of deter- 
mining monthly participation rates under paragraphs 
(1XB\i) and (2B) of subsection (b), not more than 30 
percent of the number of individuals in all families and 
in 2-parent families, respectively, in a State who are treated 
as engaged in work for a month may consist of individuals 
who are determined to be engaged in work for the month 
by reason of participation in vocational educational train- 
ing, or (if the month is in fiscal year 2000 or thereafter) 
deemed to be engaged in work for the month by reason 
of subparagraph (C) of this paragraph.”. 

(b) RETROACTIVITY.—The amendment made by subsection (a) 
of this section shall take effect as if included in the enactment 
of section 103(a) of the Personal Responsibility and Work Oppor- 
tunity Reconciliation Act of 1996. 


SEC. 5004. PENALTY FOR FAILURE OF STATE TO REDUCE ASSISTANCE 
FOR RECIPIENTS REFUSING WITHOUT GOOD CAUSE TO 
WORK. 


(a) IN GENERAL.—Section 409(a) (42 U.S.C. 609(a)), as amended 
by section 5001(f 1A) of this Act, is amended by adding at the 
end the following: 

“(14) PENALTY FOR FAILURE TO REDUCE ASSISTANCE FOR 

RECIPIENTS REFUSING WITHOUT GOOD CAUSE TO WORK.— 

“(A) IN GENERAL.—If the Secretary determines that 
a State to which a grant is made under section 403 in 
a fiscal year has violated section 407(e) during the fiscal 
year, the Secretary shall reduce the grant payable to the 
State under section 403(a\1) for the immediately succeed- 
ing fiscal year by an amount equal to not less than 1 
percent and not more than 5 percent of the State family 
assistance grant. 

“(B) PENALTY BASED ON SEVERITY OF FAILURE.—The 
Secretary shall impose reductions under subparagraph (A) 
with respect to a fiscal year based on the degree of non- 
compliance.”. 

(b) RETROACTIVITY.—The amendment made by subsection (a) 
of this section shall take effect as if included in the enactment 
of section 103(a) of the Personal Responsibility and Work Oppor- 
tunity Reconciliation Act of 1996. 
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Subtitle B—Supplemental Security Income 


SEC. 5101. EXTENSION OF DEADLINE TO PERFORM CHILDHOOD 
DISABILITY REDETERMINATIONS. 


Section 211(d\(2) of the Personal Responsibility and Work 
Opportunity Reconciliation Act of 1996 (Public Law 104-193; 110 
Stat. 2190) is amended— 42 USC 1382c 
(1) in subparagraph (A)— note. 
(A) in the 1st sentence, by striking “1 year” and insert- 
ing “18 months”; and 
(B) by inserting after the 1st sentence the following: 
“Any redetermination required by the preceding sentence 
that is not performed before the end of the period described 
in the preceding sentence shall be performed as soon as 
is practicable thereafter.”; and 
(2) in subparagraph (C), by adding at the end the following: 
“Before commencing a redetermination under the 2nd sentence Notification. 
of subparagraph (A), in any case in which the individual 
involved has not already been notified of the provisions of 
this paragraph, the Commissioner of Social Security shall notify 
the individual involved of the provisions of this paragraph.”. 


SEC. 5102. FEES FOR FEDERAL ADMINISTRATION OF STATE SUPPLE- 
MENTARY PAYMENTS. 


(a) FEE SCHEDULE.— 
(1) OPTIONAL STATE SUPPLEMENTARY PAYMENTS.— 
(A) IN GENERAL.—Section 1616(d)2\B) (42 U.S.C. 
1382e(d)(2)(B)) is amended— 
a by striking “and” at the end of clause (iii); 
an 
(ii) by striking clause (iv) and inserting the follow- 


ing: 
“(iv) for fiscal year 1997, $5.00; 
“(v) for fiscal year 1998, $6.20; 
“(vi) for fiscal year 1999, $7.60; 
“(vii) for fiscal year 2000, $7.80; 
“(viii) for fiscal year 2001, $8.10; 
“(ix) for fiscal year 2002, $8.50; and 
“(x) for fiscal year 2003 and each succeeding fiscal year— 

“(I) the applicable rate in the preceding fiscal year, 
increased by the percentage, if any, by which the Consumer 
Price Index for the month of June of the calendar year 
of the increase exceeds the Consumer Price Index for the 
month of June of the calendar year preceding the calendar 
year of the increase, and rounded to the nearest whole 
cent; or ‘ 

“(II) such different rate as the Commissioner deter- 
mines is appropriate for the State.”. 

(B) CONFORMING AMENDMENT.—Section 1616(d)(2\C) 
of such Act (42 U.S.C. 1382e(d\(2C)) is amended by strik- 
ing “(Biv)” and inserting “(B\(x)II)”. 

(2) MANDATORY STATE SUPPLEMENTARY PAYMENTS.— 

(A) IN GENERAL.—Section 212(b)(3)(B)(ii) of Public Law 
93-66 (42 U.S.C. 1382 note) is amended— 

(i) by striking “and” at the end of subclause (IID); 
and 
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(ii) by striking subclause (IV) and inserting the 
following: 
“(IV) for fiscal year 1997, $5.00; 
“(V) for fiscal year 1998, $6.20; 
“(VI) for fiscal year 1999, $7.60; 
“(VII) for fiscal year 2000, $7.80; 
“(VIII) for fiscal year 2001, $8.10; 
“(IX) for fiscal year 2002, $8.50; and 
“(X) for fiscal year 2003 and each succeeding fiscal year— 

“(aa) the applicable rate in the preceding fiscal year, 
increased by the percentage, if any, by which the Consumer 
Price Index for the month of June of the calendar year 
of the increase exceeds the Consumer Price Index for the 
month of June of the calendar year preceding the calendar 
year of the increase, and rounded to the nearest whole 
cent; or 

“(bb) such different rate as the Commissioner deter- 
mines is appropriate for the State.”. 

(B) CONFORMING AMENDMENT.—Section 212(b\(3\B\iii) 
of such Act (42 U.S.C. 1382 note) is amended by striking 
“(iiXTV)” and inserting “(ii X)(bb)”. 

(b) USE oF NEw Frees To DEFRAY THE SOCIAL SECURITY 
ADMINISTRATION'S ADMINISTRATIVE EXPENSES.— 

(1) CREDIT TO SPECIAL FUND FOR FISCAL YEAR 1998 AND 

SUBSEQUENT YEARS.— 

(A) OPTIONAL STATE SUPPLEMENTARY PAYMENT FEES.— 
Section 1616(d\4) (42 U.S.C. 1382e(d\4)) is amended to 
read as follows: 

“(4)(A) The first $5 of each administration fee assessed pursuant 
to paragraph (2), upon collection, shall be deposited in the general 
fund of the Treasury of the United States as miscellaneous receipts. 

“(B) That portion of each administration fee in excess of $5, 
and 100 percent of each additional services fee charged pursuant 
to paragraph (3), upon collection for fiscal year 1998 and each 
subsequent fiscal year, shall be credited to a special fund established 
in the Treasury of the United States for State supplementary pay- 
ment fees. The amounts so credited, to the extent and in the 
amounts provided in advance in appropriations Acts, shall be avail- 
able to defray expenses incurred in carrying out this title and 
related laws. The amounts so credited shall not be scored as receipts 
under section 252 of the Balanced Budget and Emergency Deficit 
Control Act of 1985, and the amounts so credited shall be credited 
as a discretionary offset to discretionary spending to the extent 
that the amounts so credited are made available for expenditure 
in appropriations Acts.”. 

(B) MANDATORY STATE SUPPLEMENTARY PAYMENT 
FEES.—Section 212(b)(3)\(D) of Public Law 93-66 (42 U.S.C. 
1382 note) is amended to read as follows: 

“(D\i) The first $5 of each administration fee assessed pursuant 
to —— (B), upon collection, shall be deposited in the 
general fund of the Treasury of the United States as miscellaneous 
receipts. 

“(ii) The portion of each administration fee in excess of $5, 
and 100 percent of each additional services fee charged pursuant 
to subparagraph (C), upon collection for fiscal year 1998 and each 
subsequent fiscal year, shall be credited to a special fund established 
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in the Treasury of the United States for State supplementary pay- 
ment fees. The amounts so credited, to the extent and in the 
amounts provided in advance in appropriations Acts, shall be avail- 
able to defray expenses incurred in carrying out this section and 
title XVI of the Social Security Act and related laws. The amounts 
so credited shall not be scored as receipts under section 252 of 
the Balanced Budget and Emergency Deficit Control Act of 1985, 
and the amounts so credited shall be credited as a discretionary 
offset to discretionary spending to the extent that the amounts 
so credited are made available for expenditure in appropriations 
Acts.”. 
(2) LIMITATIONS ON AUTHORIZATION OF APPROPRIATIONS.— 42 USC 1382e 
From amounts credited pursuant to section 1616(d\4)(B) of note. 
the Social Security Act and section 212(b\(3)(D\ii) of Public 
Law 93-66 to the special fund established in the Treasury 
of the United States for State supplementary payment fees, 
there is authorized to be appropriated an amount not to exceed 
$35,000,000 for fiscal year 1998, and such sums as may be 
necessary for each fiscal year thereafter. 


Subtitle C—Child Support Enforcement 


SEC. 5201. CLARIFICATION OF AUTHORITY TO PERMIT CERTAIN RE- 
DISCLOSURES OF WAGE AND CLAIM INFORMATION. 


Section 303(h)(1XC) (42 U.S.C. 503(hX1XC)) is amended by 
striking “section 453(i)(1) in carrying out the child support enforce- 
ment program under title IV” and inserting “subsections (i\1), 
(iX3), and (j) of section 453”. 


Subtitle D—Restricting Welfare and Public 
Benefits for Aliens 


SEC. 5301. SSI ELIGIBILITY FOR ALIENS RECEIVING SSI ON AUGUST 
22, 1996, AND DISABLED ALIENS LAWFULLY RESIDING IN 
THE UNITED STATES ON AUGUST 22, 1996. 


(a) SSI ELIGIBILITY FOR ALIENS RECEIVING SSI ON AUGUST 
22, 1996.—Section 402(a)(2) of the Personal Responsibility and Work 
Opportunity Reconciliation Act of 1996 (8 U.S.C. 1612(a\(2)) is 
amended by adding after subparagraph (D) the following new 
subparagraph: 

“(E) ALIENS RECEIVING SSI ON AUGUST 22, 1996.—With 
respect to eligibility for benefits for the program defined 
in paragraph (3)(A) (relating to the supplemental security 
income program), paragraph (1) shall not apply to an alien 
who is lawfully residing in the United States and who 
was receiving such benefits on August 22, 1996.”. 

(b) SSI ELIGIBILITY FOR DISABLED ALIENS LAWFULLY RESIDING 
IN THE UNITED STATES ON AUGUST 22, 1996.—Section 402(a)(2) of 
the Personal Responsibility and Work Opportunity Reconciliation 
Act of 1996 (8 U.S.C. 1612(a)(2)) is amended by adding at the 
end the following: 

“(F) DISABLED ALIENS LAWFULLY RESIDING IN THE 
UNITED STATES ON AUGUST 22, 1996.—With respect to eligi- 
bility for benefits for the program defined in paragraph 
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(3A) (relating to the supplemental security income pro- 
gram), paragraph (1) shall not apply to an alien who— 
“(i) was lawfully residing in the United States 
on August 22, 1996; and 
“(ii) is blind or disabled, as defined in section 
1614(aX2) or 1614(aX3) of the Social Security Act (42 
U.S.C. 1382c(a\3)).”. 

(c) EXTENSION OF GRANDFATHER PROVISION RELATING TO SSI 
ELIGIBILITY.—Section 402(aX2)D \i) of the Personal Responsibility 
and Work Opportunity Reconciliation Act of 1996 (8 U.S.C. 
1612(aX2D\i)) is amended— 

(1) in subclause (I), by striking “September 30, 1997,” and 
inserting “September 30, 1998,”; and 

(2) in subclause (III), by striking “September 30, 1997,” 
and inserting “September 30, 1998”. 


SEC. 5302. EXTENSION OF ELIGIBILITY PERIOD FOR REFUGEES AND 
CERTAIN OTHER QUALIFIED ALIENS FROM 5 TO 7 YEARS 
FOR SSI AND MEDICAID; STATUS OF CUBAN AND HAITIAN 
ENTRANTS. 


(a) SSI.—Section 402(aX2XA) of the Personal Responsibility 
and Work Opportunity Reconciliation Act of 1996 (8 U.S.C. 
1612(a)(2)A)) is amended to read as follows: 

“(A) TIME-LIMITED EXCEPTION FOR REFUGEES AND 
ASYLEES.— 

“(i) SSI—With respect to the specified Federal 
program described in paragraph (3A), paragraph (1) 
shall not apply to an alien until 7 years after the 
date— 

“(I) an alien is admitted to the United States 
as a refugee under section 207 of the Immigration 
and Nationality Act; 

“(II) an alien is granted asylum under section 
208 of such Act; 

“(III) an alien’s deportation is withheld under 
section 243(h) of such Act; or 

“(IV) an alien is granted status as a Cuban 
and Haitian entrant (as defined in section 501(e) 
of the Refugee Education Assistance Act of 1980). 
“(ii) FOOD STAMPS.—With respect to the specified 

Federal program described in paragraph (3)(B), para- 
graph (1) shall not apply to an alien until 5 years 
after the date— 

“(I) an alien is admitted to the United States 
as a refugee under section 207 of the Immigration 
and Nationality Act; 

“(II) an alien is granted asylum under section 
208 of such Act; 

“(III) an alien’s deportation is withheld under 
section 243(h) of such Act; or 

“(IV) an alien is granted status as a Cuban 
and Haitian entrant (as defined in section 501(e) 
of the Refugee Education Assistance Act of 1980).”. 

(b) MEDICAID.—Section 402(b)\(2)A) of the Personal Responsibil- 
ity and Work Opportunity Reconciliation Act of 1996 (8 U.S.C. 
1612(b\(2\A)) is amended to read as follows: 
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“(A) TIME-LIMITED EXCEPTION FOR REFUGEES AND 
ASYLEES.— 

“(i) MEDICAID.—With respect to the designated 

Federal program described in paragraph (3)(C), para- 

graph (1) shall not apply to an alien until 7 years 

after the date— 

“(I) an alien is admitted to the United States 
as a refugee under section 207 of the Immigration 
and Nationality Act; 

“(II) an alien is granted asylum under section 
208 of such Act; 

“(III) an alien’s deportation is withheld under 
section 243(h) of such Act; or 

“(IV) an alien is granted status as a Cuban 
and Haitian entrant (as defined in section 501(e) 
of the Refugee Education Assistance Act of 1980). 
“(ii) OTHER DESIGNATED FEDERAL PROGRAMS.— 

With respect to the designated Federal programs under 

paragraph (3) (other than subparagraph (C)), para- 

graph (1) shall not apply to an alien until 5 years 
after the date— 

“(I) an alien is admitted to the United States 
as a refugee under section 207 of the Immigration 
and Nationality Act; 

“(II) an alien is granted asylum under section 
208 of such Act; 

“(III) an alien’s deportation is withheld under 
section 243(h) of such Act; or 

“(IV) an alien is granted status as a Cuban 
and Haitian entrant (as defined in section 501(e) 
of the Refugee Education Assistance Act of 1980).”. 

(c) STATUS OF CUBAN AND HAITIAN ENTRANTS.— 

(1) FEDERAL MEANS-TESTED PUBLIC BENEFITS.— 

(A) Section 403(b)(1) of the Personal Responsibility 
and Work Opportunity Reconciliation Act of 1996 (8 U.S.C. 
1613(b)(1)) is amended by adding at the end the following 
new subparagraph: 

“(D) An alien who is a Cuban and Haitian entrant 
as defined in section 501(e) of the Refugee Education Assist- 
ance Act of 1980.”. 

(B) Section 403 of the Personal Responsibility and 
Work Opportunity Reconciliation Act of 1996 (8 U.S.C. 
1613) is amended be striking subsection (d). 

(2) STATE PUBLIC BENEFITS.—Section 412(b)(1) of the Per- 
sonal Responsibility and Work Opportunity Reconciliation Act 
of 1996 (8 U.S.C. 1622(b\1)) is amended by adding at the 
end the following new subparagraph: 

“(D) An alien os is a Cuban and Haitian entrant 
as defined in section 501(e) of the Refugee Education Assist- 
ance Act of 1980 until 5 years after the alien is granted 
such status.”. 

(3) QUALIFIED ALIEN DEFINED.—Section 431(b) of the Per- 
sonal Responsibility and Work Opportunity Reconciliation Act 
of 1996 (8 U.S.C. 1641(b)) is amended— 

(A) in paragraph (5) by striking “or”; 

(B) in paragraph (6) by striking the period and insert- 
ing “; or”; and 
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(C) by adding at the end the following new paragraph: 

“(7) an alien who is a Cuban and Haitian entrant (as 

defined in section 501(e) of the Refugee Education Assistance 
Act of 1980).”. 


SEC. 5303. EXCEPTIONS FOR CERTAIN INDIANS FROM LIMITATION ON 
ELIGIBILITY FOR SUPPLEMENTAL SECURITY INCOME 
AND MEDICAID BENEFITS. 


(a) EXCEPTION FROM LIMITATION ON SSI ELIGIBILITY.—Section 
402(a\(2) of the Personal Responsibility and Work Opportunity Rec- 
onciliation Act of 1996 (8 U.S.C. 1612(a)(2)) is amended by adding 
at the end the following: 

“(G) SSI EXCEPTION FOR CERTAIN INDIANS.—With 
respect to eligibility for benefits for the program defined 
in paragraph (3)(A) (relating to the supplemental security 
income program), section 401(a) and paragraph (1) shall 
not apply to any individual— 

“(i) who is an American Indian born in Canada 
to whom the provisions of section 289 of the Immigra- 
tion and Nationality Act (8 U.S.C. 1359) apply; or 

“(ii) who is a member of an Indian tribe (as defined 
in section 4(e) of the Indian Self-Determination and 
Education Assistance Act (25 U.S.C. 450b(e))).”. 

(b) EXCEPTION FROM LIMITATION ON MEDICAID ELIGIBILITY.— 
Section 402(b\2) of the Personal Responsibility and Work Oppor- 
tunity Reconciliation Act of 1996 (8 U.S.C. 1612(bX2)) is amended 
by inserting at the end the following: 

“(E) MEDICAID EXCEPTION FOR CERTAIN INDIANS.—With 
respect to eligibility for benefits for the program defined 
in paragraph (3\C) (relating to the medicaid program), 
section 401(a) and paragraph (1) shall not apply to any 
individual described in subsection (aX2\G).”. 

(c) SSI AND MEDICAID EXCEPTIONS FROM LIMITATION ON ELIGI- 
BILITY OF NEW ENTRANTS.—Section 403 of the Personal Responsibil- 
ity and Work Opportunity Reconciliation Act of 1996 (8 U.S.C. 
1613) is ates adding after subsection (c) the following new 
subsection: 

“(d) SSI AND MEDICAID BENEFITS FOR CERTAIN INDIANS.—Not- 
withstanding any other provision of law, the limitations under 
section 401(a) and subsection (a) shall not apply to an individual 
described in section 402(aX2\G), but only with respect to the pro- 
grams specified in subsections (aX3XA) and (bX3XC) of section 
402.”. 


SEC. 5304. EXEMPTION FROM RESTRICTION ON SUPPLEMENTAL SECU- 
RITY INCOME PROGRAM PARTICIPATION BY CERTAIN 
RECIPIENTS ELIGIBLE ON THE BASIS OF VERY OLD 
APPLICATIONS. 


Section 402(aX2) of the Personal Responsibility and Work 
Opportunity Reconciliation Act of 1996 (8 U.S.C. 1612(a\2)) is 
amended by adding at the end the following: 

“(H) SSI EXCEPTION FOR CERTAIN RECIPIENTS ON THE 


BASIS OF VERY OLD APPLICATIONS.—With respect to eligi- 
bility for benefits for the program defined in paragraph 
(3XA) (relating to the supplemental security income pro- 
gram), paragraph (1) shall not apply to any individual— 
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“(i) who is receiving benefits under such program 
for months after July 1996 on the basis of an applica- 
tion filed before January 1, 1979; and 

“(ii) with respect to whom the Commissioner of 
Social Security lacks clear and convincing evidence 
that such individual is an alien ineligible for such 
benefits as a result of the application of this section.”. 


SEC. 5305. REINSTATEMENT OF ELIGIBILITY FOR BENEFITS. 


(a) Foop Stamps.—The Personal Responsibility and Work 
Opportunity Reconciliation Act of 1996 is amended by adding after 
section 435 the following new section: 


“SEC. 436. DERIVATIVE ELIGIBILITY FOR BENEFITS. 8 USC 1646. 


“Notwithstanding any other provision of law, an alien who 
under the provisions of this title is ineligible for benefits under 
the food stamp program (as defined in section 402(a)(3)B)) shall 
not be eligible for such benefits because the alien receives benefits 
under the supplemental security income program (as defined in 
section 402(aX3)(A)).”. 

(b) MEDICAID.—Section 402(b)\(2) of the Personal Responsibility 
and Work Opportunity Reconciliation Act of 1996 (8 U.S.C. 
1612(b)\(2)) is amended by adding at the end the following: 

“(F) MEDICAID EXCEPTION FOR ALIENS RECEIVING SSI.— 
An alien who is receiving benefits under the program 
defined in subsection (a)(3)(A) (relating to the supplemental 
security income program) shall be eligible for medical 
assistance under a State plan under title XIX of the Social 
Security Act (42 U.S.C. 1396 et seq.) under the same terms 
and conditions that apply to other recipients of benefits 
under the program defined in such subsection.”. 

(c) CLERICAL AMENDMENT.—The table of sections as contained 
in section 2 of the Personal Responsibility and Work Opportunity 
Reconciliation Act of 1996 is amended by adding after the item 
relating to section 435 the following: 


“Sec. 436. Derivative eligibility for benefits.”. 


SEC. 5306. TREATMENT OF CERTAIN AMERASIAN IMMIGRANTS AS 
REFUGEES. 


(a) FoR Purposes OF SSI AND Foop StTamps.—Section 
402(aX2)A) of the Personal Responsibility and Work Opportunity 
Reconciliation Act of 1996 (8 U.S.C. 1612(aX2\A)) as amended 
by section 5302 is amended— 

(1) in clause (i)— 
(A) by striking “or” at the end of subclause (III); 
(B) by striking the period at the end of* subclause 
(IV) and inserting “; or”; and 
(C) by adding at the end the following: 
“(V) an alien is admitted to the United States 
as an Amerasian immigrant pursuant to section 
584 of the Foreign Operations, Export Financing, 
and Related Programs Appropriations Act, 1988 
(as contained in section 101(e) of Public Law 100- 
202 and amended by the 9th proviso under MIGRA- 
TION AND REFUGEE ASSISTANCE in title II of the 
Foreign Operations, Export Financing, and Related 
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Programs Appropriations Act, 1989, Public Law 
100-461, as amended).”; and 
(2) in clause (ii}— 
(A) by striking “or” at the end of subclause (III); 
(B) by striking the period at the end of subclause 
(IV) and inserting “; or”; and 
(C) by adding at the end the following: 
“(V) an alien is admitted to the United States 
as an Amerasian immigrant as described in clause 

(iXV).”. 

(b) For Purposes OF TANF, SSBG, AND MEDICAID.—Section 
402(b\2\A) of the Personal Responsibility and Work Opportunity 
Reconciliation Act of 1996 (8 U.S.C. 1612(bX2\A)) as amended 
by section 5302 is amended— 

(1) in clause (i)— 

(A) by striking “or” at the end of subclause (III); 

(B) by striking the period at the end of subclause 
(IV) and inserting “; or”; and 

(C) by adding at the end the following: 
“(V) an alien admitted to the United States as 
an Amerasian immigrant as described in subsection 
(aX2)AXiXV) until 5 years after the date of such alien’s 
entry into the United States.”; and 
(2) in clause (ii}— 

(A) by striking “or” at the end of subclause (III); 

(B) by striking the period at the end of subclause 
(IV) and inserting “; or”; and 

(C) by adding at the end the following: 

“(V) an alien admitted to the United States as 
an Amerasian immigrant as described in subsection 
(aX2AXiXV) until 5 years after the date of such alien’s 
entry into the United States.”. 

(c) FOR PURPOSES OF EXCEPTION FROM 5-YEAR LIMITED ELIGI- 
BILITY OF QUALIFIED ALIENS.—Section 403(b\1) of the Personal 
Responsibility and Work Opportunity Reconciliation Act of 1996 
(8 U.S.C. 1613(b\1)) is amended by adding at the end the following: 

“(E) An alien admitted to the United States as an 
Amerasian immigrant as_ described in __ section 
402(aX2KAXIXV).”. 

(d) FOR PURPOSES OF CERTAIN STATE PROGRAMS.—Section 
412(b)(1) of the Personal Responsibility and Work Opportunity Rec- 
onciliation Act of 1996 (8 U.S.C. 1622(b\(1)) is amended by adding 
at the end the following new subparagraph: 

“(E) An alien admitted to the United States as an 
Amerasian immigrant as_ described in __ section 
402(aX2XAXIXV).”. 


SEC. 5307. VERIFICATION OF ELIGIBILITY FOR STATE AND LOCAL PUB- 
LIC BENEFITS. 


(a) IN GENERAL.—The Personal Responsibility and Work Oppor- 
tunity Reconciliation Act of 1996 is amended by adding after section 
412 the following new section: 


8 USC 1625. “SEC. 413. AUTHORIZATION FOR VERIFICATION OF ELIGIBILITY FOR 
STATE AND LOCAL PUBLIC BENEFITS. 


“A State or political subdivision of a State is authorized to 
require an applicant for State and local public benefits (as defined 
in section 411(c)) to provide proof of eligibility.”. 
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(b) CLERICAL AMENDMENT.—The table of sections as contained 
in section 2 of the Personal Responsibility and Work Opportunity 
Reconciliation Act of 1996 is amended by adding after the item 
relating to section 412 the following: 


“Sec. 413. Authorization for verification of eligibility for state and local public bene- 
fits.”. 


SEC. 5308. EFFECTIVE DATE. 8 USC 1612 note. 


Except as otherwise provided, the amendments made by this 
subtitle shall be effective as if included in the enactment of title 
IV of the Personal Responsibility and Work Opportunity Reconcili- 
ation Act of 1996. 


Subtitle E—Unemployment Compensation 


SEC. 5401. CLARIFYING PROVISION RELATING TO BASE PERIODS. 42 USC 503 note. 


(a) IN GENERAL.—No provision of a State law under which 
the base period for such State is defined or otherwise determined 
shall, for purposes of section 303(aX1) of the Social Security Act 
(42 U.S.C. 503(aX1)), be considered a provision for a method of 
administration. 

(b) DEFINITIONS.—For purposes of this section, the terms “State 
law”, “base period”, and “State” shall have the meanings given 
them under section 205 of the Federal-State Extended Unemploy- 
ment Compensation Act of 1970 (26 U.S.C. 3304 note). 

(c) EFFECTIVE DATE.—This section shall apply for purposes 
3 — —_ beginning before, on, or after the date of the enactment 
of this Act. 


SEC. 5402. INCREASE IN FEDERAL UNEMPLOYMENT ACCOUNT CEIL- 
ING. 


(a) IN GENERAL.—Section 902(aX2) (42 U.S.C. 1102(aX2)) is 
amended by striking “0.25 percent” and inserting “0.5 percent”. 
(b) EFFECTIVE DATE.—This section and the amendment made 42 USC 1102 
by this section— note. 
(1) shall take effect on October 1, 2001, and 
a (2) shall apply to fiscal years beginning on or after that 
ate. 


SEC. 5403. SPECIAL DISTRIBUTION TO STATES FROM UNEMPLOYMENT 
TRUST FUND. 


(a) IN GENERAL.—Subsection (a) of section 903 (42 U.S.C. 
1103(a)) is amended by adding at the end the following new para- 


ph: 

“(3)(A) Notwithstanding any other provision of this section, 
for purposes of carrying out this subsection with respect to any 
excess amount inhameed to in paragraph (1)) remaining in the 
employment security administration account as of the close of fiscal 
year 1999, 2000, or 2001, such amount shall— 

“(i) to the extent of any amounts not in excess of 
$100,000,000, be subject to subparagraph (B), and 
“(ii) to the extent of any amounts in excess of $100,000,000, 

be subject to subparagraph (C). 

“(B) Paragraphs (1) and (2) shall apply with respect to any Applicability. 
amounts described in subparagraph (A)i), except that— 

“(i) in carrying out the provisions of paragraph (2)(B) with 
respect to such amounts (to determine the portion of such 
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42 USC 1103 


42 USC 1322 
note. 


26 USC 3309. 


amounts which is to be allocated to a State for a succeeding 

fiscal year), the ratio to be applied under such provisions shall 

be the same as the ratio that— 

“(I) the amount of funds to be allocated to such State 
for such fiscal year pursuant to the base allocation formula 
under title III, bears to 

“(II) the total amount of funds to be allocated to all 
States for such fiscal year pursuant to the base allocation 
formula under title III, 

as determined by the Secretary of Labor, and 

“(ii) the amounts allocated to a State pursuant to this 
subparagraph shall be available to such State, subject to the 

last sentence of subsection (c)(2). 

Nothing in this paragraph shall preclude the application of sub- 
section (b) with respect to any allocation determined under this 
subparagraph. 

“(C) Any amounts described in clause (ii) of subparagraph (A) 
(remaining in the employment security administration account as 
of the close of any fiscal year specified in such subparagraph) 
shall, as of the beginning of the succeeding fiscal year, accrue 
to the Federal unemployment account, without regard to the limit 
provided in section 902(a).”. 

(b) CONFORMING AMENDMENT.—Paragraph (2) of section 903(c) 

of the Social Security Act is amended by adding at the end, as 
a flush left sentence, the following: 
“Any amount allocated to a State under this section for fiscal 
year 2000, 2001, or 2002 may be used by such State only to 
pay expenses incurred by it for the administration of its unemploy- 
ment a law, and — be so used by it without regard 
to any of the conditions prescribed in any of the preceding provisions 
of this paragraph.”. 


SEC. 5404. INTEREST-FREE ADVANCES TO STATE ACCOUNTS IN 
UNEMPLOYMENT TRUST FUND RESTRICTED TO STATES 
WHICH MEET FUNDING GOALS. 


(a) IN GENERAL.—Paragraph (2) of section 1202(b) (42 U.S.C. 
1322(b)) is amended— 
(1) by striking “and” at the end of subparagraph (A), 
(2) by striking the period at the end of subparagraph (B) 
and inserting “, and”, and 
(3) by adding at the end the following new subparagraph: 
“(C) such State meets funding goals, established under 
regulations issued by the Secretary of Labor, relating to the 
accounts of the States in the Unemployment Trust Fund.”. 
(b) EFFECTIVE DATE.—The amendments made by this section 
shall apply to calendar years beginning after the date of the enact- 
ment of this Act. 


SEC. 5405. EXEMPTION OF SERVICE PERFORMED BY ELECTION WORK- 
ERS FROM THE FEDERAL UNEMPLOYMENT TAX. 


(a) IN GENERAL.—Paragraph (3) of section 3309(b) of the 
Internal Revenue Code of 1986 (relating to exemption for certain 
services) is amended— 

(1) by striking “or” at the end of subparagraph (D), 

(2) by adding “or” at the end of subparagraph (E), and 

(3) by inserting after subparagraph (E) the foll 
subparagraph: 


owing new 





PUBLIC LAW 105-33—AUG. 5, 1997 111 STAT. 605 


“(F) as an election official or election worker if the 
amount of remuneration received by the individual during 
the calendar year for services as an election official or 
election worker is less than $1,000;”. 
(b) EFFECTIVE DATE.—The amendments made by this section 26 USC 3309 
shall apply with respect to service performed after the date of note. 
the enactment of this Act. 


SEC. 5406. TREATMENT OF CERTAIN SERVICES PERFORMED BY 
INMATES. 


(a) IN GENERAL.—Subsection (c) of section 3306 of the Internal 
Revenue Code of 1986 (defining employment) is amended— 26 USC 3306. 
(1) by striking “or” at the end of paragraph (19), 
(2) by striking the period at the end of paragraph (20) 
and inserting “; or”, and 
(3) by adding at the end the following new paragraph: 
“(21) service performed by a person committed to a penal 
institution.”. 
(b) EFFECTIVE DATE.—The amendments made by this section 26 USC 3306 
shall apply with respect to service performed after January 1, te. 
1994. 


SEC. 5407. EXEMPTION OF SERVICE PERFORMED FOR AN ELEMENTARY 
OR SECONDARY SCHOOL OPERATED PRIMARILY FOR 
RELIGIOUS PURPOSES FROM THE FEDERAL UNEMPLOY- 
MENT TAX. 


(a) IN GENERAL.—Paragraph (1) of section 3309(b) of the 
Internal Revenue Code of 1986 (relating to exemption for certain 26 USC 3309. 
services) is amended— 
(1) by striking “or” at the end of subparagraph (A), and 
(2) by inserting before the semicolon at the end the follow- 
ing: “, or (C) an elementary or secondary school which is oper- 
ated primarily for religious purposes, which is cesetied in 
section 501(cX3), and which is exempt from tax under section 
501(a)”. 
(b) EFFECTIVE DATE.—The amendments made by this section 26 USC 3309 
shall apply with respect to service performed after the date of note. 
the enactment of this Act. 


SEC. 5408. STATE PROGRAM INTEGRITY ACTIVITIES FOR UNEMPLOY- 
MENT COMPENSATION. 


Section 901(c) (42 U.S.C. 1101(c)) is amended by adding at 
the end the following new paragraph: 

“(5(A) There are cinataed to be appropriated out of the Appropriation 
employment security administration account to carry out program authorization. 
integrity activities, in addition to any amounts available under 
paragraph (1)A)(i— 

“(i) $89,000,000 for fiscal year 1998; 

“(ii) $91,000,000 for fiscal year 1999; 
“(iii) $93,000,000 fiscal year 2000; 

“(iv) $96,000,000 for fiscal year 2001; and 
“(v) $98,000,000 for fiscal year 2002. 

“(B) In any fiscal year in which a State receives funds appro- 
priated pursuant to this paragraph, the State shall expend a propor- 
tion of the funds appropriated pursuant to paragraph (1)(A)i) to 
carry out program integrity activities that is not less than the 
proportion of the funds appropriated under such paragraph that 
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was expended by the State to carry out program integrity activities 
in fiscal year 1997. 

“(C) For purposes of this paragraph, the term ‘program integrity 
activities’ means initial claims review activities, eligibility review 
activities, benefit payments control activities, and employer liability 
auditing activities.”. 


Subtitle F—Welfare Reform Technical 
Corrections 


CHAPTER 1—BLOCK GRANTS FOR TEMPORARY 
ASSISTANCE TO NEEDY FAMILIES 


SEC. 5501. ELIGIBLE STATES; STATE PLAN. 


(a) LATER DEADLINE FOR SUBMISSION OF STATE PLANS.—Section 
402(a) (42 U.S.C. 602(a)) is amended by striking “2-year period 
immediately preceding” and inserting “27-month period ending with 
the close of the Ist quarter of”. 

(b) CLARIFICATION OF SCOPE OF WORK PROVISIONS.—Section 
402(aX 1AXii) (42 U.S.C. 602(aX1)(AXii)) is amended by inserting 
“consistent with section 407(e)(2)” before the period. 

(c) CORRECTION OF CROSS-REFERENCE. ction 402(aX1AXv) 
(42 U.S.C. 602(aX1XAXv)) is amended by striking “403(a)2)(B)” 
and inserting “403(a\(2\C iii)”. 

(d) NOTIFICATION OF PLAN AMENDMENTS.—Section 402 (42 
U.S.C. 602) is amended— 

(1) by redesignating subsection (b) as subsection (c) and 
inserting after subsection (a) the following: 

“(b) PLAN AMENDMENTS.—Within 30 days after a State amends 
a plan submitted pursuant to subsection (a), the State shall notify 
the Secretary of the amendment.”; and 

(2) in subsection (c) (as so redesignated), by inserting “or 
plan amendment” after “plan”. 


SEC. 5502. GRANTS TO STATES. 


(a) BONUS FOR DECREASE IN ILLEGITIMACY MODIFIED To TAKE 
ACCOUNT OF CERTAIN TERRITORIES.— 
(1) IN  GENERAL.—Section 403(aX2)B) (42 U.S.C. 
603(a)(2)\(B)) is amended to read as follows: 
“(B) AMOUNT OF GRANT.— 

“(i) IN GENERAL.—If, for a bonus year, none of 
the eligible States is Guam, the Virgin Islands, or 
American Samoa, then the amount of the grant shall 
be— 

“(I) $20,000,000 if there are 5 eligible States; 
or 

“(II) $25,000,000 if there are fewer than 5 
eligible States. 

“(ji) AMOUNT IF CERTAIN TERRITORIES ARE 
ELIGIBLE.—If, for a bonus year, Guam, the Virgin 
Islands, or American Samoa is an eligible State, then 
the amount of the grant shall be— 

“(I) in the case of such a territory, 25 percent 
of the mandatory ceiling amount (as defined in 

— 1108(c\4)) with respect to the territory; 

an 
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“(II) in the case of a State that is not such 
a territory— 

“(aa) if there are 5 eligible States other 
than such territories, $20,000,000, minus Ys 
of the total amount of the grants payable 
under this paragraph to such territories for 
the bonus year; or 

“(bb) if there are fewer than 5 such eligible 
States, $25,000,000, or such lesser amount as 
may be necessary to ensure that the total 
amount of grants payable under this para- 
raph for the bonus year does not exceed 


100,000,000.”. 
(2) CERTAIN TERRITORIES TO BE IGNORED IN RANKING OTHER 
STATES.—Section 403(aX 2K Ci Iaa) (42 U.S.C. 


603(aX2XC\iXT{aa)) is amended by adding at the end the 
following: “In the case of a State that is not a territory specified 
in subparagraph (B), the comparative magnitude of the decrease 
for the State shall be determined without regard to the mag- 
nitude of the corresponding decrease for any such territory.”. 
(b) COMPUTATION OF BONUS BASED ON RATIOS OF OUT-OF- 
WEDLOCK BIRTHS TO ALL BIRTHS INSTEAD OF NUMBERS OF OUT- 
OF-WEDLOCK BIRTHS.—Section 403(aX2) (42 U.S.C. 603(a)(2)) is 
amended— 
(1) in the paragraph heading, by inserting “RATIO” before 
the period; 
(2) in subparagraph (A), by striking all that follows “bonus 
year” and inserting a period; and 
(3) in subparagraph (C)— 
(A) in clause (i}— 
(i) in subclause (I) aa)— 

(I) by striking “number of out-of-wedlock 
births that occurred in the State during” and 
inserting “illegitimacy ratio of the State for”; and 

(II) by striking “number of such births that 
occurred during” and inserting “illegitimacy ratio 
of the State for”; and 
(ii) in subclause (II)(aa)— 

(I) by striking “number of out-of-wedlock 
births that occurred in” each place such term 
appears and inserting “illegitimacy ratio of’; and 

(II) by striking “calculate the number of out- 
of-wedlock births” and inserting “calculate the 
illegitimacy ratio”; and 

(B) by adding at the end the following: 
“(iii) ILLEGITIMACY RATIO.—The term ‘illegitimacy 
ratio’ means, with respect to a State and a period— 

“(I) the number of out-of-wedlock births to 
mothers residing in the State that occurred during 
the period; divided by 

“(II) the number of births to mothers residing 
in the State that occurred during the period.”. 

(c) USE OF CALENDAR YEAR DATA INSTEAD OF FISCAL YEAR 
DATA IN CALCULATING BONUS FOR DECREASE IN ILLEGITIMACY 
RATIO.—Section 403(a)(2C) (42 U.S.C. 603(aX2XC)) is amended— 

(1) in clause (i)— 
(A) in subclause (I)bb)}— 
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(i) by striking “the fiscal year” and inserting “the 
calendar year for which the most recent data are avail- 
able”; and 

(ii) by striking “fiscal year 1995” and inserting 
“calendar year 1995”; 

(B) in subclause (II), by striking “fiscal” each place 
such term appears and inserting “calendar”; and 
(2) in clause (ii), by striking “fiscal years” and inserting 

“calendar years”. 

(d) CORRECTION OF HEADING.—Section 403(aX3\CXii) (42 
U.S.C. 603(a\3\C\ii)) is amended in the heading by striking “1997” 
and inserting “1998”. 

(e) CLARIFICATION OF CONTINGENCY FUND PROVISION.—Section 
403(b) (42 U.S.C. 603(b)) is amended— 

(1) in paragraph (6), by striking “(5)” and inserting “(4)”; 

(2) by striking paragraph (4) and redesignating paragraphs 
(5) and (6) as paragraphs (4) and (5), respectively; and 

(3) by inserting after paragraph (5) the following: 

“(6) ANNUAL RECONCILIATION.— 

“(A) IN GENERAL.—Notwithstanding paragraph (3), if 
the Secretary makes a payment to a State under this 
subsection in a fiscal year, then the State shall remit 
to the Secretary, within 1 year after the end of the first 
subsequent period of 3 consecutive months for which the 
State is not a needy State, an amount equal to the amount 
(if any) by which— 

“(i) the total amount paid to the State under para- 
graph (3) of this subsection in the fiscal year; exceeds 

“(ii) the product of— 

“(I) the Federal medical assistance percentage 
for the State (as defined in section 1905(b), as 
such section was in effect on September 30, 1995); 

“(II) the State’s reimbursable expenditures for 
the fiscal year; and 

“(III) Yi2 times the number of months during 
the fiscal year for which the Secretary made a 
payment to the State under such paragraph (3). 

“(B) DEFINITIONS.—As used in subparagraph (A): 

“(i) REIMBURSABLE EXPENDITURES.—The term 
‘reimbursable expenditures’ means, with respect to a 
State and a fiscal year, the amount (if any) by which— 

“(I) countable State expenditures for the fiscal 
year; exceeds 

“(II) historic State expenditures (as defined 
in section 409(aX7\By\iii)), excluding any amount 
expended by the State for child care under sub- 
section (g) or (i) of section 402 (as in effect during 
fiscal year 1994) for fiscal year 1994. 

“(ii) COUNTABLE STATE EXPENDITURES.—The term 
‘countable expenditures’ means, with respect to a State 
and a fiscal year— 

“(I) the qualified State expenditures (as 
defined in section 409(a\(7BXi) (other than the 
expenditures described in subclause (I)(bb) of such 
section)) under the State program funded under 
this part for the fiscal year; plus 
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“(II) any amount paid to the State under para- 
graph (3) during the fiscal year that is expended 
by the State under the State program funded 
under this part.”. 

(f) ADMINISTRATION OF CONTINGENCY FUND TRANSFERRED TO 
THE SECRETARY OF HHS.—Section 403(b)\(7) (42 U.S.C. 603(b)(7)) 
is amended to read as follows: 

“(7) STATE DEFINED.—As used in this subsection, the term 

‘State’ means each of the 50 States and the District of Colum- 

bia.”. 

SEC. 5503. USE OF GRANTS. 


Section 404(a\(2) (42 U.S.C. 604(a\2)) is amended by inserting 
“. or (at the option of the State) August 21, 1996” before the 
period. 
SEC. 5504. MANDATORY WORK REQUIREMENTS. 


(a) FAMILY WITH A DISABLED PARENT NOT TREATED AS A 2- 
PARENT FAMILY.—Section 407(b)(2) (42 U.S.C. 607(b)\(2)) is amended 
by adding at the end the following: 

“(C) FAMILY WITH A DISABLED PARENT NOT TREATED 

AS A 2-PARENT FAMILY.—A family that includes a disabled 

parent shall not be considered a 2-parent family for pur- 
ses of subsections (a) and (b) of this section.”. 

(b) CORRECTION OF HEADING.—Section 407(bX3) (42 U.S.C. 
607(b\3)) is amended in the heading by inserting “AND NOT RESULT- 
ING FROM CHANGES IN STATE ELIGIBILITY CRITERIA” before the period. 

(c) STATE OPTION TO INCLUDE INDIVIDUALS RECEIVING ASSIST- 
ANCE UNDER A TRIBAL WORK PROGRAM IN PARTICIPATION RATE 
CALCULATION.—Section 407(b)(4) (42 U.S.C. 607(b)\(4)) is amended— 

(1) in the heading, by inserting “OR TRIBAL WORK PROGRAM” 
before the period; ot 

(2) by inserting “or under a tribal work program to which 
funds are provided under this part” before the period. 

(d) SHARING OF 35-HOUR WORK REQUIREMENT BETWEEN PAR- 
ENTS IN 2-PARENT FAMILIES.—Section 407(cX1)(B) (42 U.S.C. 
607(c\1B)) is amended— 

(1) in clause (i)}— 

(A) by striking “is” and inserting “and the other parent 
in the family are”; and 

(B) by inserting “a total of” before “at least”; and 
(2) in clause (ii)— 

(A) by striking “individual’s spouse is” and inserting 
“individual and the other parent in the family are”; 

(B) by inserting “for a total of at least 55 hours per 
week” before “during the month”; 

(C) by striking “20” and inserting “50”; and 

(D) by striking “or (7)” and inserting “(6), (7), (8), 
or (12)”. 

(e) CLARIFICATION OF EFFORT REQUIRED IN WORK ACTIVITIES.— 
Section 407(c)1)B) (42 U.S.C. 607(cX1\B)) is amended by striking 
“making progress” each place such term appears and inserting 
“participating”. 

(f) ADDITIONAL CONDITION UNDER WHICH 12 WEEKS OF JOB 
SEARCH May Count AS WorRK.—Section 407(cX2\A i) (42 U.S.C. 
607(c\2XAXi)) is amended by inserting “or the State is a needy 
State (within the meaning of section 403(b)\(6))” after “United 
States”. 
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(g) CARETAKER RELATIVE OF CHILD UNDER AGE 6 DEEMED 
To BE MEETING WORK REQUIREMENTS IF ENGAGED IN WORK FOR 
20 Hours PER WEEK.—Section 407(c2\B) (42 U.S.C. 607(cX2\B)) 
is amended— 

(1) in the heading, by inserting “OR RELATIVE” after “PAR- 
ENT” each place such term appears; and 

(2) by striking “in a 1-parent family who is the parent” 
and inserting “who is the only parent or caretaker relative 
in the family”. 

(h) EXTENSION TO MARRIED TEENS OF RULE THAT RECEIPT 
OF SUFFICIENT EDUCATION IS ENOUGH TO MEET WORK PARTICIPA- 
TION REQUIREMENTS.—Section 407(c2\C) (42 U.S.C. 607(cX2XC)) 
is amended— 

(1) in the heading, by striking “TEEN HEAD OF HOUSEHOLD” 
and inserting “SINGLE TEEN HEAD OF HOUSEHOLD OR MARRIED 
TEEN’; 

(2) by striking “a single” and inserting “married or a”; 
and 

(3) by striking “, subject to subparagraph (D) of this para- 
graph,”. 

(i) CLARIFICATION OF NUMBER OF HOURS OF PARTICIPATION 
IN EDUCATION DIRECTLY RELATED TO EMPLOYMENT THAT ARE 
REQUIRED IN ORDER FOR SINGLE TEEN HEAD OF HOUSEHOLD OR 
MARRIED TEEN TO BE DEEMED TO BE ENGAGED IN WORK.—Section 
407(cX2XCXii) (42 U.S.C. 607(cX2XCXii)) is amended by striking 
“at least” and all that follows through “subsection” and inserting 
“an average of at least 20 hours per week during the month”. 

(j) CLARIFICATION OF REFUSAL TO WORK FOR PURPOSES OF 
WORK PENALTIES FOR INDIVIDUALS.—Section 407(e2) (42 U.S.C. 
607(e2)) is amended by striking “work” and inserting “engage 
in work required in accordance with this section”. 


SEC. 5505. PROHIBITIONS; REQUIREMENTS. 


(a) ELIMINATION OF REDUNDANT LANGUAGE; CLARIFICATION OF 
HOME RESIDENCE REQUIREMENT.—Section 408(aX1) (42 U.S.C. 
608(a\(1)) is amended to read as follows: 

“(1) NO ASSISTANCE FOR FAMILIES WITHOUT A MINOR 
CHILD.—A State to which a grant is made under section 403 
shall not use any part of the grant to provide assistance to 
a family, unless the family includes a minor child who resides 
with the family (consistent with paragraph (10)) or a pregnant 
individual.”. 

(b) CLARIFICATION OF TERMINOLOGY.—Section 408(a\(3) (42 
U.S.C. 608(a\(3)) is amended— 

(1) by striking “leaves” the Ist, 3rd, and 4th places such 
term appears and inserting “ceases to receive assistance under’; 
and 

(2) by striking “the date the family leaves the program” 
the 2nd place such term appears and inserting “such date”. 
(c) ELIMINATION OF SPACE.—Section 408(a)(5)A\ii) (42 U.S.C. 

608(a\(5)AXii)) is amended by striking “DESCRIBED.— For” and 
inserting “DESCRIBED.—For’”. 

(d) CORRECTIONS TO 5-YEAR LIMIT ON ASSISTANCE.— 

(1) CLARIFICATION OF LIMITATION ON HARDSHIP EXEMP- 
TION.—Section 408(aX7XC\Xii) (42 U.S.C. 608(aX7\C\Kii)) is 
amended— 








PUBLIC LAW 105-33—AUG. 5, 1997 111 STAT. 611 


(A) by striking “The number” and inserting “The aver- 
age monthly number”; and 

(B) by inserting “during the fiscal year or the imme- 
diately preceding fiscal year (but not both), as the State 
may elect” before the period. 

(2) RESIDENCE EXCEPTION MADE MORE UNIFORM AND EASIER 

TO ADMINISTER.—Section 408(a)(7)(D) (42 U.S.C. 608(a)(7)(D)) 

is amended to read as follows: 

“(D) DISREGARD OF MONTHS OF ASSISTANCE RECEIVED 
BY ADULT WHILE LIVING IN INDIAN COUNTRY OR AN ALASKAN 
NATIVE VILLAGE WITH 50 PERCENT UNEMPLOYMENT.— 

“(i) IN GENERAL.—In determining the number of 
months for which an adult has received assistance 
under a State or tribal program funded under this 
part, the State or tribe shall disregard any month 
during which the adult lived in Indian country or an 
Alaskan Native village if the most reliable data avail- 
able with respect to the month (or a period including 
the month) indicate that at least 50 percent of the 
adults living in Indian country or in the village were 
not employed. 

“(ii) INDIAN COUNTRY DEFINED.—As used in clause 
(i), the term ‘Indian country’ has the meaning given 
— term in section 1151 of title 18, United States 

e.”. 

(e) REINSTATEMENT OF DEEMING AND OTHER RULES APPLICABLE 
TO ALIENS WHO ENTERED THE UNITED STATES UNDER AFFIDAVITS 
OF SUPPORT FORMERLY USED.—Section 408 (42 U.S.C. 608), as 
amended by section 5001(h)(1) of this Act, is amended by striking 
subsection (e) and inserting the following: 

“(e) SPECIAL RULES RELATING TO TREATMENT OF CERTAIN 
ALIENS.—For special rules relating to the treatment of certain 
aliens, see title [V of the Personal Responsibility and Work Oppor- 
tunity Reconciliation Act of 1996. 

“(f) SPECIAL RULES RELATING TO THE TREATMENT OF NON- 
213A ALIENS.—The following rules shall apply if a State elects Applicability. 
to take the income or resources of any sponsor of a non-213A 
alien into account in determining whether the alien is eligible 
for assistance under the State program funded under this part, 
or in determining the amount or types of such assistance to be 
provided to the alien: 

“(1) DEEMING OF SPONSOR’S INCOME AND RESOURCES.—For 

- period of 3 years after a non-213A alien enters the United 

tates: 

“(A) INCOME DEEMING RULE.—The income of any spon- 
sor of the alien and of any spouse of the sponsor is deemed 
to be income of the alien, to the extent that the total 
amount of the income exceeds the sum of— 

“(i) the lesser of— 

“(I) 20 percent of the total of any amounts 
received by the sponsor or any such spouse in 
the month as wages or salary or as net earnings 
from self-employment, plus the full amount of any 
costs incurred by the sponsor and any such spouse 
in producing self-employment income in such 
month; or 

“(II) $175; 
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“(ii) the cash needs standard established by the 
State for purposes of determining eligibility for assist- 
ance under the State program funded under this part 
for a family of the same size and composition as the 
sponsor and any other individuals living in the same 
household as the sponsor who are claimed by the spon- 
sor as dependents for purposes of determining the 
sponsors Federal personal income tax liability but 
whose needs are not taken into account in determining 
whether the sponsor’s family has met the cash needs 
standard; 

“(iii) any amounts paid by the sponsor or any 
such spouse to individuals not living in the household 
who are claimed by the sponsor as dependents for 
purposes of determining the sponsor’s Federal personal 
income tax liability; and 

“(iv) any payments of alimony or child support 
with respect to individuals not living in the household. 
“(B) RESOURCE DEEMING RULE.—The resources of a 

sponsor of the alien and of any spouse of the sponsor 

are deemed to be resources of the alien to the extent 
that the aggregate value of the resources exceeds $1,500. 

“(C) SPONSORS OF MULTIPLE NON-213A ALIENS.—If a 
person is a sponsor of 2 or more non-213A aliens who 
are living in the same home, the income and resources 
of the sponsor and any spouse of the sponsor that would 
be deemed income and resources of any such alien under 
subparagraph (A) shall be divided into a number of equal 
shares equal to the number of such aliens, and the State 
shall deem the income and resources of each such alien 
to include 1 such share. 

“(2) INELIGIBILITY OF NON-213A ALIENS SPONSORED BY AGEN- 
CIES; EXCEPTION.—A non-213A alien whose sponsor is or was 
a public or private agency shall be ineligible for assistance 
under a State program funded under this part, during a period 
of 3 years after the alien enters the United States, unless 
the State agency administering the program determines that 
the sponsor either no longer exists or has become unable to 
meet the alien’s needs. 

“(3) INFORMATION PROVISIONS.— 

“(A) DUTIES OF NON-213A ALIENS.—A non-213A alien, 
as a condition of eligibility for assistance under a State 
program funded under this part during the period of 3 
years after the alien enters the United States, shall be 
required to provide to the State agency administering the 
program— 

“(i) such information and documentation with 
respect to the alien’s sponsor as may be necessary 
in order for the State agency to make any determina- 
tion required under this subsection, and to obtain any 
cooperation from the sponsor necessary for any such 
determination; and 

“(ii) such information and documentation as the 
State agency may request and which the alien or the 
alien’s sponsor provided in support of the alien’s 
immigration application. 
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“(B) DUTIES OF FEDERAL AGENCIES.—The Secretary Contracts. 
shall enter into agreements with the Secretary of State 
and the Attorney General under which any information 
available to them and required in order to make any deter- 
mination under this subsection will be provided by them 
to the Secretary (who may, in turn, make the information 
available, upon request, to a concerned State agency). 

“(4) NON-213A ALIEN DEFINED.—An alien is a non-213A 
alien for purposes of this subsection if the affidavit of support 
or similar agreement with respect to the alien that was executed 
by the sponsor of the alien’s entry into the United States 
was executed other than pursuant to section 213A of the 
Immigration and Nationality Act. 

“(5) INAPPLICABILITY TO ALIEN MINOR SPONSORED BY A PAR- 
ENT.—This subsection shall not apply to an alien who is a 
minor child if the sponsor of the alien or any spouse of the 
sponsor is a parent of the alien. 

“(6) INAPPLICABILITY TO CERTAIN CATEGORIES OF ALIENS.— 
This subsection shall not apply to an alien who is— 

“(A) admitted to the United States as a refugee under 
section 207 of the Immigration and Nationality Act; 

“(B) paroled into the United States under section 
212(d)\(5) of such Act for a period of at least 1 year; or 

“(C) granted political asylum by the Attorney General 
under section 208 of such Act.”. 


SEC. 5506. PENALTIES. 


(a) STATES GIVEN MORE TIME TO FILE QUARTERLY REPORTS.— 
Section 409(a)(2A) (42 U.S.C. 609(a\(2)(A)) is amended by striking 
“1 month” and inserting “45 days”. 

(b) TREATMENT OF SUPPORT PAYMENTS PASSED THROUGH TO 
FAMILIES AS QUALIFIED STATE EXPENDITURES.—Section 
409(aX7(BXiXD(aa) (42 U.S.C. 609(aX'7B)iXD(aa)) is amended by 
inserting “, including any amount collected by the State as support 
pursuant to a plan approved under part D, on behalf of a family 
receiving assistance under the State program funded under this 
part, that is distributed to the family under section 457(a\1)(B) 
and disregarded in determining the eligibility of the family for, 
and the amount of, such assistance” before the period. 

(c) DISREGARD OF EXPENDITURES MADE TO REPLACE PENALTY 
GRANT  REDUCTIONS.—Section 409%aX7BXi) (42 US.C. 
609(a\'7)BXi)) is amended by redesignating subclause (III) as sub- 
clause (IV) and by inserting after subclause (II) the following: 

“(III) EXCLUSION OF AMOUNTS EXPENDED TO 
REPLACE PENALTY GRANT REDUCTIONS.—Such term 
does not include any amount expended in order 
to comply with paragraph (12).”. 

(d) TREATMENT OF FAMILIES OF CERTAIN ALIENS AS ELIGIBLE 
FAMILIES.—Section 409(a)(7)BXi)(IV) (42 U.S.C. 609(aX7B)GXTV)), 
as so redesignated by subsection (c) of this section, is amended— 

(1) by striking “and families” and inserting “families”; and 
(2) by striking “Act or section 402” and inserting “Act, 
and families of aliens lawfully present in the United States 
that would be eligible for such assistance but for the application 
of title IV”. 
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ELIMINATION OF MEANINGLESS LANGUAGE.—Section 


409(aX7\BXii) (42 U.S.C. 609(aX7\B\ii)) is amended by striking 
“reduced (if appropriate) in accordance with subparagraph (C\ii)”. 


(f) CLARIFICATION OF SOURCE OF DATA To BE USED IN DETER- 


MINING HISTORIC STATE EXPENDITURES.—Section 409(a)\(7)(B) (42 
U.S.C. 609(a\(7B)) is amended by adding at the end the following: 


“(v) SOURCE OF DATA.—In determining expendi- 
tures by a State for fiscal years 1994 and 1995, the 
Secretary shall use information which was reported 
by the State on ACF Form 231 or (in the case of 
expenditures under part F) ACF Form 331, available 
as of the dates specified in clauses (ii) and (iii) of 
section 403(aX1XD).”. 

CONFORMING TITLE IV-A PENALTIES TO TITLE IV-D 


PERFORMANCE-BASED STANDARDS.—Section 409(a\8) (42 U.S.C. 
609(a\(8)) is amended to read as follows: 


“(8) NONCOMPLIANCE. OF STATE CHILD SUPPORT ENFORCE- 


MENT PROGRAM WITH REQUIREMENTS OF PART D.— 


“(A) IN GENERAL.—If the Secretary finds, with respect 
to a State’s program under part D, in a fiscal year begin- 
ning on or after October 1, 1997— 

“(iXI) on the basis of data submitted by a State 
pursuant to section 454(15)(B), or on the basis of the 
results of a review conducted under section 452(a)4), 
that the State program failed to achieve the paternity 
establishment percentages (as defined in section 
452(g\2)), or to meet other performance measures that 
may be established by the Secretary; 

“(II) on the basis of the results of an audit or 
audits conducted under section 452(a)4\C\i) that the 
State data submitted pursuant to section 454(15\B) 
is incomplete or unreliable; or 

“(III) on the basis of the results of an audit or 
audits conducted under section 452(aX4\C) that a 
State failed to substantially comply with 1 or more 
of the requirements of part D; and 

“(ii) that, with respect to the succeeding fiscal 
year— 

“(I) the State failed to take sufficient corrective 
action to achieve the appropriate performance lev- 
els or compliance as described in subparagraph 
(Ai); or 

“(II) the data submitted by the State pursuant 
to section 454(15\B) is incomplete or unreliable; 

the amounts otherwise payable to the State under this 
part for quarters following the end of such succeeding 
fiscal year, prior to quarters following the end of the first 
quarter throughout which the State program has achieved 
the paternity establishment percentages or other perform- 
ance measures as described in subparagraph (A\iXD), or 
is in substantial compliance with 1 or more of the require- 
ments of part D as described in subparagraph (A\i IID), 
as appropriate, shall be reduced by the percentage specified 
in subparagraph (B). 

“(B) AMOUNT OF REDUCTIONS.—The reductions required 
under subparagraph (A) shall be— 

“(i) not less than 1 nor more than 2 percent; 





PUBLIC LAW 105-33—AUG. 5, 1997 111 STAT. 615 


“(ii) not less than 2 nor more than 3 percent, 
if the finding is the 2nd consecutive finding made 
pursuant to er (A); or 

“(iii) not less than 3 nor more than 5 percent, 
if the finding is the 3rd or a subsequent consecutive 
such finding. 

“(C) DISREGARD OF NONCOMPLIANCE WHICH IS OF A 

TECHNICAL NATURE.—For purposes of this section and sec- 

tion 452(a)(4), a State determined as a result of an audit— 

“(i) to have failed to have substantially complied 
with 1 or more of the requirements of part D shall 
be determined to have achieved substantial compliance 
only if the Secretary determines that the extent of 
the noncompliance is of a technical nature which does 
not adversely affect the performance of the State’s 
program under part D; or 

“(ii) to have submitted incomplete or unreliable 
data pursuant to section 454(15)(B) shall be deter- 
mined to have submitted adequate data only if the 
Secretary determines that the extent of the incomplete- 
ness or unreliability of the data is of a technical nature 
which does not adversely affect the determination of 
the level of the State’s paternity establishment percent- 
ages (as defined under section 452(g\2)) or other 
performance measures that may be established by the 
Secretary.”. 

(h) CORRECTION OF REFERENCE TO 5-YEAR LIMIT ON ASSIST- 
ANCE.—Section 409(a)(9) (42 U.S.C. 609(a)\(9)) is amended by strik- 
ing “408(a)(1)B)” and inserting “408(a)(7)”. 

(i) CORRECTION OF ERRORS IN PENALTY FOR FAILURE TO MEET 
MAINTENANCE OF EFFORT REQUIREMENT APPLICABLE TO THE 
CONTINGENCY FUND.—Section 409(a)(10) (42 U.S.C. 609(a)(10)) is 
amended— 

(1) by striking “the expenditures under the State program 
funded under this part for the fiscal year (excluding any 
amounts made available by the Federal Government)” and 
inserting “the qualified State expenditures (as defined in para- 
graph (7)B\i) (other than the expenditures described in sub- 
clause (IXbb) of that paragraph)) under the State program 
funded under this part for the fiscal year”; 

(2) by inserting “excluding any amount expended by the 
State for child care under subsection (g) or (i) of section 402 
(as in effect during fiscal year 1994) for fiscal year 1994,” 
— “(as defined in paragraph (7)(B)iii) of this subsection),”; 
an 

(3) by inserting “that the State has not remitted under 
section 403(b)(6)” before the period. 

(j) PENALTY FOR STATE FAILURE TO EXPEND ADDITIONAL STATE 
FUNDS TO REPLACE GRANT REDUCTIONS.—Section 409(a)(12) (42 
U.S.C. 609(a)(12)) is amended— 

(1) in the heading— 

(A) by striking “FAILURE” and inserting “REQUIRE- 

MENT”; and 

(B) by striking “REDUCTIONS” and inserting “REDUC- 

TIONS; PENALTY FOR FAILURE TO DO SO”; and 

(2) by adding at the end the following: “If the State fails 
during such succeeding fiscal year to make the expenditure 
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Reports. 


required by the preceding sentence from its own funds, the 

Secretary may reduce the grant payable to the State under 

section 403(a\1) for the fiscal year that follows such succeeding 

fiscal year by an amount equal to the sum of— 
“(A) not more than 2 percent of the State family assist- 
ance grant; and 
“(B) the amount of the expenditure required by the 
preceding sentence.”. 

(k) ELIMINATION OF CERTAIN REASONABLE CAUSE EXCEP- 
TIONS.—Section 409(b)(2) (42 U.S.C. 609{b)(2)) is amended by strik- 
ing “(7) or (8)” and inserting “(6), (7), (8), (10), or (12)”. 

(1) CLARIFICATION OF WHAT IT MEANS To CORRECT A VIOLA- 
TION.—Section 409(c) (42 U.S.C. 609(c)) is amended— 

(1) in each of subparagraphs (A) and (B) of paragraph 

(1), by inserting “or discontinue, as appropriate,” after “correct”; 

(2) in paragraph (2)— 

(A) in the heading, by inserting “OR DISCONTINUING” 
after “CORRECTING”; and 

(B) by inserting “or discontinues, as appropriate” after 
“corrects”; and 
(3) in paragraph (3)— 

(A) in the heading, by inserting “OR DISCONTINUE” after 
“CORRECT”; and 

(B) by inserting “or discontinue, as appropriate,” before 
“the violation”. 

(m) CERTAIN PENALTIES NOT AVOIDABLE THROUGH CORRECTIVE 
COMPLIANCE PLANS.—Section 409(cX4) (42 U.S.C. 609(cX4)) is 
amended to read as follows: 

“(4) INAPPLICABILITY TO CERTAIN PENALTIES.—This sub- 
section shall not apply to the imposition of a penalty against 

a State under paragraph (6), (7), (8), (10), or (12) of subsection 

(a).”. 

(n) FAILURE TO SATISFY MINIMUM PARTICIPATION RATES.—Sec- 
tion 409(aX3) (42 U.S.C. 609(aX3)) is amended— 

(1) in subparagraph (A), by striking “not more than”; and 
(2) in subparagraph (C), by inserting before the period 
the following: “or if the noncompliance is due to extraordinary 
circumstances such as a natural disaster or regional recession. 

The Secretary shall provide a written report to Congress to 

justify any waiver or penalty reduction due to such extraor- 

dinary circumstances”. 


SEC. 5507. DATA COLLECTION AND REPORTING. 


Section 411(a) (42 U.S.C. 611(a)) is amended— 
(1) in paragraph (1)}— 
(A) in subparagraph (A)— 
(i) by striking clause (ii) and inserting the follow- 
ing: 
“(ii) Whether a child receiving such assistance or 
an adult in the family is receiving— 

“(I) Federal disability insurance benefits; 

“(II) benefits based on Federal disability sta- 
tus; 

“(III) aid under a State plan approved under 
title XIV (as in effect without regard to the amend- 
ment made by section 301 of the Social Security 
Amendments of 1972)); 
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“(IV) aid or assistance under a State plan 
approved under title XVI (as in effect without 
regard to such amendment) by reason of being 
permanently and totally disabled; or 

“(V) supplemental security income benefits 
under title XVI (as in effect pursuant to such 
amendment) by reason of disability.”; 

(ii) in clause (iv), by striking “youngest child in” 
and inserting “head of”; 

(iii) in each of clauses (vii) and (viii), by striking 
“status” and inserting “level”; and 

(iv) by adding at the end the following: 

“(xvii) With respect to each individual in the family 
who has not attained 20 years of age, whether the 
individual is a parent of a child in the family.”; and 
(B) in subparagraph (B)— 

(i) in the heading, by striking “ESTIMATES” and 
inserting “SAMPLES”; and 

(ii) in clause (i), by striking “an estimate which 
is obtained” and inserting “disaggregated case record 
information on a sample of families selected”; and 

(2) by redesignating paragraph (6) as paragraph (7) and 
inserting after paragraph (5) the following: 

“(6) REPORT ON FAMILIES RECEIVING ASSISTANCE.—The 
report required by paragraph (1) for a fiscal quarter shall 
include for each month in the quarter— 

“(A) the number of families and individuals receiving 
assistance under the State program funded under this part 
— the number of 2-parent and 1-parent families); 
an 

“(B) the total dollar value of such assistance received 
by all families.”. 


SEC. 5508. DIRECT FUNDING AND ADMINISTRATION BY INDIAN TRIBES. 


(a) PRORATING OF TRIBAL FAMILY ASSISTANCE GRANTS.—Section 
412(aX(1)(A) (42 U.S.C. 612(a)(1)(A)) is amended by inserting “which 
shall be reduced for a fiscal year, on a pro rata basis for each 
—_. in the case of a tribal family assistance plan approved 

uring a fiscal year for which the plan is to be in effect,” before 
“and shall”. 

(b) TRIBAL OPTION TO OPERATE WORK ACTIVITIES PROGRAM.— 
Section 412(a)(2)A) (42 U.S.C. 612(aX(2)(A)) is amended by striking 
“The Secretary” and all that follows through “2002” and inserting 
“For each of ‘fiscal years 1997, 1998, 1999, 2000, 2001, and 2002, 
the Secretary shall pay to each eligible Indian tribe that proposes 
to operate a program described in subparagraph (C)”. 

(c) DISCRETION OF TRIBES TO SELECT POPULATION TO BE 
SERVED BY TRIBAL WORK ACTIVITIES PROGRAM.—Section 
412(aX2\C) (42 U.S.C. 612(aX(2\(C)) is amended by striking “mem- 
bers of the Indian tribe” and inserting “such population and such 
service area or areas as the tribe specifies”. 

(d) REDUCTION OF APPROPRIATION FOR TRIBAL WORK ACTIVITIES 
PROGRAMS.—Section 412(a)(2D) (42 U.S.C. 612(a(2\D)) is amend- 
ed by striking “$7,638,474” and inserting “$7,633,287”. 

(e) AVAILABILITY OF CORRECTIVE COMPLIANCE PLANS TO INDIAN 
TRIBES.—Section 412(f1) (42 U.S.C. 612(f)(1)) is amended by strik- 
ing “and (b)” and inserting “(b), and (c)”. 
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(f) ELIGIBILITY OF TRIBES FOR FEDERAL LOANS FOR WELFARE 
PROGRAMS.—Section 412 (42 U.S.C. 612) is amended by redesignat- 
ing subsections (f), (g), and (h) as subsections (g), (h), and (i), 
respectively, and by inserting after subsection (e) the following: 

“(f) ELIGIBILITY FOR FEDERAL LOANS.—Section 406 shall apply 
to an Indian tribe with an approved tribal assistance plan in the 
same manner as such section applies to a State, except that section 
406(c) shall be applied by substituting ‘section 412(a)’ for ‘section 
403(a)’.” 


SEC. 5509. RESEARCH, EVALUATIONS, AND NATIONAL STUDIES. 


(a) RESEARCH.— 

(1) METHODS.—Section 413(a) (42 U.S.C. 613(a)) is amend- 
ed by inserting “, directly or through grants, contracts, or 
interagency agreements,” before “shall conduct”. 

(2) CORRECTION OF CROSS REFERENCE.—Section 413(a) (42 
U.S.C. 613(a)) is amended by striking “409” and inserting “407”. 
(b) CORRECTION OF ERRONEOUSLY INDENTED PARAGRAPH.—Sec- 

tion 413(e)(1) (42 U.S.C. 613(e(1)) is amended to read as follows: 

“(1) IN GENERAL.—The Secretary shall annually rank States 
to which grants are made under section 403 based on the 
following ranking factors: 

“(A) ABSOLUTE OUT-OF-WEDLOCK RATIOS.—The ratio 
represented by— 

“(i) the total number of out-of-wedlock births in 
families receiving assistance under the State program 
under this part in the State for the most recent year 
for which information is available; over 

“(ii) the total number of births in families receiving 
assistance under the State program under this part 
in the State for the year 
“(B) NET CHANGES IN THE OUT-OF-WEDLOCK RATIO. — 

The difference between the ratio described in subparagraph 

(A) with respect to a State for the most recent year for 

which such information is available and the ratio with 

respect to the State for the immediately preceding year.”. 
(c) FUNDING OF PRIOR AUTHORIZED DEMONSTRATIONS.—Section 
413(h\ 1D) (42 U.S.C. 613(h)(1)(D)) is amended by striking 
“September 30, 1995” and inserting “August 22, 1996”. 
(d) CHILD POVERTY REPORTS.— 

(1) DELAYED DUE DATE FOR INITIAL REPORT.—Section 
413(i1) (42 U.S.C. 613(i)(1)) is amended by striking “90 days 
after the date of the enactment of this part” and inserting 
“May 31, 1998” 

(2) MODIFICATION OF FACTORS TO BE USED IN ESTABLISHING 
METHODOLOGY FOR USE IN DETERMINING CHILD POVERTY 
RATES.—Section 413(i)(5) (42 U.S.C. 613(i)(5)) is amended by 
striking “the county-by-county” and inserting “, to the extent 
available, county-by-county”. 


SEC. 5510. REPORT ON DATA PROCESSING. 


Section 106(a)(1) of the Personal Responsibility and Work 
Opportunity Reconciliation Act of 1996 (Public Law 104-193; 110 
Stat. 2164) is amended by striking “(whether in effect before or 
after October 1, 1995)”. 
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SEC. 5511. STUDY ON ALTERNATIVE OUTCOMES MEASURES. 


Section 107(a) of the Personal Responsibility and Work Oppor- 
tunity Reconciliation Act of 1996 (Public Law 104-193; 110 Stat. 
2164) is amended by striking “409(aX7\C)” and inserting 42USC 613 note. 
“408(aX7)(C)”. 


SEC. 5512. LIMITATION ON PAYMENTS TO THE TERRITORIES. 


(a) CERTAIN PAYMENTS TO BE DISREGARDED IN DETERMINING 
LIMITATION.—Section 1108(a) (42 U.S.C. 1308) is amended to read 
as follows: 

“(a) LIMITATION ON TOTAL PAYMENTS TO EACH TERRITORY.— 

“(1) IN GENERAL.—Notwithstanding any other provision of 
this Act (except for paragraph (2) of this subsection), the total 
amount certified by the Secretary of Health and Human Serv- 
ices under titles I, X, XIV, and XVI, under parts A and E 
of title IV, and under subsection (b) of this section, for payment 
to any territory for a fiscal year shall not exceed the ceiling 
amount for the territory for the fiscal year. 

“(2) CERTAIN PAYMENTS DISREGARDED.—Paragraph (1) of 
this subsection shall be applied without regard to any payment 
made under section 403(a)(2), 403(a)(4), 406, or 413(f).”. 

(b) CERTAIN CHILD CARE AND SOCIAL SERVICES EXPENDITURES 
BY TERRITORIES TREATED AS IV—A EXPENDITURES FOR PURPOSES 
OF MATCHING GRANT.—Section 1108(b\1A) (42 U.S.C. 
1308(b)1A)) is amended by inserting “, including any amount 
paid to the State under part A of title IV that is transferred 
in accordance with section 404(d) and expended under the program 
to which transferred” before the semicolon. 

(c) ELIMINATION OF DUPLICATIVE MAINTENANCE OF EFFORT 
REQUIREMENT.—Section 1108 (42 U.S.C. 1308) is amended by strik- 
ing subsection (e). 


SEC. 5513. CONFORMING AMENDMENTS TO THE SOCIAL SECURITY ACT. 


(a) AMENDMENTS TO Part D OF TITLE IV.— 

(1) CORRECTIONS TO DETERMINATION OF PATERNITY 
ESTABLISHMENT PERCENTAGES.—Section 452 (42 U.S.C. 652) is 
amended— 

(A) in subsection (d)(3)A), by striking all that follows 

“for purposes of” and inserting “section 409(a)(8), to achieve 

the paternity establishment percentages (as defined under 

section 452(g)2)) and other performance measures that 
may be established by the Secretary, and to submit data 
under section 454(15)B) that is complete and reliable, and 
to substantially comply with the requirements of this part; 
and”; and 

(B) in subsection (g\1), by striking “section 403(h)” 

and inserting “section 409(a)(8)”. 

(2) ELIMINATION OF OBSOLETE LANGUAGE.—Section 
108(cX8\C) of the Personal Responsibility and Work Oppor- 
tunity Reconciliation Act of 1996 (Public Law 104-193; 110 
Stat. 2165) is amended by inserting “and all that follows 42 USC 652. 
through ‘the best interests of such child to do so’” before “and 
inserting”. 

(3) INSERTION OF LANGUAGE INADVERTENTLY OMITTED.— 
Section 108(c\13) of the Personal Responsibility and Work 
Opportunity Reconciliation Act of 1996 (Public Law 104-193; 
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110 Stat. 2166) is amended by inserting “and inserting ‘pursu- 

ant to section 408(a\(3)’” before the period. 

(4) ELIMINATION OF OBSOLETE CROSS REFERENCE.—Section 
464(a)(1) (42 U.S.C. 664(a)(1)) is amended by striking “section 
402(a\(26)” and inserting “section 408(a)\(3)”. 

(b) AMENDMENTS TO PART E OF TITLE IV.—Each of the following 
is amended by striking “June 1, 1995” each place such term appears 
and inserting “July 16, 1996”: 

(1) Section 472(a) (42 U.S.C. 672(a)) 

(2) Section 472(h) (42 U.S.C. 672(h)). 

(3) Section 473(a)2) (42 U.S.C. 673(a\(2)) 

(4) Section 473(b) (42 U.S.C. 673(b)). 


SEC. 5514. OTHER CONFORMING AMENDMENTS. 


(a) ELIMINATION OF AMENDMENTS INCLUDED INADVERTENTLY.— 
Section 110(1) of the Personal Responsibility and Work Opportunity 
Reconciliation Act of 1996 (Public Law 104-193; 110 Stat. 2173) 
is amended 

(1) by striking paragraphs (1), (4), (5), and (7); 

(2) by redesignating paragraphs (2), (3), (6), and (8) as 
paragraphs (1), (2), (3), and (4), respectively; and 

(3) by adding “and” at the end of paragraph (3), as so 
redesignated. 

(b) CORRECTION OF CITATION.—Section 109(f) of the Personal 
Responsibility and Work Opportunity Reconciliation Act of 1996 
(Public Law 104-193; 110 Stat. 2177) is amended by striking “93- 
186” and inserting “93-86”. 

(c) CORRECTION OF INTERNAL CROSS REFERENCE.—Section 
103(a)(1) of the Personal Responsibility and Work Opportunity Rec- 
onciliation Act of 1996 (Public Law 104-193; 110 Stat. 2112) is 
amended by striking “603(b)(2)” and inserting “603(b)”. 

(d) CORRECTION OF REFERENCES.—Section 416 (42 U.S.C. 616) 
is amended by striking “amendment made by section 2103 of the 
Personal Responsibility and Work Opportunity” and inserting 
“amendments made by section 103 of the Personal Responsibility 
and Work Opportunity Reconciliation”. 


SEC. 5515. MODIFICATIONS TO THE JOB OPPORTUNITIES FOR CERTAIN 
LOW-INCOME INDIVIDUALS PROGRAM. 


Section 112(5) of the Personal Responsibility and Work Oppor- 
tunity Reconciliation Act of 1996 (Public Law 104-193; 110 Stat. 
2177) is amended in each of subparagraphs (A) and (B) by inserting 
“under” after “funded” 








SEC. 5516. DENIAL OF ASSISTANCE AND BENEFITS FOR DRUG-RELATED 
CONVICTIONS. 


(a) EXTENSION OF CERTAIN REQUIREMENTS COORDINATED WITH 
DELAYED EFFECTIVE DATE FOR SUCCESSOR PROVISIONS.—Section 
115(d)(2) of the Personal Responsibility and Work Opportunity Rec- 
onciliation Act of 1996 (Public Law 104-193; 110 Stat. 2181) is 
amended by striking “convictions” and inserting “a conviction if 
the conviction is for conduct”. 

(b) IMMEDIATE EFFECTIVENESS OF PROVISIONS RELATING TO 
RESEARCH, EVALUATIONS, AND NATIONAL STUDIES.—Section 116(a) 
of the Personal Responsibility and Work Opportunity Reconciliation 
Act of 1996 (Public Law 104-193; 110 Stat. 2181) is amended 
by adding at the end the following: 
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“(6) RESEARCH, EVALUATIONS, AND NATIONAL STUDIES.—Sec- 
tion 413 of the Social Security Act, as added by the amendment 
made by section 103(a) of this Act, shall take effect on the 
date of the enactment of this Act.”. 


SEC. 5517. TRANSITION RULE. 


Section 116 of the Personal Responsibility and Work Oppor- 
tunity Reconciliation Act of 1996 (Public Law 104-193; 110 Stat. 
2181) is amended— 

(1) in subsection (a)(2), by inserting “(but subject to sub- 
section (b\ 1 A\ii))” after “this section”; and 

(2) in subsection (b\(1\A)ii), by striking “June 30, 1997” 
and inserting “the later of June 30, 1997, or the day before 
the date described in subsection (a)(2)(B) of this section”. 


SEC. 5518. EFFECTIVE DATES. 


(a) AMENDMENTS TO PART A OF TITLE IV OF THE SOCIAL SECU- 
RITY AcT.—The amendments made by this chapter to a provision 
of part A of title IV of the Social Security Act shall take effect 
as if the amendments had been included in section 103(a) of the 
Personal Responsibility and Work Opportunity Reconciliation Act 
of 1996 at the time such section became law. 

(b) AMENDMENTS TO PARTS D AND E OF TITLE IV OF THE 
SociAL SECURITY ACT.—The amendments made by section 5513 
of this Act shall take effect as if the amendments had been included 
in section 108 of the Personal Responsibility and Work Opportunity 
a Act of 1996 at the time such section 108 became 
aw. 

(c) AMENDMENTS TO OTHER AMENDATORY PROVISIONS.—The 
amendments made by section 5514(a) of this Act shall take effect 
as if the amendments had been included in section 110 of the 
Personal Responsibility and Work Opportunity Reconciliation Act 
of 1996 at the time such section 110 became law. 

(d) AMENDMENTS TO FREESTANDING PROVISIONS OF THE PER- 
SONAL RESPONSIBILITY AND WORK OPPORTUNITY RECONCILIATION 
ACT OF 1996.—The amendments made by this chapter to a provision 
of the Personal Responsibility and Work Opportunity Reconciliation 
Act of 1996 that have not become part of another statute shall 
take effect as if the amendments had been included in the provision 
at the time the provision became law. 


CHAPTER 2—SUPPLEMENTAL SECURITY INCOME 


SEC. 5521. CONFORMING AND TECHNICAL AMENDMENTS RELATING 
TO ELIGIBILITY RESTRICTIONS. 


(a) DENIAL OF SSI BENEFITS FOR FUGITIVE FELONS AND PROBA- 
TION AND PAROLE VIOLATORS.—Section 1611(eX6) (42 U.S.C. 
1382(e\6)) is amended by inserting “and section 1106(c) of this 
Act” after “of 1986”. 

(b) TREATMENT OF PRISONERS.—Section 1611(e)(1)(IXiXID (42 
U.S.C. 1382(eX1\1iXID) is amended by striking “inmate of the 
institution” and all] that follows through “this subparagraph” and 
inserting “individual who receives in the month preceding the first 
month throughout which such individual is an inmate of the jail, 
prison, penal institution, or correctional facility that furnishes 
information respecting such individual pursuant to subclause (I), 
or is confined in the institution (that so furnishes such information) 
as described in section 202(x)1\A)ii), a benefit under this title 
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for such preceding month, and who is determined by the Commis- 
sioner to be ineligible for benefits under this title by reason of 
confinement based on the information provided by such institution”. 

(c) CORRECTION OF REFERENCE.—Section 1611(eX1IXixXD) (42 
U.S.C. 1382(eX1IXiXD) is amended by striking “paragraph (1)” 
and inserting “this paragraph”. 


SEC. 5522. CONFORMING AND TECHNICAL AMENDMENTS RELATING 
TO BENEFITS FOR DISABLED CHILDREN. 


(a) ELIGIBILITY REDETERMINATIONS AND CONTINUING DISABILITY 
REVIEWS.— 

(1) DISABILITY ELIGIBILITY REDETERMINATIONS REQUIRED 
FOR SSI RECIPIENTS WHO ATTAIN 18 YEARS OF AGE.—Section 
1614(aX3\HXiii) (42 U.S.C. 1382c(aX3XH\Xiii)) is amended by 
striking subclauses (1) and (II) and all that follows and inserting 
the following: 

“(I) by applying the criteria used in determining initial 
eligibility for individuals who are age 18 or older; and 

“II) either during the l-year period beginning on the 
individual’s 18th birthday or, in lieu of a continuing disability 
review, whenever the Commissioner determines that an individ- 
ual’s case is subject to a redetermination under this clause. 

With respect to any redetermination under this clause, paragraph 
(4) shall not apply.”. 

(2) CONTINUING DISABILITY REVIEW REQUIRED FOR LOW 
BIRTH WEIGHT BABIES.—Section 1614(aX3H\iv) (42 U.S.C. 
1382c(aX3\H)\iv)) is amended— 

(A) in subclause (I), by striking “Not” and inserting 

“Except as provided in subclause (V1), not”; and 

(B) by adding at the end the following: 

“(VI) Subclause (I) shall not apply in the case of an individual 
described in that subclause who, at the time of the individual’s 
initial disability determination, the Commissioner determines has 
an impairment that is not expected to improve within 12 months 
after the birth of that individual, and who the Commissioner sched- 
ules for a continuing disability review at a date that is after the 
individual attains 1 year of age.”. 

(b) ADDITIONAL ACCOUNTABILITY REQUIREMENTS.—Section 
1631(aX2\F) (42 U.S.C. 1383(aX2XF)) is amended— 

(1) in clause (iiXIIIXbb), by striking “the total amount” 
and all that follows through “1613(c)” and inserting “in any 
case in which the individual knowingly misapplies benefits 
from such an account, the Commissioner shall reduce future 
benefits payable to such individual (or to such individual and 
his spouse) by an amount equal to the total amount of such 
benefits so misapplied”; and 

(2) by striking clause (iii) and inserting the following: 

“(iii) The representative payee may deposit into the account 
established under clause (i) any other funds representing past due 
benefits under this title to the eligible individual, provided that 
the amount of such past due benefits is equal to or exceeds the 
maximum monthly benefit payable under this title to an eligible 
individual (including State supplementary payments made by the 
Commissioner pursuant to an agreement under section 1616 or 
section 212(b) of Public Law 93-66).”. 
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(c) REDUCTION IN CASH BENEFITS PAYABLE TO INSTITUTIONAL- 
IZED INDIVIDUALS WHOSE MEDICAL Costs ARE COVERED BY PRIVATE 
INSURANCE.—Section 1611(e) (42 U.S.C. 1382(e)) is amended— 

(1) in paragraph (1(B)}— 

(A) in the matter preceding clause (i), by striking “hos- 
pital, extended care facility, nursing home, or intermediate 
care facility” and inserting “medical treatment facility”; 

(B) in clause (ii}— 

(i) in the matter preceding subclause (I), by strik- 
ing “hospital, home or”; and 

(ii) in subclause (I), by striking “hospital, home, 
or”; 

(C) in clause (iii), by striking “hospital, home, or”; 
and 

(D) in the matter following clause (iii), by striking 
“hospital, extended care facility, nursing home, or inter- 
mediate care facility which is a ‘medical institution or 
nursing facility’ within the meaning of section 1917(c)” 
and inserting “medical treatment facility that provides 
services described in section 1917(c\1)(C)”; 

(2) in paragraph (1(E)— 

(A) in clause (iXII), by striking “hospital, extended 
care facility, nursing home, or intermediate care facility” 
and inserting “medical treatment facility”; and 

(B) in clause (iii), by striking “hospital, extended care 
facility, nursing home, or intermediate care facility” and 
inserting “medical treatment facility”; 

(3) in paragraph (1G), in the matter preceding clause 

(i 

(A) by striking “or which is a hospital, extended care 
facility, nursing home, or intermediate care” and inserting 
“or is in a medical treatment”; and 

(B) by inserting “or, in the case of an individual who 
is a child under the age of 18, under any health insurance 
policy issued by a private provider of such insurance” after 
“title XIX”; and 
(4) in paragraph (3)— 

(A) by striking “same hospital, home, or facility” and 
inserting “same medical treatment facility”; and 

(B) by striking “same such hospital, home, or facility” 
and inserting “same such facility”. 

(d) CORRECTION OF U.S.C. CITATION.—Section 211(c) of the 
Personal Responsibility and Work Opportunity Reconciliation Act 
of 1996 (Public Law 104-193; 110 Stat. 2189) is amended by striking 42 USC 1382c. 
“1382(a\4)” and inserting “1382c(a)(4)”. 


SEC. 5523. ADDITIONAL TECHNICAL AMENDMENTS TO TITLE XVI. 


Section 1615(d) (42 U.S.C. 1382d(d)) is amended— 

(1) in the first sentence, by inserting a comma after “sub- 
section (a)(1)”; and 

(2) in the last sentence, by striking “him” and inserting 
“the Commissioner”. 


SEC. 5524. ADDITIONAL TECHNICAL AMENDMENTS RELATING TO 
TITLE XVI. 


Section 1110(a\(3) (42 U.S.C. 1310(aX(3)) is amended— 
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(1) by inserting “(or the Commissioner, with respect to 
any jointly financed cooperative agreement or grant concerning 
title XVI)” after “Secretary” the first place it appears; and 

(2) by inserting “(or the Commissioner, as applicable)” after 
“Secretary” the second place it appears. 


SEC. 5525. TECHNICAL AMENDMENTS RELATING TO DRUG ADDICTS 
AND ALCOHOLICS. 


(a) CLARIFICATION RELATING TO THE EFFECTIVE DATE OF THE 
DENIAL OF SSI DISABILITY BENEFITS TO DRUG ADDICTS AND 
ALCOHOLICS.—Section 105(b\(5) of the Contract with America 
Advancement Act of 1996 (Public Law 104-121; 110 Stat. 853) 
is amended— 

(1) in subparagraph (A), by striking “by the Commissioner 
of Social Security” and “by the Commissioner”; and 
(2) by redesignating subparagraph (D) as subparagraph 

(F) and by inserting after subparagraph (C) the following new 

subparagraphs: 

“(D) For purposes of this paragraph, an individual’s 
claim, with respect to supplemental security income bene- 
fits under title XVI of the Social Security Act based on 
disability, which has been denied in whole before the date 
of the enactment of this Act, may not be considered to 
be finally adjudicated before such date if, on or after such 
date— 

“(i) there is pending a request for either adminis- 
trative or judicial review with respect to such claim, 
or 

“(ii) there is pending, with respect to such claim, 
a readjudication by the Commissioner of Social Secu- 
rity pursuant to relief in a class action or implementa- 
tion by the Commissioner of a court remand order. 
“(E) Notwithstanding the provisions of this paragraph, 

with respect to any individual for whom the Commissioner 
does not perform the eligibility redetermination before the 
date prescribed in subparagraph (C), the Commissioner 
shall perform such eligibility redetermination in lieu of 
a continuing disability review whenever the Commissioner 
determines that the individual’s eligibility is subject to 
redetermination based on the preceding provisions of this 
paragraph, and the provisions of section 1614(a)(4) of the 
Social Security Act shall not apply to such redetermina- 
tion.”. 

(b) CORRECTIONS TO EFFECTIVE DATE OF PROVISIONS CONCERN- 
ING REPRESENTATIVE PAYEES AND TREATMENT REFERRALS OF SSI 
BENEFICIARIES WHO ARE DRUG ADDICTS AND ALCOHOLICS.—Section 
105(b\5\(B) of such Act (Public Law 104-121; 110 Stat. 853) is 
amended to read as follows: 

“(B) The amendments made by paragraphs (2) and 
(3) shall take effect on July 1, 1996, with respect to any 
individual— 

“(i) whose claim for benefits is finally adjudicated 
on or after the date of the enactment of this Act, 
or 

“(ii) whose eligibility for benefits is based uvon 
an eligibility redetermination made pursuant to 
subparagraph (C).”. 
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(c) REPEAL OF OBSOLETE REPORTING REQUIREMENTS.—Sub- 
sections (aX3)\B) and (b\(3)BYii) of section 201 of the Social Secu- 
rity Independence and Program Improvements Act of 1994 (Public 
Law 103-296; 108 Stat. 1497, 1504) are repealed. 


SEC. 5526. ADVISORY BOARD PERSONNEL. 


Section 703(i) (42 U.S.C. 903(i)) is amended— 

(1) in the first sentence, by striking “, and three” and 
all that follows through “Board,”; and 

(2) in the last sentence, by striking “clerical”. 


SEC. 5527. TIMING OF DELIVERY OF OCTOBER 1, 2000, SSI BENEFIT 
PAYMENTS. 


Notwithstanding the provisions of section 708(a) of the Social 
Security Act (42 U.S.C. 908(a)), the day designated for delivery 
of benefit payments under title XVI of such Act for October 2000 
shall be the second day of such month. 


SEC. 5528. EFFECTIVE DATES. 


(a) IN GENERAL.—Except as provided in this section, the amend- 
ments made by this chapter shall take effect as if included in 
the enactment of title II of the Personal Responsibility and Work 
Opportunity Reconciliation Act of 1996 (Public Law 104-193; 110 
Stat. 2185). 

(b) SECTION 5524 AMENDMENTS.—The amendments made by 
section 5524 of this Act shall take effect as if included in the 
enactment of the Social Security Independence and Program 
Improvements Act of 1994 (Public Law 103-296; 108 Stat. 1464). 

(c) SECTION 5525 AMENDMENTS.— 

(1) IN GENERAL.—The amendments made by subsections 

(a) and (b) of section 5525 of this Act shall take effect as 

if included in the enactment of section 105 of the Contract 

with America Advancement Act of 1996 (Public Law 104-121; 

110 Stat. 852 et seq.). 

(2) REPEALS.—The repeals made by section 5525(c) shall 
take effect on the date of the enactment of this Act. 

(d) SECTION 5526 AMENDMENTS.—The amendments made by 
section 5526 of this Act shall take effect as if included in the 
enactment of section 108 of the Contract with America Advancement 
Act of 1996 (Public Law 104—121; 110 Stat. 857). 

(e) SECTION 5227.—Section 5227 shall take effect on the date 
of the enactment of this Act. 


CHAPTER 3—CHILD SUPPORT 


SEC. 5531. STATE OBLIGATION TO PROVIDE CHILD SUPPORT ENFORCE- 
MENT SERVICES. 


(a) INDIVIDUALS SUBJECT TO FEE FOR CHILD SUPPORT ENFORCE- 
MENT SERVICES.—Section 454(6)(B) (42 U.S.C. 654(6)(B)) is amended 
by striking “individuals not receiving assistance under any State 
program funded under part A, which” and inserting “an individual, 
other than an individual receiving assistance under a State program 
funded under part A or E, or under a State plan approved under 
title XIX, or who is required by the State to cooperate with the 
State agency administering the program under this part pursuant 
to subsection (1) or (m) of section 6 of the Food Stamp Act of 
1977, and”. 


42 USC 925 note, 
1382 note. 


42 USC 909 note. 


42 USC 903 note. 
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42 USC 664 


(b) CORRECTION OF REFERENCE.—Section 464(a\(2)(A) (42 U.S.C. 
654(a\(2A)) is amended in the first sentence by striking “section 
454(6)” and inserting “section 454(4\A\ii)”. 


SEC. 5532. DISTRIBUTION OF COLLECTED SUPPORT. 


(a) CONTINUATION OF ASSIGNMENTS.—Section 457(b) (42 U.S.C. 
657(b)) is amended— 

(1) by striking “which were assigned” and inserting 
“assigned”; and 

(2) by striking “and which were in effect” and all that 
follows and inserting “and in effect on September 30, 1997 
(or such earlier date, on or after August 22, 1996, as the 
State may choose), shall remain assigned after such date.”. 
(b) STATE OPTION FOR APPLICABILITY.— 

(1) IN GENERAL.—Section 457(a) (42 U.S.C. 657(a)) is 
amended by adding at the end the following: 

“(6) STATE OPTION -FOR APPLICABILITY.—Notwithstanding 
any other provision of this subsection, a State may elect to 
apply the rules described in clauses (iII), (iiXII), and (v) of 
paragraph (2\B) to support arrearages collected on and after 
October 1, 1998, and, if the State makes such an election, 
shall apply the provisions of this section, as in effect and 
applied on the day before the date of enactment of section 
302 of the Personal Responsibility and Work Opportunity Act 
of 1996 (Public Law 104-193, 110 Stat. 2200), other than sub- 
section (b)1) (as so in effect), to amounts collected before Octo- 
ber 1, 1998.”. 

(2) CONFORMING AMENDMENTS.—Section 408(a\3)A) (42 
U.S.C. 608(a\3)A)) is amended— 

(A) in clause (i), by inserting “(I)” after “(i)”; 
(B) in clause (ii)— 
(i) by striking “(ii)” and inserting “(II)”; and 
— by striking the period and inserting “; or’; 
an 
(C) by adding at the end the following: 

“(ii) if the State elects to distribute collections 
under section 457(aX6), the date the family ceases 
to receive assistance under the program, if the assign- 
ment is executed on or after October 1, 1998.”. 

(c) DISTRIBUTION OF COLLECTIONS WITH RESPECT TO FAMILIES 
RECEIVING ASSISTANCE.—Section 457(aX1) (42 U.S.C. 657(a)(1)) is 
amended by adding at the end the following flush language: 

“In no event shall the total of the amounts paid to the Federal 

Government and retained by the State exceed the total of 

the amounts that have been paid to the family as assistance 

by the State.”. 

(d) FAMILIES UNDER CERTAIN AGREEMENTS.—Section 457(a\(4) 
(42 U.S.C. 657(a)(4)) is amended to read as follows: 

“(4) FAMILIES UNDER CERTAIN AGREEMENTS.—In the case 
of an amount collected for a family in accordance with a 
cooperative agreement under section 454(33), distribute the 
amount so collected pursuant to the terms of the agreement.”. 
(e) Srupy AND REPORT.—Section 457(a)(5) (42 U.S.C. 657(aX5)) 

is amended by striking “1998” and inserting “1999”. 

(f) CORRECTIONS OF REFERENCES. tion 457(aX2XB) (42 
U.S.C. 657(aX2)(B)) is amended— 

(1) in clauses (iI) and (iiXI)— 
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(A) by striking “(other than subsection (b)(1))” each 
place it appears; and 

(B) by inserting “(other than subsection (b)(1) (as so 
in effect))” after “1996” each place it appears; and 

(2) in clause (iiXII), by striking “paragraph (4)” and insert- 
ing “paragraph (5)”. 

(g) CORRECTION OF TERRITORIAL MATCH.—Section 457(c\3)A) 
(42 U.S.C. 657(cX3\A)) is amended by striking “the Federal medical 
assistance percentage (as defined in section 1118)” and inserting 
“75 percent”. 

(h) DEFINITIONS.— 

(1) FEDERAL SHARE.—Section 457(c\(2) (42 U.S.C. 657(c\(2)) 
is amended by striking “collected” the second place it appears 
and inserting “distributed”. 

(2) FEDERAL MEDICAL ASSISTANCE PERCENTAGE.—Section 
457(cX3\B) (42 U.S.C. 657(cX3)(B)) is amended by striking 
“as in effect on September 30, 1996” and inserting “as such 
section was in effect on September 30, 1995”. 

(i) CONFORMING AMENDMENTS.— 

(1) Section 464(a)(2)A) (42 U.S.C. 664(a)(2)(A)) is amended, 
in the penultimate sentence, by inserting “in accordance with 
section 457” after “owed”. 

(2) Section 466(a)(3)\(B) (42 U.S.C. 666(a\(3)(B)) is amended 
by striking “457(b)(4) or (d\(3)” and inserting “457”. 


SEC. 5533. CIVIL PENALTIES RELATING TO STATE DIRECTORY OF NEW 
HIRES. 


Section 453A (42 U.S.C. 653a) is amended— 
(1) in subsection (d)— 
(A) in the matter preceding paragraph (1), by striking 
“shall be less than” and inserting “shall not exceed”; and 
(B) in paragraph (1), by striking “$25” and inserting 
“$25 per failure to meet the requirements of this section 
with respect to a newly hired employee”; and 
(2) in subsection (g2)(B), by striking “extracts” and all 
that follows through “Labor” and inserting “information”. 


SEC. 5534. FEDERAL PARENT LOCATOR SERVICE. 


(a) IN GENERAL.—Section 453 (42 U.S.C. 653) is amended— 
(1) in subsection (a)}— 
(A) by inserting “(1)” after “(a)”; and 
(B) by striking “to obtain” and all that follows through 
the period and inserting “for the purposes specified in 
paragraphs (2) and (3). 

“(2) For the purpose of establishing parentage, establishing, 
setting the amount of, modifying, or enforcing child support obliga- 
tions, the Federal Parent Locator Service shall obtain and transmit 
to any authorized person specified in subsection (c)— 

“(A) information on, or facilitating the discovery of, the 
location of any individual— 
“(i) who is under an obligation to pay child support; 
“(ii) against whom such an obligation is sought; or 
“(iii) to whom such an obligation is owed, 

including the individual’s social security number (or numbers), 

most recent address, and the name, address, and employer 

identification number of the individual’s employer; 





111 STAT. 628 PUBLIC LAW 105-33—AUG. 5, 1997 


“(B) information on the individual’s wages (or other income) 
from, and benefits of, employment (including rights to or enroll- 
ment in group health care coverage); and 

“(C) information on the type, status, location, and amount 
of any assets of, or debts owed by or to, any such individual. 
“(3) For the purpose of enforcing any Federal or State law 

with respect to the unlawful taking or restraint of a child, or 
making or enforcing a child custody or visitation determination, 
as defined in section 463(d\1), the Federal Parent Locator Service 
shall be used to obtain and transmit the information specified 
in section 463(c) to the authorized persons specified in section 
463(d\2).”; 

(2) by striking subsection (b) and inserting the following: 

“(b\1) Upon request, filed in accordance with subsection (d), 
of any authorized person, as defined in subsection (c) for the 
information described in subsection (a2), or of any authorized 
person, as defined in section 463(d\2) for the information described 
in section 463(c), the Secretary shall, notwithstanding any other 
provision of law, provide through the Federal Parent Locator Service 
such information to such person, if such information— 

“(A) is contained in any files or records maintained by 
the Secretary or by the Department of Health and Human 
Services; or 

“(B) is not contained in such files or records, but can 
be obtained by the Secretary, under the authority conferred 
by subsection (e), from any other department, agency, or 
instrumentality of the United States or of any State, 

and is not prohibited from disclosure under paragraph (2). 

“(2) No information shall be disclosed to any person if the 
disclosure of such information would contravene the national policy 
or security interests of the United States or the confidentiality 
of census data. The Secretary shall give priority to requests made 
by any authorized person described in subsection (c)(1). No informa- 
tion shall be disclosed to any person if the State has notified 
the Secretary that the State has reasonable evidence of domestic 
violence or child abuse and the disclosure of such information 
could be harmful to the custodial parent or the child of such 
parent, provided that— 

“(A) in response to a request from an authorized person 
(as defined in subsection (c) of this section and section 
463(d\2)), the Secretary shall advise the authorized person 
that the Secretary has been notified that there is reasonable 
evidence of domestic violence or child abuse and that informa- 
tion can only be disclosed to a court or an agent of a court 
pursuant to subparagraph (B); and 

“(B) information may be disclosed to a court or an agent 
of a court described in subsection (c)(2) of this section or section 
463(d\2\B), if— 

“(i) upon receipt of information from the Secretary, 
the court determines whether disclosure to any other per- 
son of that information could be harmful to the parent 
or the child; and 

“(ii) if the court determines that disclosure of such 
information to any other person could be harmful, the 
court and its agents shall not make any such disclosure. 
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“(3) Information received or transmitted pursuant to this section 
shall be subject to the safeguard provisions contained in section 
454(26).”; and 

(3) in subsection (c)}— 
(A) in paragraph (1), by striking “or to seek to enforce 
orders providing child custody or visitation rights”; and 
(B) in paragraph (2)— 

(i) by inserting “or to serve as the initiating court 
in = action to seek an order” after “issue an order”; 
an 

(ii) by striking “or to issue an order against a 
resident parent for child custody or visitation rights”. 

(b) USE OF THE FEDERAL PARENT LOCATOR SERVICE.—Section 
463 (42 U.S.C. 663) is amended— 

(1) in subsection (a)— 
(A) in the matter preceding paragraph (1)— 

(i) by striking “any State which is able and willing 
to do so,” and inserting “every State”; and 

(ii) by striking “such State” and inserting “each 


State”; and 
(B) in paragraph (2), by inserting “or visitation” after 
“custody”; 
(2) in subsection (b\(2), by inserting “or visitation” after 
“custody”; 


(3) in subsection (d)— 

(A) in paragraph (1), by inserting “or visitation” after 
“custody”; and 

(B) in subparagraphs (A) and (B) of paragraph (2), 
by inserting “or visitation” after “custody” each place it 
appears; 
(4) in subsection (f(2), by inserting “or visitation” after 

“custody”; and 

(5) by striking “noncustodial” each place it appears. 


SEC. 5535. ACCESS TO REGISTRY DATA FOR RESEARCH PURPOSES. 


(a) IN GENERAL.—Section 453(jX5) (42 U.S.C. 653(j5)) is 
amended by inserting “data in each component of the Federal 
Parent Locator Service maintained under this section and to” before 
“information”. 

(b) CONFORMING AMENDMENTS.—Section 453 (42 U.S.C. 653) 
is amended— 

(1) in subsection (j(3)(B), by striking “registries” and insert- 
ing “components”; and 

(2) in subsection (k)(2), by striking “subsection (j3)” and 
inserting “section 453A(g)(2)”. 


SEC. 5536. COLLECTION AND USE OF SOCIAL SECURITY NUMBERS FOR 
USE IN CHILD SUPPORT ENFORCEMENT. — 


Section 466(a)(13) (42 U.S.C. 666(a)(13)) is amended— 
(1) in subparagraph (A)— 
(A) by striking “commercial”; and 
(B) by inserting “recreational license,” after “occupa- 
tional license,”; and 
(2) in the matter following subparagraph (C), by inserting 
“to be used on the face of the document while the social security 
number is kept on file at the agency” after “other than the 
social security number”. 
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SEC. 5537. ADOPTION OF UNIFORM STATE LAWS. 


Section 466(f) (42 U.S.C. 666(f)) is amended by striking 
“together” and all that follows and inserting “and as in effect 
on August 22, 1996, including any amendments officially adopted 
as of such date by the National Conference of Commissioners on 
Uniform State Laws.”. 


SEC. 5538. STATE LAWS PROVIDING EXPEDITED PROCEDURES. 


Section 466(c) (42 U.S.C. 666(c)) is amended— 
(1) in paragraph (1)— 
(A) in subparagraph (E), by inserting “, part E,” after 
“part A”; and 
(B) in subparagraph (G), by inserting “any current 
support obligation and” after “to satisfy”; and 
(2) in paragraph (2XA)— 
(A) in clause (i), by striking “the tribunal and”; and 
(B) in clause (ii}— 

(i) by striking “tribunal may” and inserting “court 
or administrative agency of competent jurisdiction 
shall”; and 

(ii) by striking “filed with the tribunal” and insert- 
ing “filed with the State case registry”. 


SEC. 5539. VOLUNTARY PATERNITY ACKNOWLEDGEMENT. 


Section 466(a\5\XC\i) (42 U.S.C. 666(aX5XC\i)) is amended 
by inserting “, or through the use of video or audio equipment,” 
after “orally”. 


SEC. 5540. CALCULATION OF PATERNITY ESTABLISHMENT PERCENT- 
AGE. 


Section 452(g\2) (42 U.S.C. 652(g\X2)) is amended, in the matter 
following subparagraph (C), by striking “subparagraph (A)” and 
inserting “subparagraphs (A) and (B)”. 


SEC. 5541. MEANS AVAILABLE FOR PROVISION OF TECHNICAL ASSIST- 
ANCE AND OPERATION OF FEDERAL PARENT LOCATOR 
SERVICE. 


(a) TECHNICAL ASSISTANCE.—Section 452(j) (42 U.S.C. 652(j)) 
is amended, in the matter preceding paragraph (1), by striking 
“to cover costs incurred by the Secretary” and inserting “which 
shall be available for use by the Secretary, either directly or through 
grants, contracts, or interagency agreements,”. 

(b) OPERATION OF FEDERAL PARENT LOCATOR SERVICE.— 

(1) MEANS AVAILABLE.—Section 453(0) (42 U.S.C. 653(0)) 
is amended— 

(A) in the heading, by striking “RECOVERY OF CosTS” 
and inserting “USE OF SET-ASIDE FUNDS”; and 

(B) by striking “to cover costs incurred by the Sec- 
retary” and inserting “which shall be available for use 
by the Secretary, either directly or through grants, con- 
tracts, or interagency agreements,”. 
(2) AVAILABILITY OF FUNDS.—Section 453(0) (42 U.S.C. 

653(0)) is amended by adding at the end the following: 

“Amounts appropriated under this subsection for each of fiscal 

years 1997 through 2001 shall remain available until 

expended.”. 
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SEC. 5542. AUTHORITY TO COLLECT SUPPORT FROM FEDERAL 
EMPLOYEES. 


(a) RESPONSE TO NOTICE OR PROCESS.—Section 459(c2\(C) (42 
U.S.C. 659(cX2\C)) is amended by striking “respond to the order, 
process, or interrogatory” and inserting “withhold available sums 
in response to the order or process, or answer the interrogatory”. 

(b) MONEYS SUBJECT TO PROCESS.—Section 459(h)(1) (42 U.S.C. 
659(h\(1)) is amended— 

(1) in the matter preceding subparagraph (A) and in 
subparagraph (A\i), by striking “paid or” each place it appears; 
(2) in subparagraph (A)— 
(A) in clause (ii)V), by striking “and” at the end; 
(B) in clause (iii}— 
(i) by inserting “or payable” after “paid”; and 
(ii) by striking “but” and inserting “; and”; and 
(C) by inserting after clause (iii), the following: 
“(iv) bunalite paid or payable under the Railroad 
Retirement System, but”; and 
(3) in subparagraph (B)— 
(A) in clause (i), by striking “or” at the end; 
(B) in clause (ii), by striking the period and inserting 
“: or”; and 
(C) by adding at the end the following: 
“(iii) of periodic benefits under title 38, United 
States Code, except as provided in subparagraph 
(AXii)(V).”. 

(c) CONFORMING AMENDMENT.—Section 454(19)B)ii) (42 U.S.C. 
654(19\BXii)) is amended by striking “section 462(e)” and inserting 
“section 459(i(5)”. 


SEC. 5543. DEFINITION OF SUPPORT ORDER. 


Section 453(p) (42 U.S.C. 653(p)), is amended by striking “a 
child and” and inserting “of”. 


SEC. 5544. STATE LAW AUTHORIZING SUSPENSION OF LICENSES. 


Section 466(a\(16) (42 U.S.C. 666(a)(16)) is amended by insert- 
ing “and sporting” after “recreational”. 


SEC. 5545. INTERNATIONAL SUPPORT ENFORCEMENT. 


Section 454(32)(A) (42 U.S.C. 654(32)A)) is amended by striking 
“section 459A(d\2)” and inserting “section 459A(d)”. 


SEC. 5546. CHILD SUPPORT ENFORCEMENT FOR INDIAN TRIBES. 


(a) COOPERATIVE AGREEMENTS BY INDIAN TRIBES AND STATES 
FOR CHILD SUPPORT ENFORCEMENT.—Section 454(33) (42 U.S.C. 
654(33)) is amended— 

(1) by striking “and enforce support orders, and” and insert- 
ing “or enforce support orders, or”; 

(2) by striking “guidelines established by such tribe or 
organization” and inserting “guidelines established or adopted 
by such tribe or organization”; 

(3) by striking “funding collected” and inserting “collec- 
tions”; and 

(4) by striking “such funding” and inserting “such collec- 
tions”. 

(b) CORRECTION OF SUBSECTION DESIGNATION.—Section 455 (42 
U.S.C. 655) is amended by redesignating subsection (b), as added 








111 STAT. 632 PUBLIC LAW 105-33—AUG. 5, 1997 


Regulations 


by section 375(b) of the Personal Responsibility and Work Oppor- 
tunity Reconciliation Act of 1996 (Public Law 104-193, 110 Stat. 
2256), as subsection (f). 

(c) DIRECT GRANTS TO TRIBES.—Section 455(f) (42 U.S.C. 655(f), 
as so redesignated by subsection (b) of this section, is amended 
to read as follows: 

“(f) The Secretary may make direct payments under this part 
to an Indian tribe or tribal organization that demonstrates to the 
satisfaction of the Secretary that it has the capacity to operate 
a child support enforcement program meeting the objectives of 
this part, including establishment of paternity, establishment, modi- 
fication, and enforcement of support orders, and location of absent 
parents. The Secretary shall promulgate regulations establishing 
the requirements which must be met by an Indian tribe or tribal 
organization to be eligible for a grant under this subsection.”. 


SEC. 5547. CONTINUATION OF RULES FOR DISTRIBUTION OF SUPPORT 
IN THE CASE OF A TITLE IV-E CHILD. 


Section 457 (42 U.S.C. 657) is amended— 

(1) in subsection (a), in the matter preceding paragraph 
(1), by striking “subsection (e)” and inserting “subsections (e) 
and (f)”; and 

(2) by adding at the end the following: 

“(f) Notwithstanding the preceding provisions of this section, 
amounts collected by a State as child support for months in any 
period on behalf of a child for whom a public agency is making 
foster care maintenance payments under part E— 

“(1) shall be retained by the State to the extent necessary 
to reimburse it for the foster care maintenance payments made 
with respect to the child during such period (with appropriate 
reimbursement of the Federal Government to the extent of 
its participation in the financing); 

“(2) shall be paid to the public agency responsible for 
supervising the placement of the child to the extent that the 
amounts collected exceed the foster care maintenance payments 
made with respect to the child during such period but not 
the amounts required by a court or administrative order to 
be paid as support on behalf of the child during such period; 
and the responsible agency may use the payments in the man- 
ner it determines will serve the best interests of the child, 
including setting such payments aside for the child’s future 
needs or making all or a part thereof available to the person 
responsible for meeting the child’s day-to-day needs; and 

“(3) shall be retained by the State, if any portion of the 
amounts collected remains after making the payments required 
under paragraphs (1) and (2), to the extent that such portion 
is necessary to reimburse the State (with appropriate 
reimbursement to the Federal Government to the extent of 
its participation in the financing) for any past foster care 
maintenance payments (or payments of assistance under the 
State program funded under part A) which were made with 
respect to the child (and with respect to which past collections 
have not previously been retained); 

and any balance shall be paid to the State agency responsible 
for supervising the placement of the child, for use by such agency 
in accordance with paragraph (2).”. 
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SEC. 5548. GOOD CAUSE IN FOSTER CARE AND FOOD STAMP CASES. 


(a) STATE PLAN.—Section 454(4\A)(i) (42 U.S.C. 654(4\A\i)) 
is amended— 

(1) by striking “or” before “(III)”; and 

(2) by inserting “or (IV) cooperation is required pursuant 
to section 6(1)(1) of the Food Stamp Act of 1977 (7 U.S.C. 
2015(1)(1)),” after “title XIX,”. 

(b) CONFORMING AMENDMENTS.—Section 454(29) (42 U.S.C. 
654(29)) is am.ended— 

(1) in subparagraph (A)— 

(A) in the matter preceding clause (i), by striking “part 

A of this title or the State program under title XIX” and 

inserting “part A, the State program under part E, the 

State program under title XIX, or the food stamp program, 

as defined under section 3(h) of the Food Stamp Act of 

1977 (7 U.S.C. 2012(h)),”; and 

(B) by striking clauses (i) and (ii) and all that follows 
through the semicolon and inserting the following: 

“(i) in the case of the State program funded under 
part A, the State program under part E, or the State 
program under title XIX shall, at the option of the 
State, be defined, taking into account the best interests 
of the child, and applied in each case, by the State 
agency administering such program; and 

“(ii) in the case of the food stamp program, as 
defined under section 3(h) of the Food Stamp Act of 
1977 (7 U.S.C. 2012(h)), shall be defined and applied 
in each case under that program in accordance with 
section 6(1)(2) of the Food Stamp Act of 1977 (7 U.S.C. 
2015(1)(2));”; 

(2) in subparagraph (D), by striking “or the State program 
under title XIX” and inserting “the State program under part 
E, the State program under title XIX, or the food stamp pro- 
gram, as defined under section 3(h) of the Food Stamp Act 
of 1977 (7 U.S.C. 2012(h))”; and 

(3) in subparagraph (E), by striking “individual,” and all 
that follows through “XIX,” and inserting “individual and the 
State agency administering the State program funded under 
part A, the State agency administering the State program 
under part E, the State agency administering the State program 
under title XIX, or the State agency administering the food 
stamp program, as defined under section 3(h) of the Food 
Stamp Act of 1977 (7 U.S.C. 2012(h)),”. 


SEC. 5549. DATE OF COLLECTION OF SUPPORT. 


Section 454B(c\1) (42 U.S.C. 654B(c)(1)) is amended by adding 42 USC 654b. 
at the end the following: “The date of collection for amounts collected 
and distributed under this part is the date of receipt by the State 
disbursement unit, except that if current support is withheld by 
an employer in the month when due and is received by the State 
disbursement unit in a month other than the month when due, 
the date of withholding may be deemed to be the date of collection.”. 


SEC. 5550. ADMINISTRATIVE ENFORCEMENT IN INTERSTATE CASES. 


(a) PROCEDURES.—Section 466(a)(14) (42 U.S.C. 666(a)(14)) is 
amended to read as follows: 








111 STAT. 634 PUBLIC LAW 105-33—AUG. 5, 1997 


Records 


“(14) HIGH-VOLUME, AUTOMATED ADMINISTRATIVE ENFORCE- 
MENT IN INTERSTATE CASES.— 
“(A) IN GENERAL.—Procedures under which— 

“(i) the State shall use high-volume automated 
administrative enforcement, to the same extent as used 
for intrastate cases, in response to a request made 
by another State to enforce support orders, and shall 
promptly report the results of such enforcement proce- 
dure to the requesting State; 

“(ii) the State may, by electronic or other means, 
transmit to another State a request for assistance in 
enforcing support orders through high-volume, auto- 
mated ey Harn. i Pie enforcement, which request— 

“(I) shall include such information as will 
enable the State to which the request is transmit- 
ted to compare the information about the cases 
to the information in the data bases of the State; 
and 

“(II) shall constitute a certification by the 
requesting State— 

“(aa) of the amount of support under an 
order the payment of which is in arrears; and 

“(bb) that the requesting State has com- 
plied with all procedural due process require- 
ments applicable to each case; 

“(iii) if the State provides assistance to another 
State pursuant to this paragraph with respect to a 
case, neither State shall consider the case to be trans- 
ferred to the caseload of such other State; and 

“(iv) the State shall maintain records of— 

“(I) the number of such requests for assistance 
received by the State; 

“(II) the number of cases for which the State 
collected support in response to such a request; 
and 

“(III) the amount of such collected support. 

“(B) HIGH-VOLUME AUTOMATED ADMINISTRATIVE 
ENFORCEMENT.—In this part, the term ‘high-volume auto- 
mated administrative enforcement’ means the use of auto- 
matic data processing to search various State data bases, 
including license records, employment service data, and 
State new hire registries, to determine whether information 
is available regarding a parent who owes a child support 
obligation.”. 

(b) INCENTIVE PAYMENTS.—Section 458(d) (42 U.S.C. 658(d)) 
is amended by inserting “, including amounts collected under section 
466(a\14),” after “another State”. 


SEC. 5551. WORK ORDERS FOR ARREARAGES. 


Section 466(a15) (42 U.S.C. 666(a\15)) is amended to read 
as follows: 

“(15) PROCEDURES TO ENSURE THAT PERSONS OWING OVER- 
DUE SUPPORT WORK OR HAVE A PLAN FOR PAYMENT OF SUCH 
SUPPORT.—Procedures under which the State has the authority, 
in any case in which an individual owes overdue support with 
respect to a child receiving assistance under a State program 
funded under part A, to issue an order or to request that 
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a court or an administrative process established pursuant to 
State law issue an order that requires the individual to— 
“(A) pay such support in accordance with a plan 
—— by the court, or, at the option of the State, a 
plan approved by the State agency administering the State 
program under this part; or 
“(B) if the individual is subject to such a plan and 
is not incapacitated, participate in such work activities 
(as defined in section 407(d)) as the court, or, at the option 
of the State, the State agency administering the State 
program under this part, deems appropriate.”. 


SEC. 5552. ADDITIONAL TECHNICAL STATE PLAN AMENDMENTS. 


Section 454 (42 U.S.C. 654) is amended— 
(1) in paragraph (8)— 
(A) in the matter preceding subparagraph (A)— 
(i) by striking ‘aenauunadial and 
(ii) by inserting “, for the purpose of establishing 
parentage, establishing, setting the amount of, modify- 
ing, or enforcing child support obligations, or making 
or enforcing a child custody or visitation determination, 
as defined in section 463(d)(1)” after “provide that”; 
(B) in subparagraph (A), by striking the comma and 
inserting a semicolon; 
(C) in subparagraph (B), by striking the semicolon 
and inserting a comma; and 
(D) by inserting after subparagraph (B), the following 
flush language: 
“and shall, subject tu the privacy safeguards required under 
paragraph (26), disclose only the information described in sec- 
tions 453 and 463 to the authorized persons specified in such 
sections for the purposes specified in such sections;”; 
(2) in paragraph (17)— 
(A) by striking “in the case of a State which has” 
and inserting “provide that the State will have”; and 
(B) by inserting “and” after “section 453,”; and 
(3) in paragraph (26)— 
(A) in the matter preceding subparagraph (A), by strik- 
ing “will”; 
(B) in subparagraph (A)}— 
(i) by inserting “, modify,” after “establish”, the 
second place it appears; and 
(ii) by inserting “, or to make or enforce a child 
custody determination” after “support”; 
(C) in subparagraph (B)— 
(i) by inserting “or the child” after “1 party”; 
‘ (ii) by inserting “or the child” after “former party”; 
an 
(iii) by striking “and” at the end; 
(D) in subparagraph (C)— 
(i) by inserting “or the child” after “1 party”; 
(ii) by striking “another party” and inserting 
“another person”; 
(iii) by inserting “to that person” after “release 
of the information”; and 
(iv) by striking “former party” and inserting “party 
or the child”; and 
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Courts 


(E) by adding at the end the following: 

“(D) in cases in which the prohibitions under subpara- 
raphs (B) and (C) apply, the requirement to notify the 
ecretary, for purposes of section 453(b\(2), that the State 

has reasonable evidence of domestic violence or child abuse 
against a party or the child and that the disclosure of 
such information could be harmful to the party or the 
child; and 

“(E) procedures providing that when the Secretary dis- 

closes information about a parent or child to a State court 
or an agent of a State court described in section 453(c\2) 
or 463(4)\2)(B), and advises that court or agent that the 
Secretary has been notified that there is reasonable evi- 
dence of domestic violence or child abuse pursuant to sec- 
tion 453(b\2), the court shall determine whether disclosure 
to any other person of information received from the Sec- 
retary could be harmful to the parent or child and, if 
the court determines that disclosure to any other person 
could be harmful, the court and its agents shall not make 
any such disclosure;”. 


SEC. 5553. FEDERAL CASE REGISTRY OF CHILD SUPPORT ORDERS. 


Section 453(h) (42 U.S.C. 653(h)) is amended— 
(1) in paragraph (1), by inserting “and order” after “with 
respect to each case”; and 
(2) in paragraph (2)— 
(A) in the heading, by inserting “AND ORDER” after 
“CASE”; 
(B) by inserting “or an order” after “with respect to 
a case” and 
(C) by inserting “or order” after “and the State or 
States which have the case”. 


SEC. 5554. FULL FAITH AND CREDIT FOR CHILD SUPPORT ORDERS. 


Section 1738B(f) of title 28, United States Code, is amended— 
(1) in paragraph (4), by striking “a court may” and all 
that follows and inserting “a court having jurisdiction over 
the parties shall issue a child support order, which must be 
recognized.”; and 
(2) in paragraph (5), by inserting “under subsection (d)” 
after “jurisdiction”. 
SEC. 5555. DEVELOPMENT COSTS OF AUTOMATED SYSTEMS. 


(a) DEFINITION OF STATE.—Section 455(aX3\B) (42 U.S.C. 
655(aX3)\B)) is amended— 
(1) in clause (i)— 
(A) by inserting “or system described in clause (iii)” 
after “each State”; and 
(B) by inserting “or system” after “the State”; and 
(2) by adding at the end the following: 

“(iii) For purposes of clause (i), a system described in this 
clause is a system that has been approved by the Secretary to 
receive enhanced funding pursuant to the Family Support Act of 
1988 (Public Law 100-485; 102 Stat. 2343) for the purpose of 
developing a system that meets the requirements of sections 454(16) 
(as in effect on and after September 30, 1995) and 454A, including 
systems that have received funding for such purpose pursuant 
to a waiver under section 1115(a).”. 
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(b) TEMPORARY LIMITATION ON PAYMENTS.—Section 344(b)(2) 
of the Personal Responsibility and Work Opportunity Reconciliation 
Act of 1996 (42 U.S.C. 655 note) is aa 

(1) in subparagraph (B)— 
(A) by inserting “or a system described in subparagraph 

(C)” after “to a State”; and 
(B) by inserting “or system” after “for the State”; and 
(2) in subparagraph (C), by striking “Act,” and all that 
follows and inserting “Act, and among systems that have been 
approved by the Secretary to receive enhanced funding pursu- 

ant to the Family Support Act of 1988 (Public Law 100—485; 

102 Stat. 2343) for he purpose of developing a system that 

meets the requirements of sections 454(16) (as in effect on 

and after September 30, 1995) and 454A, including systems 

that have received funding for such purpose pursuant to a 

waiver under section 1115(a), which shall take into account— 

“(i) the relative size of such State and system 
caseloads under part D of title IV of the Social Security 
Act; and 

“(ii) the level of automation needed to meet the 
automated data processing requirements of such part.”. 


SEC. 5556. ADDITIONAL TECHNICAL AMENDMENTS. 


(a) ELIMINATION OF SURPLUSAGE.—Section 466(c\1XF) (42 
U.S.C. 666(c)1)(F)) is amended by striking “of section 466”. 

(b) CORRECTION OF AMBIGUOUS AMENDMENT.—Section 
344(aX1)F) of the Personal Responsibility and Work Opportunity 
Reconciliation Act of 1996 (Public Law 104-193; 110 Stat. 2234) 42 USC 654. 
is amended by inserting “the first place such term appears” before 
“and all that follows”. 

(c) CORRECTION OF ERRONEOUSLY DRAFTED PROVISION.—Section 
215 of the Department of Health and Human Services Appropria- 
tions Act, 1997, (as contained in section 101(e) of the Omnibus 
nica Appropriations Act, 1997) is amended to read as fol- 42 USC 652, 653. 
ows: 

“SEC. 215. Sections 452(j) and 453(0) of the Social Security 
Act (42 U.S.C. 652(j) and 653(0)), as amended by section 345 of 
the Personal Responsibility and Work Opportunity Reconciliation 
Act of 1996 (Public Law 104-193; 110 Stat. 2237) are each amended 
by striking ‘section 457(a)’ and inserting ‘a plan approved under 
this part’. Amounts available under such sections 452(j) and 453(0) Effective date. 
shall be calculated as though the amendments made by this section 42 USC 652 note. 
were effective October 1, 1995.”. 

(d) ELIMINATION OF SURPLUSAGE.—Section 456(a)(2)B) (42 
U.S.C. 656(aX2\(B)) is amended by striking “, and” and inserting 
a period. 

(e) CORRECTION OF DATE.—Section 466(a\1)(B) (42 U.S.C. 
666(a)(1)(B)) is amended by striking “October 1, 1996” and inserting 
“January 1, 1994”. 


SEC. 5557. EFFECTIVE DATE. 42 USC 608 note. 


(a) IN GENERAL.—Except as provided in subsection (b), the 
amendments made by this chapter shall take effect as if included 
in the enactment of title III of the Personal Responsibility and 
Work Opportunity Reconciliation Act of 1996 (Public Law 104— 
193; 110 Stat. 2105). 

(b) EXCEPTION.—The amendments made by section 5532(b)(2) 
of this Act shall take effect as if the amendments had been included 
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in the enactment of section 103(a) of the Personal Responsibility 
and Work Opportunity Reconciliation Act of 1996 (Public Law 104— 
193; 110 Stat. 2112). 


CHAPTER 4—RESTRICTING WELFARE AND PUBLIC 
BENEFITS FOR ALIENS 


Subchapter A—Eligibility for Federal Benefits 


SEC. 5561. ALIEN ELIGIBILITY FOR FEDERAL BENEFITS: LIMITED 
APPLICATION TO MEDICARE AND BENEFITS UNDER THE 
RAILROAD RETIREMENT ACT. 


(a) LIMITED APPLICATION TO MEDICARE.—Section 401(b) of the 
Personal Responsibility and Work Opportunity Reconciliation Act 
of 1996 (8 U.S.C. 1611(b)) is saan tap adding at the end the 
following: 

“(3) Subsection (a).shall not apply to any benefit payable 
under title XVIII of the Social Security Act (relating to the 
medicare program) to an alien who is lawfully present in the 
United States as determined by the Attorney General and, 
with respect to benefits payable under part A of such title, 
who was authorized to be employed with respect to any wages 
attributable to employment which are counted for purposes 
of eligibility for such benefits.”. 

(b) LIMITED APPLICATION TO BENEFITS UNDER THE RAILROAD 
RETIREMENT ACT.—Section 401(b) of the Personal Responsibility 
and Work Opportunity Reconciliation Act of 1996 (8 Use. 1611(b)) 
(as umaoiel by subsection (a)) is amended by inserting at the 
end the following: 

“(4) Subsection (a) shall not apply to any benefit payable 
under the Railroad Retirement Act of 1974 or the Railroad 
Unemployment Insurance Act to an alien who is lawfully 
present in the United States as determined by the Attorney 
General or to an alien residing outside the United States.”. 


SEC. 5562. EXCEPTIONS TO BENEFIT LIMITATIONS: CORRECTIONS TO 
REFERENCE CONCERNING ALIENS WHOSE DEPORTA- 
TION IS WITHHELD. 


Sections 402(a\(2A), 402(bX 2A), 403(bX1XC), 412(b\1XC), 
and 431(b)\(5) of the Personal Responsibility and Work Opportunity 
Reconciliation Act of 1996 (8 U.S.C. 1612(a\X2\A), 1612(b)\(2)A), 
1613(bX1XC), 1622(b\X1XC), and 1641(b\5)) as amended by this 
Act are each amended by striking “section 243(h) of such Act” 
each place it appears and inserting “section 243(h) of such Act 
(as in effect immediately before the effective date of section 307 
of division C of Public Law 104-208) or section 241(b)\(3) of such 
Act (as amended by section 305(a) of division C of Public Law 
104-208)”. 


SEC. 5563. VETERANS EXCEPTION: APPLICATION OF MINIMUM ACTIVE 
DUTY SERVICE REQUIREMENT; EXTENSION TO 
UNREMARRIED SURVIVING SPOUSE; EXPANDED DEFINI- 
TION OF VETERAN. 


(a) APPLICATION OF MINIMUM ACTIVE DUTY SERVICE REQUIRE- 
MENT.—Sections 402(aX2\XC)i), 402(bX2XC\i), 403(b 2A), and 
412(b\(3)(A) of the Personal Responsibility and Work Opportunity 
Reconciliation Act of 1996 (8 U.S.C. 1612(aX2\C\i), 1612(b\ 2X Ci), 
1613(bX2XA), and 1622(bX3\A)) are each amended by inserting 
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“and who fulfills the minimum active-duty service requirements 
of section 5303A(d) of title 38, United States Code” after “alienage”. 

(b) EXCEPTION APPLICABLE TO UNREMARRIED SURVIVING 
SPOUSE.—Sections 402(a)(2\C iii), 402(bX2\C\iii), 403(b\2)(C), 
and 412(bX3XC) of the Personal Responsibilit and Work Oppor- 
tunity Reconciliation Act of 1996 (8 USS. 1612(aX2\C iii), 
1612(bX2\CXiii), 1613(b2\C), and 1622(b\(3(C)) are each amend- 
ed by inserting before the period “or the unremarried survivin 

use of an individual described in clause (i) or (ii) who is decease 

the marriage fulfills the requirements of section 1304 of title 
38, United States Code”. 

(c) EXPANDED DEFINITION OF VETERAN.—Sections 
402(aX2\C\Xi), 402(bX 2 Ci), 403(b2A), and 412(b)(3\A) of the 
Personal Responsibility and Work Opportunity Reconciliation Act 
of 1996 (8 U.S.C. 1612(aX2XCXi), 1612(bX2C Xi), 1613(b\2)A), 
and 1622(b\3)A)) are each amended by inserting “, 1101, or 1301, 
or as described in section 107” after “section 101”. 


SEC. 5564. NOTIFICATION CONCERNING ALIENS NOT LAWFULLY 
PRESENT: CORRECTION OF TERMINOLOGY. 


Section 1631(e9) of the Social Security Act (42 U.S.C. 
1383(e)(9)) and section 27 of the United States Housing Act of 
1937, as added by section 404 of the Personal Responsibility and 
Work Opportunity Reconciliation Act of 1996, are each amended 42 USC 1437y. 
by striking “unlawfully in the United States” each place it appears 
and inserting “not lawfully present in the United States”. 


SEC. 5565. FREELY ASSOCIATED STATES: CONTRACTS AND LICENSES. 


Sections 401(cX2)A) and 411(cX2\A) of the Personal Respon- 
sibility and Work Opportunity Reconciliation Act of 1996 (8 U.S.C. 
1611(cX2A) and 1621(cX2XA)) are each amended by inserting 
before the semicolon at the end “, or to a citizen of a freely associated 
state, if section 141 of the applicable compact of free association 
approved in Public Law 99-239 or 99-658 (or a successor provision) 
is in effect”. 

SEC. 5566. CONGRESSIONAL STATEMENT REGARDING BENEFITS FOR 
HMONG AND OTHER HIGHLAND LAO VETERANS. 


(a) FINDINGS.—The Congress makes the following findings: 

(1) Hmong and other Highland Lao tribal peoples were 
recruited, armed, trained, and funded for military operations 
by the United States Department of Defense, Central Intel- 
ligence Agency, Department of State, and Agency for Inter- 
national Development to further United States national security 
interests during the Vietnam conflict. 

(2) Hmong and other Highland Lao tribal forces sacrificed 
their own lives and saved the lives of American military person- 
nel by rescuing downed American pilots and aircrews and by 
es wc successfully fighting North Vietnamese troops. 

(3) Thousands of Hmong and other Highland Lao veterans 
who fought in special guerilla units on behalf of the United 
States during the Vietnam conflict, along with their families, 
have been lawfully admitted to the United States in recent 
years. 

(4) The Personal Responsibility and Work Opportunity Rec- 
onciliation Act of 1996 (Public Law 104-193), the new national 
welfare reform law, restricts certain welfare benefits for nonciti- 
zens of the United States and the exceptions for noncitizen 
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veterans of the Armed Forces of the United States do not 

extend to Hmong veterans of the Vietnam conflict era, making 

Hmong veterans and their families receiving certain welfare 

benefits subject to restrictions despite their military service 

on behalf of the United States. 

(b) CONGRESSIONAL STATEMENT.—It is the sense of the Congress 
that Hmong and other Highland Lao veterans who fought on behalf 
of the Armed Forces of the United States during the Vietnam 
conflict and have lawfully been admitted to the United States 
for permanent residence should be considered veterans for purposes 
of continuing certain welfare benefits consistent with the exceptions 
provided other noncitizen veterans under the Personal Responsibil- 
ity and Work Opportunity Reconciliation Act of 1996. 


Subchapter B—General Provisions 


SEC. 5571. DETERMINATION OF TREATMENT OF BATTERED ALIENS 
AS QUALIFIED ALIENS; INCLUSION OF ALIEN CHILD OF 
BATTERED PARENT AS QUALIFIED ALIEN. 


(a) DETERMINATION OF STATUS BY AGENCY PROVIDING BENE- 
FITS.—Section 431 of the Personal Responsibility and Work Oppor- 
tunity Reconciliation Act of 1996 (8 U.S.C. 1641) is aaeea in 
subsections (cX1A) and (c2XA) by striking “Attorney General, 
which opinion is not subject to review by any court)” each place 
it appears and inserting “agency providing such benefits)”. 

(b) GUIDANCE ISSUED BY ATTORNEY GENERAL.—Section 431(c) 
of the Personal Responsibility and Work Opportunity Reconciliation 
Act of 1996 (8 U.S.C. 1641l(c)) is amended by adding at the end 
the following new undesignated paragraph: 

“After consultation with the Secretaries of Health and Human 
Services, Agriculture, and Housing and Urban Development, the 
Commissioner of Social Security, and with the heads of such Federal 
agencies administering benefits as the Attorney General considers 
appropriate, the Attorney General shall issue guidance (in the Attor- 
ney General’s sole and unreviewable discretion) for purposes of 
this subsection and section 421(f), concerning the meaning of the 
terms ‘battery’ and ‘extreme cruelty’, and the standards and meth- 
ods to be used for determining whether a substantial connection 
exists between battery or cruelty suffered and an individual’s need 
for benefits under a specific Federal, State, or local program.”. 

(c) INCLUSION OF ALIEN CHILD OF BATTERED PARENT AS QUALI- 
FIED ALIEN.—Section 431(c) of the Personal Responsibility and Work 
oe Reconciliation Act of 1996 (8 U.S.C. 1641(c)) is amend- 
e — 


(1) at the end of paragraph (1XB\)iv) by striking “or’; 

(2) at the end of paragraph (2B) by striking the period 
and inserting “; or”; at 

(3) by inserting after paragraph (2B) and before the last 
sentence of such sahenstions the following new paragraph: 

“(3) an alien child who— 

“(A) resides in the same household as a parent who 
has been battered or subjected to extreme cruelty in the 
United States by that parent’s spouse or by a member 
of the spouse’s family residing in the same household as 
the parent and the spouse consented or acquiesced to such 
battery or cruelty, but only if (in the opinion of the agency 
providing such benefits) there is a sehstnanial connection 
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between such battery or cruelty and the need for the bene- 
fits to be provided; and 

“(B) who meets the requirement of subparagraph (B) 
of paragraph (1).”. 

(d) INCLUSION OF ALIEN CHILD OF BATTERED PARENT UNDER 
SPECIAL RULE FOR ATTRIBUTION OF INCOME.—Section 421(f1)A) 
of the Personal Responsibility and Work Opportunity Reconciliation 
Act of 1996 (8 U.S.C. 1631(f1)A)) is amended— 

(1) at the end of clause (i) by striking “or”; and 

(2) by striking “and the leslie or cruelty described in 
clause (i) or (ii)” and inserting “or (iii) the alien is a child 
whose parent (who resides in the same household as the alien 
child) has been battered or subjected to extreme cruelty in 
the United States by that parent’s spouse, or by a member 
of the spouse’s family residing in the same household as the 

— and the spouse consented to, or acquiesced in, such 

attery or cruelty, and the battery or cruelty described in 

clause (i), (ii), or (iii)”. 

SEC. 5572. VERIFICATION OF ELIGIBILITY FOR BENEFITS. 


(a) REGULATIONS AND GUIDANCE.—Section 432(a) of the Per- 
sonal Responsibility and Work Opportunity Reconciliation Act of 
1996 (8 U.S.C. 1642(a)) is amended— 

(1) by inserting at the end of paragraph (1) the following: 
“Not later than 90 days after the date of the enactment of 
the Balanced Budget Act of 1997, the Attorney General of 
the United States, after consultation with the Secretary of 
Health and Human Services, shall issue interim verification 
guidance.”; and 

(2) by adding after paragraph (2) the following new para- 
graph: 

“(3) Not later than 90 days after the date of the enactment 
of the Balanced Budget Act of 1997, the Attorney General shall 
promulgate regulations which set forth the procedures by which 
a State or local government can verify whether an alien applying 
for a State or local public benefit is a qualified alien, a non- 
immigrant under the Immigration and Nationality Act, or an alien 
aroled into the United States under section 212(d)\(5) of the 
mmigration and Nationality Act for less than 1 year, for purposes 
of determining whether the alien is ineligible for benefits under 
section 411 of this Act.”. 

(b) DISCLOSURE OF INFORMATION FOR VERIFICATION.—Section 
384(b) of the Illegal Immigration Reform and Immigrant Respon- 
sibility Act of 1996 (division C of Public Law 104-208) is amended 8 USC 1367. 
by adding after paragraph (4) the following new paragraph: 

“(5) The Attorney General is authorized to disclose informa- 
tion, to Federal, State, and local public and private agencies 
providing benefits, to be used solely in making determinations 
of eligibility for benefits pursuant to section 431(c) of the Per- 
—_ Responsibility and Work Opportunity Reconciliation Act 
of 1996.”. 


SEC. 5573. QUALIFYING QUARTERS: DISCLOSURE OF QUARTERS OF 
COVERAGE INFORMATION; CORRECTION TO ASSURE 
THAT CREDITING APPLIES TO ALL QUARTERS EARNED 
BY PARENTS BEFORE CHILD IS 18. 


(a) DISCLOSURE OF QUARTERS OF COVERAGE INFORMATION.— 
Section 435 of the Personal Responsibility and Work Opportunity 











111 STAT. 642 PUBLIC LAW 105-33—AUG. 5, 1997 


Effective date. 


Reconciliation Act of 1996 (8 U.S.C. 1645) is amended by adding 
at the end the following: “Notwithstanding section 6103 of the 
Internal Revenue Code of 1986, the Commissioner of Social Security 
is authorized to disclose quarters of coverage information concerning 
an alien and an alien’s spouse or parents to a government agency 
for the purposes of this title.” 

(b) CORRECTION TO ASSURE THAT CREDITING APPLIES TO ALL 
QUARTERS EARNED BY PARENTS BEFORE CHILD IS 18.—Section 
435(1) of the Personal Responsibility and Work Opportunity Rec- 
onciliation Act of 1996 (8 U.S.C. 1645(1)) is amended by striking 
“while the alien was under age 18,” and inserting “before the 
date on which the alien attains age 18,”. 


SEC. 5574. STATUTORY CONSTRUCTION: BENEFIT ELIGIBILITY LIMITA- 
TIONS APPLICABLE ONLY WITH RESPECT TO ALIENS 
PRESENT IN THE UNITED STATES. 


Section 433 of the Personal Responsibility and Work Oppor- 
tunity Reconciliation Act of 1996 (8 U.S.C. 1643) is amended— 
(1) by redesignating subsections (b) and (c) as subsections 

(c) and (d); and 

(2) by adding after subsection (a) the following new sub- 
section: 

“(b) BENEFIT ELIGIBILITY LIMITATIONS APPLICABLE ONLY WITH 
RESPECT TO ALIENS PRESENT IN THE UNITED STATES.—Notwith- 
standing any other provision of this title, the limitations on eligi- 
bility for benefits under this title shall not apply to eligibility 
for benefits of aliens who are not residing, or present, in the 
United States with respect to— 

“(1) wages, pensions, annuities, and other earned payments 
to which an alien is entitled resulting from employment by, 
or on behalf of, a Federal, State, or local government agency 
which was not prohibited during the period of such employment 
or service under section 274A or other applicable provision 
of the Immigration and Nationality Act; or 

“(2) benefits under laws administered by the Secretary 
of Veterans Affairs.”. 


Subchapter C—Miscellaneous Clerical and Technical 
Amendments; Effective Date 


SEC. 5581. CORRECTING MISCELLANEOUS CLERICAL AND TECHNICAL 
ERRORS. 


(a) INFORMATION REPORTING UNDER TITLE IV OF THE SOCIAL 
SECURITY AcT.—Effective July 1, 1997, section 408 (42 U.S.C. 608), 
as amended by sections 5001(h\1) and 5505(e) of this Act, is amend- 
ed by adding at the end the following new subsection: 

“(g) STATE REQUIRED TO PROVIDE CERTAIN INFORMATION.— 
Each State to which a grant is made under section 403 shall, 
at least 4 times annually and upon request of the Immigration 
and Naturalization Service, furnish the Immigration and Natu- 
ralization Service with the name and address of, and other identify- 
ing information on, any individual who the State knows is not 
lawfully present in the United States.”. 

(b) MISCELLANEOUS CLERICAL AND TECHNICAL CORRECTIONS.— 

(1) Section 411(cX3) of the Personal Responsibility and 

Work Opportunity Reconciliation Act of 1996 (8 U.S.C. 
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1621(cX3)) is amended by striking “400l(c)” and inserting 
“401(c)”. 

(2) Section 422(a) of the Personal Responsibility and Work 
Opportunity Reconciliation Act of 1996 (8 U.S.C. 1632(a)) is 
amended by striking “benefits (as defined in section 412(c)),” 
and inserting “benefits,”. 

(3) Section 412(b\(1)(C) of the Personal Responsibility and 
Work Opportunity Reconciliation Act of 1996 (8 U.S.C. 
1622(b)(1)(C)) is amended by striking “with-holding” and insert- 
ing “withholding”. 

(4) The subtitle heading for subtitle D of title IV of the 
Personal Responsibility and Work Opportunity Reconciliation 
Act of 1996 is amended to read as follows: 


“Subtitle D—General Provisions”. 


(5) The subtitle heading for subtitle F of title IV of the 
Personal Responsibility and Work Opportunity Reconciliation 
Act of 1996 is amended to read as follows: 


“Subtitle F—Earned Income Credit Denied 
to Unauthorized Employees”. 


(6) Section 431(c\2)(B) of the Personal Responsibility and 
Work Opportunity Reconciliation Act of 1996 (8 U.S.C. 
1641(c)2B)) is amended by striking “clause (ii) of subpara- 
graph (A)” and inserting “subparagraph (B) of paragraph (1)”. 

(7) Section 431(c1)(B) of the Personal Responsibility and 
Work Opportunity Reconciliation Act of 1996 (8 U.S.C. 
1641(c)1\B)) is amended— 

(A) in clause (iii) by striking “, or” and inserting “(as 
in effect prior to April 1, 1997),”; and 
(B) by adding after clause (iv) the following new clause: 
“(v) cancellation of removal pursuant to section 
240A(b)(2) of such Act;”. 


SEC. 5582. EFFECTIVE DATE. 8 USC 1367. 


Except as otherwise provided, the amendments made by this 
chapter shall be effective as if included in the enactment of title 
IV of the Personal Responsibility and Work Opportunity Reconcili- 
ation Act of 1996. 


CHAPTER 5—CHILD PROTECTION 


SEC. 5591. CONFORMING AND TECHNICAL AMENDMENTS RELATING 
TO CHILD PROTECTION. 


(a) METHODS PERMITTED FOR CONDUCT OF STUDY OF CHILD 
WELFARE.—Section 429A(a) (42 U.S.C. 628b(a)) is amended by 
inserting “(directly, or by grant, contract, or interagency agree- 
ment)” after “conduct”. 

(b) REDESIGNATION OF PARAGRAPH.—Section 471(a) (42 U.S.C. 
671(a)) is amended— 

(1) by striking “and” at the end of paragraph (17); 
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42 USC 622 


42 USC 624, 625 


42 USC 628b 


42 USC 622. 


42 USC 622 note. 


(2) by striking the period at the end of paragraph (18) 
(as added by section 1808(a) of the Small Business Job Protec- 
tion Act of 1996 (Public Law 104-188; 110 Stat. 1903)) and 
inserting “; and”; and 

(3) by redesignating paragraph (18) (as added by section 
505(3) of the Personal Responsibility and Work Opportunity 
Reconciliation Act of 1996 (Public Law 104-193; 110 Stat. 
2278)) as paragraph (19). 


SEC. 5592. ADDITIONAL TECHNICAL AMENDMENTS RELATING TO 
CHILD PROTECTION. 


(a) PART B AMENDMENTS.— 

(1) IN GENERAL.—Part B of title ITV (42 U.S.C. 620-635) 
is amended— 

(A) in section 422(b)— 

(i) by striking the period at the end of the para- 
graph (9) (as added by section 554(3) of the Improving 
America’s Schools Act of 1994 (Public Law 103-382; 
108 Stat. 4057)) and inserting a semicolon; 

(ii) by redesignating paragraph (10) as paragraph 
(11); and 

(iii) by redesignating paragraph (9), as added by 
section 202(a\3) of the Social Security Act Amend- 
ments of 1994 (Public Law 103-432, 108 Stat. 4453), 
as paragraph (10); 

(B) in sections 424(b) and 425(a), by striking “422(b)(9)” 
each place it appears and inserting “422(b\ 10)”; and 
(C) by transferring section 429A (as added by section 

503 of the Personal Responsibility and Work Opportunity 

Reconciliation Act of 1996 (Public Law 104-193; 110 Stat. 

2277)) to the end of subpart 1. 

(2) CLARIFICATION OF CONFLICTING AMENDMENTS.—Section 
204(a\(2) of the Social Security Act Amendments of 1994 (Public 
Law 103-432; 108 Stat. 4456) is amended by inserting “(as 
added by such section 202(a))” before “and inserting”. 

(b) PART E AMENDMENTS.—Section 472(d) (42 U.S.C. 672(d)) 
is amended by striking “422(b\(9)” and inserting “422(b\ 10)”. 


SEC. 5593. EFFECTIVE DATE. 


The amendments made by this chapter shall take effect as 
if included in the enactment of title V of the Personal Responsibility 
and Work Opportunity Reconciliation Act of 1996 (Public Law 104— 
193; 110 Stat. 2277). 


CHAPTER 6—CHILD CARE 


SEC. 5601. CONFORMING AND TECHNICAL AMENDMENTS RELATING 
TO CHILD CARE. 


(a) FUNDING.—Section 418(a) (42 U.S.C. 618(a)) is amended— 
(1) in paragraph (1)— 
(A) in the matter preceding subparagraph (A), by 
inserting “the greater of” after “equal to”; 
(B) in subparagraph (A)}— 
(i) by striking “the sum of”; 
(ii) by striking “amounts expended” and inserting 
“expenditures”; and 
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” 


(iii) by striking “section—” and all that follows 

and inserting “subsections (g) and (i) of section 402 

(as in effect before October 1, 1995); or”; 

(C) in subparagraph (B)— 

(i) by striking “sections” and inserting “sub- 
sections”; and 

(ii) by striking the semicolon at the end and insert- 
ing a period; and 

(D) in the matter following subparagraph (B), by strik- 
ing “whichever is greater.”; an 
(2) in paragraph (2)— 

(A) by striking subparagraph (B) and inserting the 
following: 

“(B) ALLOTMENTS TO STATES.—The total amount avail- 
able for payments to States under this paragraph, as deter- 
mined under subparagraph (A), shall be allotted among 
the States based on the formula used for determining the 
amount of Federal payments to each State under section 
403(n) (as in effect before October 1, 1995).”; 

(B) by striking subparagraph (C) and inserting the 
following: 

“(C) FEDERAL MATCHING OF STATE EXPENDITURES 
EXCEEDING HISTORICAL EXPENDITURES.—The Secretary 
shall pay to each eligible State for a fiscal year an amount 
equal to the lesser of the State’s allotment under subpara- 

aph (B) or the Federal medical assistance percentage 
or the State for the fiscal year (as defined in section 
1905(b), as such section was in effect on September 30, 
1995) of so much of the State’s expenditures for child 
care in that fiscal year as exceed the total amount of 
expenditures by the State (including expenditures from 
amounts made available from Federal funds) in fiscal year 
1994 or 1995 (whichever is greater) for the programs 
described in paragraph (1)A).”; and 

(C) in akeasmmmants (D\i)— 

(i) by striking “amounts under any grant awarded” 
and inserting “any amounts allotted”; and 
(ii) by striking “the grant is made” and inserting 

“such amounts are allotted”. 

(b) Data UseD To DETERMINE HISTORIC STATE EXPENDI- 
TURES.—Section 418(a) (42 U.S.C. 618(a)) is amended by adding 
at the end the following: 

“(5) DATA USED TO DETERMINE STATE AND FEDERAL SHARES 

OF EXPENDITURES.—In making the determinations concerning 

expenditures required under paragraphs (1) and (2\(C), the 

Secretary shall use information that was reported by the State 

on ACF Form 231 and available as of the applicable dates 

specified in clauses (iXI), (ii), and (iiiXIII) of section 
403(a)(1)(D).”. 

(c) DEFINITION OF STATE.—Section 418(d) (42 U.S.C. 618(d)) 
is amended by striking “or” and inserting “and”. 


SEC. 5602. ADDITIONAL CONFORMING AND TECHNICAL AMENDMENTS. 


The Child Care and Development Block Grant Act of 1990 
(42 U.S.C. 9858 et seq.) is amended— 
(1) in section 658E(c\2\E ii), by striking “tribal organiza- 42 USC 9858c. 
tion” and inserting “tribal organizations”; 
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42 USC 9858}. 
42 USC 9858m. 


42 USC 9858n. 


42 USC 618 note. 
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(2) in section 658K(a)— 


(A) in paragraph (1)— 

(i) in subparagraph (B)— 

(I) by striking clause (iv) and inserting the 
following: 

“(iv) whether the head of the family unit is a 
single parent;”; 

(II) in clause (v)— 

(aa) in the matter preceding subclause (I), 
by striking “including the amount obtained 
from (and separately identified)—” and insert- 
ing “including—”; and 

(bb) by striking subclause (II) and insert- 
ing the following: 

“(II) cash or other assistance under— 

“(aa) the temporary assistance for needy 
families program under part A of title IV of 
the Social Security Act (42 U.S.C. 601 et seq.); 
and 

“(bb) a State program for which State 
spending is counted toward the maintenance 
of effort requirement under section 409(a)\7) 
of the Social Security Act (42 U.S.C. 
609(a\(7));”; and 
(III) in clause (x), by striking “week” and 

inserting “month”; and 

(ii) by striking subparagraph (D) and inserting 
the following: 

“(D) USE OF SAMPLES.— 

“(i) AUTHORITY.—A State may comply with the 
requirement to collect the information described in 
subparagraph (B) through the use of disaggregated 
case record information on a sample of families selected 
through the use of scientifically acceptable sampling 
methods approved by the Secretary. 

“(ii) SAMPLING AND OTHER METHODS.—The Sec- 
retary shall provide the States with such case sampling 
plans and data collection procedures as the Secretary 
deems necessary to produce statistically valid samples 
of the information described in subparagraph (B). The 
Secretary may develop and implement procedures for 
verifying the quality of data submitted by the States.”; 
and 
(B) in paragraph (2)— 

(i) in the heading, by striking “BIANNUAL” and 
inserting “ANNUAL”; and 

(ii) by striking “6” and inserting “12”; 


(3) in section 658L, by striking “1997” and inserting “1998”; 

(4) in section 6580(c\(6)(C), by striking “(A)” and inserting 
“(B)”; and 

(5) in section 658P(13), by striking “or” and inserting “and”. 


SEC. 5603. EFFECTIVE DATES. 


(a) IN GENERAL.—Except as provided in subsection (b), this 
chapter and the amendments made by this chapter shall take 
effect as if included in the enactment of title VI of the Personal 
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Responsibility and Work Opportunity Reconciliation Act of 1996 
(Public Law 104-193; 110 Stat. 2278). 

(b) EXCEPTIONS.—The amendment made by section 
5601(a\(2\B) shall take effect on October 1, 1997. 


CHAPTER 7—ERISA AMENDMENTS RELATING TO 
MEDICAL CHILD SUPPORT ORDERS 


SEC. 5611. AMENDMENTS RELATING TO SECTION 303 OF THE PER- 
SONAL RESPONSIBILITY AND WORK OPPORTUNITY REC- 
ONCILIATION ACT OF 1996. 


(a) PrivACy SAFEGUARDS FOR MEDICAL CHILD SUPPORT 
ORDERS.—Section 609(a\(3)(A) of the Employee Retirement Income 
Security Act of 1974 (29 U.S.C. 1169(a)(3)(A)) is amended by adding 
at the end the following: “except that, to the extent provided in 
the order, the name and mailing address of an official of a State 
or a political subdivision thereof may be substituted for the mailing 
address of any such alternate recipient,”. 

(b) PAYMENT TO STATE OFFICIAL TREATED AS SATISFACTION 
OF PLAN’S OBLIGATION.—Section 609(a) of such Act (29 U.S.C. 
oe is amended by adding at the end the following new para- 
graph: 

“(9) PAYMENT TO STATE OFFICIAL TREATED AS SATISFACTION 

OF PLAN’S OBLIGATION TO MAKE PAYMENT TO ALTERNATE RECIPI- 

ENT.—Payment of benefits by a group health plan to an official 

of a State or a political subdivision thereof whose name and 

address have been substituted for the name and address of 
an alternate recipient in a qualified medical child support order, 
pursuant to paragraph (3)(A), shall be treated, for purposes 
of this title, as payment of benefits to the alternate recipient.”. 

(c) EFFECTIVE Dar.—The amendments made by this section 29 USC 1169 
shall apply with respect to medical child support orders issued 0te. 
on or r the date of the enactment of this Act. 


SEC. 5612. AMENDMENT RELATING TO SECTION 381 OF THE PERSONAL 
RESPONSIBILITY AND WORK OPPORTUNITY RECONCILI- 
ATION ACT OF 1996. 


(a) CLARIFICATION OF EFFECT OF ADMINISTRATIVE NOTICES.— 
Section 609(a)\(2B) of the Employee Retirement Income Security 
Act of 1974 (29 U.S.C. 1169(aX(2)B)) is amended by adding at 
the end the following new sentence: “For purposes of this subpara- 
graph, an administrative notice which is issued pursuant to an 
administrative process referred to in subclause (II) of the preceding 
sentence and which has the effect of an order described in clause 
oar (ii) of the preceding sentence shall be treated as such an 
order.”. 

(b) EFFECTIVE DATE.—The amendment made by this section 29 USC 1169 
shall be effective as if included in the enactment of section 381 note. 
of the Personal Responsibility and Work Opportunity Reconciliation 
Act of 1996 (Public Law 104-193; 110 Stat. 2257). 


SEC. 5613. AMENDMENTS RELATING TO SECTION 382 OF THE PER- 
SONAL RESPONSIBILITY AND WORK OPPORTUNITY REC- 
ONCILIATION ACT OF 1996. 


(a) ELIMINATION OF REQUIREMENT THAT ORDERS SPECIFY 
AFFECTED PLANS.—Section 609(a\3) of the Employee Retirement 
Income Security Act of 1974 (29 U.S.C. 1169(a\(3)) is amended— 

(1) in subparagraph (B), by striking “by the plan”; 
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(2) by adding “and” at the end of subparagraph (B); 
(3) in subparagraph (C), by striking “, and” and inserting 

a period; and 

(4) by striking subparagraph (D). 

(b) CLARIFICATION OF APPLICABILITY OF ORDERS.—Section 
609(aX1) of such Act (29 U.S.C. 1169(aX1)) is amended by addin 
at the end the following new sentence: “A qualified medical child 
support order with respect to any participant or beneficiary shall 
be deemed to apply to each group health plan which has received 
such order, from which the participant or beneficiary is eligible 
to receive benefits, and with respect to which the requirements 
of paragraph (4) are met.”. 

(c) EFFECTIVE DATE.—The amendments made by this section 
shall apply with respect to medical child support orders issued 
on or after the date of the enactment of this Act. 


Subtitle G—Miscellaneous 


SEC. 5701. INCREASE IN PUBLIC DEBT LIMIT. 


Subsection (b) of section 3101 of title 31, United States Code, 
is amended by striking the dollar amount contained therein and 
inserting “$5,950,000,000,000”. 


SEC. 5702. AUTHORIZATION OF APPROPRIATIONS FOR ENFORCEMENT 
INITIATIVES RELATED TO THE EARNED INCOME TAX 
CREDIT. 


In addition to any other funds available therefor, there are 
authorized to be appropriated to the Secretary of the Treasury, 
for improved application of the earned income credit under section 
32 of the Internal Revenue Code of 1986, not more than— 

(1) $138,000,000 for fiscal year 1998; 
(2) $143,000,000 for fiscal year 1999; 
(3) $144,000,000 for fiscal year 2000; 
(4) $145,000,000 for fiscal year 2001; and 
(5) $146,000,000 for fiscal year 2002. 


TITLE VI—EDUCATION AND RELATED 
PROVISIONS 


Subtitle A—Higher Education 


SEC. 6101. MANAGEMENT AND RECOVERY OF RESERVES. 


(a) AMENDMENT.—Section 422 of the Higher Education Act 
of 1965 (20 U.S.C. 1072) is amended by adding after subsection 
(g) the following new subsection: 

“(h) RECALL OF RESERVES; LIMITATIONS ON USE OF RESERVE 
FUNDS AND ASSETS.— 

“(1) IN GENERAL.—Notwithstanding any other provision of 
law, the Secretary shall, except as otherwise provided in this 
subsection, recall $1,000,000,000 from the reserve funds held 
by guaranty agencies on September 1, 2002. 

“(2) DEPosIT.—Funds recalled by the Secretary under this 
subsection shall be deposited in the Treasury. 

“(3) REQUIRED SHARE.—The Secretary shall require each 
guaranty agency to return reserve funds under paragraph (1) 
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based on the agency’s required share of recalled reserve funds 
held by guaranty agencies as of September 30, 1996. For pur- 
poses of this paragraph, a guaranty agency’s required share 
of recalled reserve funds shall be determined as follows: 

“(A) The Secretary shall compute each guaranty agen- 
cy’s reserve ratio by dividing (i) the amount held in the 
agency’s reserve funds as of September 30, 1996 (but 
reflecting later accounting or auditing adjustments 
approved by the Secretary), by (ii) the original principal 
amount of all loans for which the agency has an outstand- 
ing insurance obligation as of such date, including amounts 
of outstanding loans transferred to the agency from another 
guaranty agency. 

“(B) If the reserve ratio of any guaranty agency as 
computed under subparagraph (A) exceeds 2.0 percent, the 
agency’s required share shall include so much of the 
amounts held in the agency’s reserve funds as exceed a 
reserve ratio of 2.0 percent. 

“(C) If any additional amount is required to be recalled 
under paragraph (1) (after deducting the total of the 
required shares calculated under subparagraph (B)), such 
additional amount shall be obtained . imposing on each 
guaranty agency an equal percentage reduction in the 
amount of the agency’s reserve funds remaining after 
deduction of the amount recalled under subparagraph (B), 
except that such percentage reduction under this subpara- 
graph shall not result in the agency’s reserve ratio being 
reduced below 0.58 percent. The equal percentage reduction 
shall be the percentage obtained by dividing— 

“(i) the additional amount required to be recalled 
(after deducting the total of the required shares cal- 
culated under subparagraph (B)), by 

“(ii) the total amount of all such agencies’ reserve 
funds remaining (after deduction of the required shares 
calculated under such subparagraph). 

“(D) If any additional amount is required to be recalled 
under paragraph (1) (after deducting the total of the 
required shares calculated under subparagraphs (B) and 
(C)), such additional amount shall be obtained by imposing 
on each guaranty agency with a reserve ratio (after deduct- 
ing the required shares calculated under such subpara- 
graphs) in excess of 0.58 percent an equal percentage reduc- 
tion in the amount of the agency’s reserve funds remaining 
(after such deduction) that exceed a reserve ratio of 0.58 
percent. The equal percentage reduction shall be the 
percentage obtained by dividing— 

“(i) the additional amount to be recalled under 
paragraph (1) (after deducting the amount recalled 
under subparagraphs (B) and (C)), by 

“(ii) the total amount of all such agencies’ reserve 
funds remaining (after deduction of the required shares 
calculated under such subparagraphs) that exceed a 
reserve ratio of 0.58 percent. 

“(4) RESTRICTED ACCOUNTS REQUIRED.— 

“(A) IN GENERAL.—Within 90 days after the beginning 
of each of the fiscal years 1998 through 2002, each guaranty 
agency shall transfer a portion of the agency’s required 
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share determined under paragraph (3) to a restricted 
account established by the agency that is of a type selected 
by the agency with the approval of the Secretary. Funds 
transferred to such restricted accounts shall be invested 
in obligations issued or guaranteed by the United States 
or in other similarly low-risk securities. 

“(B) REQUIREMENT.—A guaranty agency shall not use 
the funds in such a restricted account for any purpose 
without the express written permission of the Secretary, 
except that a guaranty agency may use the earnings from 
such restricted account for default reduction activities. 

“(C) INSTALLMENTS.—In each of fiscal years 1998 
through 2002, each guaranty agency shall transfer the 
agency's required share to such restricted account in 5 
equal annual installments, except that— 

“(i) a guaranty agency that has a reserve ratio 

(as computed under subparagraph (3\A)) equal to or 

less than 1.10 percent may transfer the agency’s 

required share to such account in 4 equal installments 
beginning in fiscal year 1999; and 
“(ii) a guaranty agency may transfer such required 
share to such account in accordance with such other 
payment schedules as are approved by the Secretary. 
“(5) SHORTAGE.—If, on September 1, 2002, the total amount 
in the restricted accounts described in paragraph (4) is less 
than the amount the Secretary is required to recall under 
paragraph (1), the Secretary shall require the return of the 
amount of the shortage from other reserve funds held by guar- 
anty agencies under procedures established by the Secretary. 
The Secretary shall first attempt to obtain the amount of such 
shortage from each guaranty agency that failed to transfer 
the agency’s required share to the agency’s restricted account 
in accordance with paragraph (4). 
“(6) ENFORCEMENT.— 

“(A) IN GENERAL.—The Secretary may take such 
reasonable measures, and require such information, as may 
be necessary to ensure that guaranty agencies comply with 
the requirements of this subsection. 

“(B) PROHIBITION.—If the Secretary determines that 
a guaranty agency has failed to transfer to a restricted 
account any portion of the agency’s required share under 
this subsection, the agency may not receive any other funds 
under this part until the Secretary determines that the 
agency has so transferred the agency’s required share. 

“(C) WAIVER.—The Secretary may waive the require- 
ments of subparagraph (B) for a guaranty agency described 
in such subparagraph if the Secretary determines that 
there are extenuating circumstances beyond the control 
of the agency that justify such waiver. 

“(7) LIMITATION.— 

“(A) RESTRICTION ON OTHER AUTHORITY.—The Sec- 
retary shall not have any authority to direct a guaranty 
agency to return reserve funds under subsection (g)1)(A) 
during the period from the date of enactment of the Bal- 
anced Budget Act of 1997 through September 30, 2002. 
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“(B) USE OF TERMINATION COLLECTIONS.—Any reserve 
funds directed by the Secretary to be returned to the Sec- 
retary under subsection (g1\B) during such period that 
do not exceed a guaranty agency’s required share of recalled 
reserve funds under paragraph (3)— 

“(i) shall be used to satisfy the agency’s required 
share of recalled reserve funds; and 

“(ii) shall be deposited in the restricted account 
established by the agency under paragraph (4), without 
regard to whether such funds exceed the next install- 
ment required under such paragraph. 

“(C) USE OF SANCTIONS COLLECTIONS.—Any reserve 
funds directed by the Secretary to be returned to the Sec- 
retary under subsection (g1C) during such period that 
do not exceed a guaranty agency’s next installment under 
paragraph (4)— 

“(i) shall be used to satisfy the agency’s next 
installment; and 

“(ii) shall be deposited in the restricted account 
established by the agency under paragraph (4). 

“(D) BALANCE AVAILABLE TO SECRETARY.—Any reserve 
funds directed by the Secretary to be returned to the Sec- 
retary under subparagraph (B) or (C) of subsection (g)(1) 
that remain after satisfaction of the requirements of sub- 
paragraphs (B) and (C) of this paragraph shall be deposited 
in the Treasury. 

“(8) DEFINITIONS.—For the purposes of this subsection: 

“(A) DEFAULT REDUCTION ACTIVITIES.—The term 
‘default reduction activities’ means activities to reduce stu- 
dent loan defaults that improve, strengthen, and expand 
default prevention activities, such as— 

“(i) establishing a program of partial loan cancella- 
tion to reward disadvantaged borrowers for good repay- 
ment histories with their lenders; 

“(ii) establishing a financial and debt management 
counseling program for high-risk borrowers that pro- 
vides long-term training (beginning prior to the first 
disbursement of the borrower’s first student loan and 
continuing through the completion of the borrower's 
program of education or training) in budgeting and 
other aspects of financial management, including debt 
management; 

“(lii) establishing a program of placement counsel- 
ing to assist high-risk borrowers in identifying employ- 
ment or additional training opportunities; and 

“(iv) developing public service announcements that 
would detail consequences of student loan default and 
provide information regarding a toll-free telephone 
number established by the guaranty agency for use 
by borrowers seeking assistance in avoiding default. 
“(B) RESERVE FUNDS.—The term ‘reserve funds’ when 

used with respect to a guaranty agency— 

“(i) includes any reserve funds in cash or liquid 
assets held by the guaranty agency, or held by, or 
under the control of, any other entity; and 

“(ii) does not include buildings, equipment, or other 
nonliquid assets.”. 
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(b) CONFORMING AMENDMENT.—Section 428(c)9\A) of the 
Higher Education Act of 1965 (20 U.S.C. 1078(c)(9\A)) is amended— 
(1) in the first sentence, by striking “for the fiscal year 
of the agency that begins in 1993”; and 
(2) by striking the third sentence. 


SEC. 6102. REPEAL OF DIRECT LOAN ORIGINATION FEES TO INSTITU- 
TIONS OF HIGHER EDUCATION. 


Section 452 of the Higher Education Act of 1965 (20 U.S.C. 
1087b) is amended— 
(1) by striking subsection (b); and 
(2) by redesignating subsections (c) and (d) as subsections 
(b) and (c), respectively. 


SEC. 6103. FUNDS FOR ADMINISTRATIVE EXPENSES. 


Subsection (a) of section 458 of the Higher Education Act of 
1965 (20 U.S.C. 1087h(a)) is amended to read as follows: 
“(a) ADMINISTRATIVE EXPENSES.— 

“(1) IN GENERAL.—Each fiscal year, there shall be available 
to the Secretary from funds not otherwise appropriated, funds 
to be obligated for— 

“(A) administrative costs under this part and part B, 
including the costs of the direct student loan programs 
under this part, and 

“(B) administrative cost allowances payable to guar- 
anty agencies under part B and calculated in accordance 
with paragraph (2), 

not to exceed (from such funds not otherwise appropriated) 
$532,000,000 in fiscal year 1998, $610,000,000 in fiscal year 
1999, $705,000,000 in fiscal year 2000, $750,000,000 in fiscal 
year 2001, and $750,000,000 in fiscal year 2002. Administrative 
cost allowances under subparagraph (B) of this paragraph shall 
be paid quarterly and used in accordance with section 428(f). 
The Secretary may carry over funds available under this section 
to a subsequent fiscal year. 

“(2) CALCULATION BASIS.—Administrative cost allowances 
payable to guaranty agencies under paragraph (1B) shall be 
calculated on the basis of 0.85 percent of the total principal 
amount of loans upon which insurance was issued in excess 
of $8,200,000,000 in fiscal year 1997 and upon which insurance 
is issued on or after October 1, 1997, except that such allow- 
ances shall not exceed— 

“(A) $170,000,000 for each of the fiscal years 1998 
and 1999; or 

“(B) $150,000,000 for each of the fiscal years 2000, 
2001, and 2002.”. 


SEC. 6104. EXTENSION OF STUDENT AID PROGRAMS. 


Title IV of the Higher Education Act of 1965 (20 U.S.C. 1070 
et seq.) is amended— 


20 USC 1074. (1) in section 424(a), by striking “1998.” and “2002.” and 
inserting “2002.” and “2006.”, respectively; 

20 USC 1078. (2) in section 428(a)(5), by striking “1998,” and “2002.” 
and inserting “2002,” and “2006.”, respectively; and 

20 USC 1078-3. (3) in section 428C(e), by striking “1998.” and inserting 


“2002.”. 





PUBLIC LAW 105-33—AUG. 5, 1997 111 STAT. 653 


Subtitle B—Repeal of Smith-Hughes 
Vocational Education Act 


SEC. 6201. REPEAL OF SMITH-HUGHES VOCATIONAL EDUCATION ACT. 


The Act of February 23, 1917 (39 Stat. 929, chapter 114; 20 
U.S.C. 11 et seq.) (commonly known as the “Smith-Hughes Voca- 
tional Education Act”), is repealed. 


TITLE VII—CIVIL SERVICE RETIRE- 
MENT AND RELATED PROVISIONS 


SEC. 7001. INCREASED CONTRIBUTIONS TO FEDERAL CIVILIAN 
RETIREMENT SYSTEMS. 


(a) CIvIL SERVICE RETIREMENT SYSTEM.— 

(1) AGENCY CONTRIBUTIONS.— 5 USC 8334 note. 

(A) IN GENERAL.— Notwithstanding section 8334 (a)(1) 
or (k\(1) of title 5, United States Code, during the period 
beginning on October 1, 1997, through September 30, 2002, 
each employing agency (other than the United States Postal 
Service or the Metropolitan Washington Airports Authority) 
shall contribute— 

(i) 8.51 percent of the basic pay of an employee; 
(ii) 9.01 percent of the basic pay of a congressional 
employee, a law enforcement officer, a member of the 

Capitol police, or a firefighter; and 

(iii) 9.51 percent of the basic pay of a Member 
of Congress, a Court of Federal Claims judge, a United 

States magistrate, a judge of the United States Court 

< for the Armed Forces, or a bankruptcy 

judge; 

in lieu of the agency contributions otherwise required under 

section 8334(a)(1) of title 5, United States Code. 

(B) APPLICATION.—For purposes of subparagraph (A) 
and notwithstanding the amendments made by paragraph 
(3), during the period beginning on January 1, 1999 through 
December 31, 2002, with respect to the United States Postal 
Service and the Metropolitan Washington Airports Author- 
ity, the agency contribution shall be determined as though 
those amendments had not been made. 

(2) NO REDUCTION IN AGENCY CONTRIBUTIONS BY THE 5 USC 8334 note. 
POSTAL SERVICE.—Contributions by the Treasury of the United 
States or the United States Postal Service under section 8348 
(g), (h), or (m) of title 5, United States Code— 

(A) shall not be reduced as a result of the amendments 
made under paragraph (3) of this subsection; and 

(B) shall be computed as though such amendments 
had not been enacted. 

(3) INDIVIDUAL DEDUCTIONS, WITHHOLDINGS, AND 
DEPOSITS.— 

(A) DeEpDuUCTIONS.—The first sentence of section 
8334(a)(1) of title 5, United States Code, is amended to 
read as follows: “The employing agency shall deduct and 
withhold from the basic pay of an employee, Member, 
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Congressional employee, law enforcement officer, fire- 
fighter, bankruptcy judge, judge of the United States Court 
of Appeals for the Armed Forces, United States magistrate, 
Court of Federal Claims judge, or member of the Capitol 
Police, as the case may be, the percentage of basic pay 
applicable under subsection (c).”. 
(B) Deposits.—The table under section 8334(c) of title 
5, United States Code, is amended— 
(i) in the matter relating to an employee by strik- 


ing: 


oh asstems After December 31, 1969.”; 
and inserting the following: 


ete January 1, 1970, to December 31, 
1998. 

St ines January 1, 1999, to December 31, 
1999. 

7s 22. January 1, 2000, to December 31, 
2000. 

TP neinncs January 1, 2001, to December 31, 
2002. 

Dee After December 31, 2002.”; 


(ii) in the matter relating to a Member or employee 
for congressional employee service by striking: 


«| | After December 31, 1969.”; 
and inserting the following: 


a |: January 1, 1970, to December 31, 
1998. 

:; — January 1, 1999, to December 31, 
1999. 

DP scence January 1, 2000, to December 31, 
2000. 

Jaa January 1, 2001, to December 31, 
2002. 

BD sic After December 31, 2002.”; 


(iii) in the matter relating to a Member for Member 
service by striking: 


PD saistaeos After December 31, 1969.”; 
and inserting the following: 


POD ckiseitecbaies January 1, 1970, to December 31, 
1998. 

_& . e January 1, 1999, to December 31, 
1999 


NOE occ January 1, 2000, to December 31, 
2000. 
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ue cocoons January 1, 2001, to December 31, 
2002. 
Bh cctue After December 31, 2002.”; 


(iv) in the matter relating to a law enforcement 
officer for law enforcement service and firefighter for 
firefighter service by striking: 


Tee cacoas After December 31, 1974.”; 
and inserting the following: 


LEE wueraes January 1, 1975, to December 31, 
1998. 
Det sinks January 1, 1999, to December 31, 
1999. 
Fo wccanns January 1, 2000, to December 31, 
2000. 
WD wstsxcnas January 1, 2001, to December 31, 
2002. 
Ue ie After December 31, 2002.”; 
(v) in the matter relating to a bankruptcy judge 
by striking: 
TN scoteacgien After December 31, 1983.”; 


and inserting the following: 


TR cebuiitiaed January 1, 1984, to December 31, 
1998. 

i January 1, 1999, to December 31, 
1999. 

Oe January 1, 2000, to December 31, 
2000. 

eee January 1, 2001, to December 31, 
2002. 

atc After December 31, 2002.”; 


(vi) in the matter relating to a judge of the United 
States Court of Appeals for the Armed Forces for serv- 
ice as a judge of that court by striking: 


pees On and after the date of the enact- 
ment of the Department of Defense 
Authorization Act, 1984.”; 


and inserting the following: 


Oe eees The date of enactment of the Depart- 
ment of Defense Authorization Act, 
1984, to December 31; 1998. 

8.25 ..... January 1, 1999, to December 31, 
1999. 

Be encase January 1, 2000, to December 31, 


2000. 
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ae sccpees January 1, 2001, to December 31, 
2002. 
Bia After December 31, 2002.”; 


(vii) in the matter relating to a United States 
magistrate by striking: 


TD snesbawss After September 30, 1987.”; 
and inserting the following: 


pre iy October 1, 1987, to December 31, 


1998. 

8.25 ..... January 1, 1999, to December 31, 
1999. 

Operas January 1, 2000, to December 31, 
2000. 

Bae Seecnee January 1, 2001, to December 31, 
2002. 

Dy cccssteens After December 31, 2002.”; 


(viii) in the matter relating to a Court of Federal 
Claims judge by striking: 


TR: <eetceipes After September 30, 1988.”; 
and insert the following: 


PR a cieceaaie October 1, 1988, to December 31, 
1998. 

BBS cu January 1, 1999, to December 31, 
1999. 

Es January 1, 2000, to December 31, 
2000. 

OS cise January 1, 2001, to December 31, 
2002. 

After December 31, 2002.”; 


and 


(ix) by inserting after the matter relating to a 
Court of Federal Claims judge the following: 


“Member of the Capitol Police ..................... RAD’ sdavecenen August 1, 1920, to June 

30, 1926. 

i nce July 1, 1926, to June 30, 
1942. 

Ds sieeve July 1, 1942, to June 30, 
1948. 

cate July 1, 1948, to October 
31, 1956. 

SBD ccsaacos November 1, 1956, to De- 
cember 31, 1969. 

SP scssinina January 1, 1970, to De- 
cember 31, 1998 

Baw satin January 1, 1999, to De- 
cember 31, 1999. 

peas January 1, 2000, to De- 


cember 31, 2000. 
pereiaiel January 1, 2001, to De- 
cember 31, 2002. 
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Ue Sosuuniven After December 31, 2002.”. 


(4) OTHER SERVICE.— 
(A) MILITARY SERVICE.—Section 8334(j) of title 5, 
United States Code, is amended— 

(i) in paragraph (1)(A) by inserting “and subject 
to paragraph (5),” after “Except as provided in subpara- 
graph (B),”; and 

(ii) by adding at the end the following new para- 
graph: 

“(5) Effective with respect to any period of military service 
after December 31, 1998, the percentage of basic pay under section 
204 of title 37 payable under paragraph (1) shall be equal to 
the same percentage as would be applicable under subsection (c) 
of this section for that same period for service as an employee, 
subject to paragraph (1\(B).”. 

(B) VOLUNTEER SERVICE.—Section 8334(1) of title 5, 
United States Code, is amended— 

(i) in paragraph (1) by adding at the end the 
following: “This paragraph shall be subject to para- 
graph (4).”; and 

(ii) by adding at the end the following new para- 
graph: 

“(4) Effective with respect to any period of service after Decem- 
ber 31, 1998, the percentage of the readjustment allowance or 
stipend (as the case may be) payable under paragraph (1) shall 
be equal to the same percentage as would be applicable under 
subsection (c) of this section for the same period for service as 
an employee.”. 

(b) FEDERAL EMPLOYEES’ RETIREMENT SYSTEM.— 

(1) INDIVIDUAL DEDUCTIONS AND WITHHOLDINGS.— 

(A) IN GENERAL.—Section 8422(a) of title 5, United 
States Code, is amended by striking paragraph (2) and 
inserting the following: 

“(2) The percentage to be deducted and withheld from basic 
pay for any pay period shall be equal to— 

“(A) the applicable percentage under paragraph (3), minus 

“(B) the percentage then in effect under section 3101(a) 
of the Internal Revenue Code of 1986 (relating to rate of tax 
for old-age, survivors, and disability insurance). 

“(3) The applicable percentage under this paragraph for civilian 
service shall be as follows: 


TRE occa casacesesesacinssesteapindontionishenmscnnstanix’ 00 cnnccots January 1, 1987, to De- 
cember 31, 1998. 
TOR aiid January 1, 1999, to De- 
cember 31, 1999. 
CEE ccc January 1, 2000, to De- 
cember 31, 2000. 
DUE ceninises January 1, 2001, to De- 
cember 31, 2002. 
Sasa cuaie After December 31, 2002. 
Congressional employee ...............:ssssseeeee Ta conabices January 1, 1987, to De- 
cember 31, 1998. 
TA wantin January 1, 1999, to De- 
cember 31, 1999. 
De keckadas January 1, 2000, to De- 
cember 31, 2000. 
iawn January 1, 2001, to De- 


cember 31, 2002. 


Effective date. 


Effective date. 
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Tie inte .. After December 31, 2002. 
Member Eaves Sates cme > MEME aeiiemsds January 1, 1987, to De- 
cember 31, 1998. 
7.75 ........ January 1, 1999, to De- 
cember 31, 1999. 
7.9 .......... January 1, 2000, to De- 
cember 31, 2000. 
8 ............. January 1, 2001, to De- 
cember 31, 2002 
7.5 .......... After December 31, 2002. 
Law enforcement officer, firefighter, mem- 7.5 .......... January 1, 1987, to De- 
ber of the Capitol Police, or air traffic cember 31, 1998. 
controller 
7.75 ........ January 1, 1999, to De- 
cember 31, 1999. 
aD Vsasadd . January 1, 2000, to De- 
cember 31, 2000. 
D. astinnctnnia January 1, 2001, to De- 
cember 31, 2002. 
ae Seca After December 31, 2002.”. 


(B) MILITARY SERVICE.—Section 8422(e) of title 5, 
United States Code, is amended— 

(i) in paragraph (1A) by inserting “and subject 
to para aph (6),” after “Except as provided in subpara- 
graph (B), ; and 

(ii) by adding at the end the following: 

“(6) The percentage of heske pay under section 204 of title 
37 payable under paragraph (1), with respect to any period of 
military service performed during— 
“(A) January 1, 1999, through December 31, 1999, shall 
be 3.25 percent; 
“(B) January 1, 2000, through December 31, 2000, shall 
be 3.4 percent; and 
“Gy January 1, 2001, through December 31, 2002, shall 
be 3.5 percent.”. 
(C) VOLUNTEER SERVICE.—Section 8422(f) of title 5, 
United States Code, is amended— 

(i) in paragraph (1) by adding at the end the 
following: “This paragraph shall be subject to para- 
graph (4).”; and 

(ii) by adding at the end the following: 

“(4) The percentage of the readjustment allowance or stipend 
(as the case may be) payable under paragraph (1), with respect 
to any period of volunteer service performed during— 
“(A) January 1, 1999, cae December 31, 1999, shall 
be 3.25 percent; 
“(B) January 1, 2000, through December 31, 2000, shall 
be 3.4 percent; and 
“(C) January 1, 2001, through December 31, 2002, shall 
be 3.5 percent.”. 

5 USC 8422 note. (2) NO REDUCTION IN AGENCY CONTRIBUTIONS.—Contribu- 
tions under section 8423 (a) and (b) of title 5, United States 
Code, shall not be reduced as a result of the amendments 
made under paragraph (1) of this subsection. 

(c) CENTRAL INTELLIGENCE AGENCY RETIREMENT AND DISABIL- 
ITY SYSTEM.— 

50 USC 2021 (1) AGENCY CONTRIBUTIONS.—Notwithstanding section 

note. 211(aX(2) of the Central Intelligence Agency Retirement Act 
(50 U.S.C. 2021(aX2)), during the period beginning on October 
1, 1997, through September 30, 2002, the Central Intelligence 
Agency shall sentsibabe 8.51 percent of the basic pay of an 
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employee participating in the Central Intelligence Agency 
Retirement and Disability System in lieu of the agency contribu- 
tion otherwise required under section 211(a)(2) of such Act. 
(2) INDIVIDUAL DEDUCTIONS, WITHHOLDINGS, AND 
DEPOSITS.—Notwithstanding section 21l(aX1) of the Central 
Intelligence Agency Retirement Act (50 U.S.C. 2021(a\1)) 
beginning on January 1, 1999, through December 31, 2002, 
the percentage deducted and withheld from the basic pay of 
an employee participating in the Central Intelligence Agency 
Retirement and Disability System shall be as follows: 


(eb January 1, 1999, to December 31, 
1999. 

i er January 1, 2000, to December 31, 
2000. 

ae ucevens January 1, 2001, to December 31, 
2002. 


(3) MILITARY SERVICE.—Section 252(h)(1) of the Central 
Intelligence Agency Retirement Act (50 U.S.C. 2082(h)(1)), is 
amended to read as follows: 

“(h)1)A) Each participant who has performed military service 
before the date of separation on which entitlement to an annuity 
under this title is based may pay to the Agency an amount equal 
to 7 percent of the amount of basic pay paid under section 204 
of title 37, United States Code, to the participant for each period 
of military service after December 1956; except, the amount to 
be paid for military service performed beginning on January 1, 
1999, through December 31, 2002, shall be as follows: 


“7.25 percent January 1, 1999, to December 31, 


of basic pay. 1999. 
7.4 percent of January 1, 2000, to December 31, 
basic pay. 2000. 
7.5 percent of January 1, 2001, to December 31, 
basic pay. 2002. 


“(B) The amount of such payments shall be based on such 
evidence of basic pay for military service as the participant may 
provide or, if the Director determines sufficient evidence has not 
been provided to adequately determine basic pay for military serv- 
ice, such payment shall be based upon estimates of such basic 
pay provided to the Director under paragraph (4).”. 

(d) FOREIGN SERVICE RETIREMENT AND DISABILITY SYSTEM.— 

(1) AGENCY CONTRIBUTIONS.—Notwithstanding section 22 USC 4045 

805(a) (1) and (2) of the Foreign Service Act of 1980 (22 U.S.C. note. 

4045(a) (1) and (2)), during the period beginning on October 

1, 1997, through September 30, 2002, each agency employing 

a participant in the Foreign Service Retirement and Disability 

System shall contribute to the Foreign Service Retirement and 

Disability Fund— 

(A) 8.51 percent of the basic pay of each participant 
covered under section 805(a)(1) of such Act participating 
in the Foreign Service Retirement and Disability System; 
and 





111 STAT. 660 PUBLIC LAW 105-33—AUG. 5, 1997 


(B) 9.01 percent of the basic pay of each participant 
covered under section 805(a)(2) of such Act participating 
in the Foreign Service Retirement and Disability System; 

in lieu of the agency contribution otherwise required under 
section 805(a) (1) and (2) of such Act. 
(2) INDIVIDUAL DEDUCTIONS, WITHHOLDINGS, AND 
DEPOSITS.— 
22 USC 4045 (A) IN GENERAL.—Notwithstanding section 805(a)(1) of 
note. the Foreign Service Act of 1980 (22 U.S.C. 4045(a)(1)), 
beginning on January 1, 1999, through December 31, 2002, 
the amount withheld and deducted from the basic pay 
of a participant in the Foreign Service Retirement and 
Disability System shall be as ieee: 


(fe January 1, 1999, to December 31, 
1999. 
Tt xk January 1, 2000, to December 31, 
2000. 
Wie xeusnes January 1, 2001, to December 31, 
2002. 
22 USC 4045 (B) FOREIGN SERVICE CRIMINAL INVESTIGATORS/INSPEC- 
note. TORS OF THE OFFICE OF THE INSPECTOR GENERAL, AGENCY 


FOR INTERNATIONAL DEVELOPMENT.—Notwithstanding sec- 
tion 805(aX2) of the Foreign Service Act of 1980 (22 U.S.C. 
4045(a)(2)), beginning on January 1, 1999, through Decem- 
ber 31, 2002, the amount withheld and deducted from 
the basic pay of an eligible Foreign Service criminal inves- 
tigator/inspector of the Office of the Inspector General, 
Agency for International Development participating in the 
Foreign Service Retirement and Disability ystem shall 
be as follows: 


Ta Snees January 1, 1999, to December 31, 
1999. 

ee January 1, 2000, to December 31, 
2000. 

are January 1, 2001, to December 31, 
2002. 


(C) CONFORMING AMENDMENT.—Section 805(d)\ 1) of the 
Foreign Service Act of 1980 (22 U.S.C. 4045(d)(1)) is amend- 
ed in the table in the matter following subparagraph (B) 
by striking: 


“th NE A SONG Be TTD essvssscssesccteseicticncenicscsesnns 7: 
and inserting the following: 


“January 1, 1970, through December 31, 1998, inclu- 7 
sive. 
January 1, 1999, through December 31, 1999, inclu- 7.25 
sive. 
January 1, 2000, through December 31, 2000, inclu- 7.4 


sive. 
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January 1, 2001, through December 31, 2002, inclu- 7.5 
sive. 
BR I I occ eciccciitenckcceenncioiaainngesernss cm 


(D) MILITARY SERVICE.—Section 805(e) of the Foreign 
Service Act of 1980 (22 U.S.C. 4045(e)) is amended— 
(i) in subsection (e)(1) by striking “Each” and 
inserting “Subject to paragraph (5), each”; and 
(ii) by adding after paragraph (4) the following 
new paragraph: 

“(5) Effective with respect to any period of military or naval Effective date. 
service after December 31, 1998, the percentage of basic pay under 
section 204 of title 37, United States Code, payable under paragraph 
(1) shall be equal to the same percentage as would be applicable 
under section 8334(c) of title 5, United States Code, for that same 
period for service as an employee.”. 

(e) FOREIGN SERVICE PENSION SYSTEM.— 

(1) INDIVIDUAL DEDUCTIONS AND WITHHOLDINGS FROM 

PAY.— 

(A) IN GENERAL.—Section 856(a) of the Foreign Service 
Act of 1980 (22 U.S.C. 407le(a)) is amended to read as 
follows: 

“(aX1) The employing agency shall deduct and withhold from 
the basic pay of each participant the applicable percentage of basic 
pay speci ed in paragraph (2) of this subsection minus the percent- 
age then in effect under section 3101(a) of the Internal Revenue 
Code of 1986 (26 U.S.C. 3101(a)) (relating to the rate of tax for 
old age, survivors, and disability insurance). 

“(2) The applicable percentage under this subsection shall be 


as follows: 

TRUE hésdsaee Before January 1, 1999. 

WED dices January 1, 1999, to December 31, 
1999. 

MO sceissiie January 1, 20C0, to December 31, 
2000. 

Biecctcaes January 1, 2001, to December 31, 
2002. 

‘Se After December 31, 2002.”. 


(B) VOLUNTEER SERVICE.—Subsection 854(c) of the For- 
eign Service Act of 1980 (22 U.S.C. 4071c(c)) is amended 
to read as follows: 

“(cX1) Credit shall be given under this System to a participant 
for a period of prior satisfactory service as— 
“(A) a volunteer or volunteer leader under the Peace Corps 
Act (22 U.S.C. 2501 et seq.), 
“(B) a volunteer under part A of title VIII of the Economic 
Opportunity Act of 1964, or 
“(C) a full-time volunteer for a period of service of at 
least 1 year’s duration under part A, B, or C of title I of 
the Domestic Volunteer Service Act of 1973 (42 U.S.C. 4951 
et seq.), 
if the participant makes a payment to the Fund equal to 3 percent 
of pay received for the volunteer service; except, the amount to 
be paid for volunteer service beginning on January 1, 1999, through 
December 31, 2002, shall be as follows: 
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TD acs January 1, 1999, to December 31, 
1999. 
BAB mctce January 1, 2000, to December 31, 
2000. 
a cece January 1, 2001, to December 31, 
2002. 
Regulations. “(2) The amount of such payments shall be determined in 


accordance with regulations of the Secretary of State consistent 
with regulations for making corresponding determinations under 
chapter 83, title 5, United States Code, together with interest 
determined under regulations issued by the Secretary of State.”. 
22 USC 4071c. (2) NO REDUCTION IN AGENCY CONTRIBUTIONS.—Agency con- 
tributions under section 857 of the Foreign Service Act of 
1980 (22 U.S.C. 407if) shall not be reduced as a result of 
the amendments made under paragraph (1) of this subsection. 
5 USC 8334 note. (f) EFFECTIVE DATE.— 
(1) IN GENERAL.—This section shall take effect on— 
(A) October 1, 1997; or 
(B) if later, the date of enactment of this Act. 
(2) SPECIAL RULE.—If the date of enactment of this Act 
is later than October 1, 1997, then any reference to October 
1, 1997, in subsection (aX1), (c\1), or (d1) shall be treated 
as a reference to the date of enactment of this Act. 


SEC. 7002. GOVERNMENT CONTRIBUTIONS UNDER THE FEDERAL 
EMPLOYEES HEALTH BENEFITS PROGRAM. 


(a) IN GENERAL.—Section 8906 of title 5, United States Code, 
is amended by striking subsection (a) and all that follows through 
the end of paragraph (1) of subsection (b) and inserting the follow- 
ing: 

“(a(1) Not later than October 1 of each year, the Office of 
Personnel Management shall determine the weighted average of 
the subscription charges that will be in effect during the following 
contract year with respect to— 

(A) enrollments under this chapter for self alone; and 
“(B) enrollments under this chapter for self and family. 

“(2) In determining each weighted average under a aph 
(1), the weight to be given to a particular subscription charge 
shall, with respect to each plan (and option) to which it it is to 
apply, be commensurate with the number of enrollees enrolled 
in such plan (and option) as of March 31 of the year in which 
the determination i is being made. 

“(3) For purposes of paragraph (2), the term ‘enrollee’ means 
any individual ae. during the contract year for which the weighted 
average is to be used under this section, will be eligible for a 
Government contribution for health benefits. 

“(bX 1) Except as provided in paragraphs (2) and (3), the 
biweekly Government contribution for health benefits for an 
— or annuitant enrolled in a health benefits plan under 
this c —— is adjusted to an amount equal to 72 percent of the 
weighted average under subsection (a)(1) (A) or (B), as applicable. 


For an employee, the adjustment begins on the first day of the 
employee’s first pay period of each year. For an annuitant, the 
adjustment begins on the first day of the first period of each 
year for which an annuity payment is made.”. 

5 USC 8906 note. (b) EFFECTIVE DATE.—This section shall take effect on the 
first day of the contract year that begins in 1999. Nothing in 
this subsection shall prevent the Office of Personnel Management 
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from taking any action, before such first day, which it considers 
necessary in order to ensure the timely implementation of this 
section. 


SEC. 7003. REPEAL OF AUTHORIZATION OF TRANSITIONAL APPRO- 
PRIATIONS FOR THE UNITED STATES POSTAL SERVICE. 


(a) REPEAL.— 

(1) IN GENERAL.—Section 2004 of title 39, United States 

Code, is repealed. 

(2) TECHNICAL AND CONFORMING AMENDMENTS.— 

(A) The table of sections for chapter 20 of such title 
is amended by repealing the item relating to section 2004. 

(B) Section 2003(e)(2) of such title is amended by strik- 
ing “sections 2401 and 2004” each place it appears and 
inserting “section 2401”. 

(b) CLARIFICATION THAT LIABILITIES FORMERLY PAID PURSUANT 
TO SECTION 2004 REMAIN LIABILITIES PAYABLE BY THE POSTAL 
SERVICE.—Section 2003 of title 39, United States Code, is amended 
by adding at the end the following: 

“(h) Liabilities of the former Post Office Department to the 
Employees’ Compensation Fund (appropriations for which were 
authorized by former section 2004, as in effect before the effective 
date of this subsection) shall be liabilities of the Postal Service 
payable out of the Fund.”. 

(c) EFFECTIVE DATE.— 39 USC 2003 

(1) IN GENERAL.—This section and the amendments made te. 
by this section shall take effect on the date of the enactment 

of this Act or October 1, 1997, whichever is later. 

(2) PROVISIONS RELATING TO PAYMENTS FOR FISCAL YEAR 

1998,— 

(A) AMOUNTS NOT YET PAID.—No payment may be made 
to the Postal Service Fund, on or after the date of the 
enactment of this Act, pursuant to any appropriation for 
fiscal year 1998 authorized by section 2004 of title 39, 
United States Code (as in effect before the effective date 
of this section). 

(B) AMOUNTS PAID.—If any payment to the Postal Serv- 
ice Fund is or has been made pursuant to an appropriation 
for fiscal year 1998 authorized by such section 2004, then, 
an amount equal to the amount of such payment shall 
be paid from such Fund into the Treasury as miscellaneous 
receipts before October 1, 1998. 


TITLE VIII—VETERANS AND RELATED Veterans 
MATTERS Matin 
SEC. 8001. SHORT TITLE; TABLE OF CONTENTS. 


(a) SHORT TITLE.—This title may be cited as the “Veterans 38 USC 101 note. 
Reconciliation Act of 1997”. 

(b) TABLE OF CONTENTS.—The table of contents for this title 
is as follows: 


Sec. 8001. Short title; table of contents. 


Subtitle A—Extension of Temporary Authorities 


Sec. 8011. Enhanced loan asset sale authority. 
Sec. 8012. Home loan fees. 
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Sec. 8013. Procedures applicable to liquidation sales on defaulted home loans guar- 
anteed by the Department of Veterans Affairs. 
Sec. 8014. Income verification authority. 
Sec. 8015. Limitation on pension for certain recipients of medicaid-covered nursing 
home care. 
Subtitle B—Copayments and Medical Care Cost Recovery 


Sec. 8021. Authority to require that certain veterans make copayments in exchange 
for receiving health care benefits. 
Sec. 8022. Medical care cost recovery authority. 
Sec. 8023. Department of Veterans Affairs medical-care receipts. 
Subtitle C—Other Matters 


Sec. 8031. Rounding down of cost-of-living adjustments in compensation and DIC 
rates for fiscal years 1998 through 2002. 

Sec. 8032. Increase in amount of home loan fees for the purchase of repossessed 
homes from the Department of Veterans Affairs. 

Sec. 8033. Withholding of payments and benefits. 


Subtitle A—Extension of Temporary 
Authorities 


SEC. 8011. ENHANCED LOAN ASSET SALE AUTHORITY. 


Section 3720(h\(2) of title 38, United States Code, is amended 
by striking out “December 31, 1997” and inserting in lieu thereof 
“December 31, 2002”. 

SEC. 8012. HOME LOAN FEES. 


Section 3729(a) of title 38, United States Code, is amended— 
(1) in paragraph (4), by striking out “October 1, 1998” 
and inserting in lieu thereof “October 1, 2002”; and 

(2) in paragraph (5XC), by striking out “October 1, 1998” 

and inserting in lieu thereof “October 1, 2002”. 
SEC. 8013. PROCEDURES APPLICABLE TO LIQUIDATION SALES ON 
DEFAULTED HOME LOANS GUARANTEED BY THE 

DEPARTMENT OF VETERANS AFFAIRS. 


Section 3732(c\11) of title 38, United States Code, is amended 
by striking out “October 1, 1998” and inserting in lieu thereof 
“October 1, 2002”. 


SEC. 8014. INCOME VERIFICATION AUTHORITY. 


Section 5317(g) of title 38, United States Code, is amended 
by striking out “September 30, 1998” and inserting in lieu thereof 
“September 30, 2002”. 


SEC. 8015. LIMITATION ON PENSION FOR CERTAIN RECIPIENTS OF 
MEDICAID-COVERED NURSING HOME CARE. 


Section 5503(f)(7) of title 38, United States Code, is amended 
_— out “September 30, 1998” and inserting in lieu thereof 
“September 30, 2002”. 


Subtitle B—Copayments and Medical Care 
Cost Recovery 
SEC. 8021. AUTHORITY TO REQUIRE THAT CERTAIN VETERANS MAKE 


COPAYMENTS IN EXCHANGE FOR RECEIVING HEALTH 
CARE BENEFITS. 


(a) HOSPITAL AND MEDICAL CARE.— 
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(1) EXTENSION.—Section 1710(f)(2)(B) of title 38, United 
States Code, is amended by inserting “before September 30, 
2002,” after “(B)”. 
(2) REPEAL OF SUPERSEDED PROVISION.—Section 8013(e) of 
the Omnibus Budget Reconciliation Act of 1990 (38 U.S.C. 
1710 note) is repealed. 
(b) OUTPATIENT MEDICATIONS.—Section 1722A(c) of title 38, 
United States Code, is amended by striking out “September 30, 
1998” and inserting in lieu thereof “September 30, 2002”. 


SEC. 8022. MEDICAL CARE COST RECOVERY AUTHORITY. 


Section 1729(a)\(2)(E) of title 38, United States Code, is amended 
by striking out “October 1, 1998” and inserting in lieu thereof 
“October 1, 2002”. 


SEC. 8023. DEPARTMENT OF VETERANS AFFAIRS MEDICAL-CARE 
RECEIPTS. 


(a) ALLOCATION OF RECEIPTS.—(1) Chapter 17 of title 38, United 
States Code, is amended by inserting after section 1729 the follow- 
ing new section: 


“$1729A. Department of Veterans Affairs Medical Care 
Collections Fund 


“(a) There is in the Treasury a fund to be known as the 
Department of Veterans Affairs Medical Care Collections Fund. 
“(b) Amounts recovered or collected after June 30, 1997, under 
any of the following provisions of law shall be deposited in the 


fund: 

“(1) Section 1710(f) of this title. 

“(2) Section 1710(g) of this title. 

“(3) Section 1711 of this title. 

“(4) Section 1722A of this title. 

“(5) Section 1729 of this title. 

“(6) Public Law 87-693, popularly known as the ‘Federal 
Medical Care Recovery Act’ (42 U.S.C. 2651 et seq.), to the 
extent that a recovery or collection under that law is based 
on medical care or services furnished under this chapter. 

“(c1) Subject to the provisions of appropriations Acts, amounts 
in the fund shall be available, without fiscal year limitation, to 
the Secretary for the following purposes: 

“(A) Furnishing medical care and services under this chap- 
ter, to be available during any fiscal year for the same purposes 
and subject to the same limitations (other than with respect 
to the period of availability for obligation) as apply to amounts 
appropriated from the general fund of the Treasury for that 
fiscal year for medical care. 

“(B) Expenses of the Department for the identification, 
billing, auditing, and collection of amounts owed the United 
States by reason of medical care and services furnished under 
this chapter. 

“(2) Amounts available under paragraph (1) may not be used 
for any purpose other than a purpose set forth in subparagraph 
(A) or (B) of that paragraph. 

“(3)A) If for fiscal year 1998 the Secretary determines that 
the total amount to be recovered under the provisions of law speci- 
fied in subsection (b) will be less than the amount contained in 
the latest Congressional Budget Office baseline estimate (computed 
under section 257 of the Balanced Budget and Emergency Deficit 
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Reports. 


Control Act of 1985) for the amount of such recoveries for fiscal 
year 1998 by at least $25,000,000, the Secretary shall promptly 
certify to the Secretary of the Treasury the amount of the shortfall 
(as estimated by the Secretary) that is in excess of $25,000,000. 
Upon receipt of such a certification, the Secretary of the Treasury 
shall, not later than 30 days after receiving the certification, deposit 
in the fund, from any unobligated amounts in the Treasury, an 
amount equal to the amount certified by the Secretary. 

“(B) If for fiscal year 1998 a deposit is made under subpara- 
graph (A) and the Secretary subsequently determines that the 
actual amount recovered for that fiscal year under the provisions 
of law specified in subsection (b) is greater than the amount esti- 
mated by the Secretary that was used for purposes of the certifi- 
cation by the Secretary under subparagraph (A), the Secretary 
shall pay into the general fund of the Treasury, from amounts 
available for medical care, an amount equal to the difference 
between the amount actually recovered and the amount so esti- 
mated (but not in excess of the amount of the deposit under subpara- 
graph (A) pursuant to such certification). 

“(C) If for fiscal year 1998 a deposit is made under subpara- 
graph (A) and the Secretary subsequently determines that the 
actual amount recovered for that fiscal year under the provisions 
of law specified in subsection (b) is less than the amount estimated 
by the Secretary that was used for purposes of the certification 
by the Secretary under subparagraph (A), the Secretary shall 
promptly certify to the Secretary of the Treasury the amount of 
the shortfall. Upon receipt of such a certification, the Secretary 
of the Treasury shall, not later than 30 days after receiving the 
certification, deposit in the fund, from any unobligated amounts 
in the Treasury, an amount equal to the amount certified by the 
Secretary. 

“(d\1) Of the total amount recovered or collected by the Depart- 
ment during a fiscal year under the provisions of law referred 
to in subsection (b) and made available from the fund, the Secretary 
shall make available to each designated health care region of the 
Department an amount that bears the same ratio to the total 
amount so made available as the amount recovered or collected 
by such region during that fiscal year under such provisions of 
law bears to such total amount recovered or collected during that 
fiscal year. The Secretary shall make available to each region 
the entirety of the amount specified to be made available to such 
region by the preceding sentence. 

“(2) In this subsection, the term ‘designated health care regions 
of the Department’ means the geographic areas designated by the 
Secretary for purposes of the management of, and allocation of 
resources for, health care services provided by the Department. 

“(e1) The Secretary shall submit to the Committees on Veter- 
ans’ Affairs of the Senate and House of Representatives quarterly 
reports on the operation of this section for fiscal years 1998, 1999, 
and 2000 and for the first quarter of fiscal year 2001. Each such 
report shall specify the amount collected under each of the provi- 
sions specified in subsection (b) during the preceding quarter and 
the amount originally estimated to be collected under each such 
provision during such quarter. 

“(2) A report under paragraph (1) for a quarter shall be submit- 
ted not later than 45 days after the end of that quarter. 
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“(f) Amounts recovered or collected under the provisions of 
law referred to in subsection (b) shall be treated for the purposes 
of sections 251 and 252 of the Balanced Budget and Emergency 
Deficit Control Act of 1985 (2 U.S.C. 901, 902) as offsets to discre- 
tionary appropriations (rather than as offsets to direct spending) 
to the extent that such amounts are made available for expenditure 
in a Acts for the purposes specified in subsection (c).”. 

(2) The table of sections at the beginning of such chapter 
is amended by inserting after the item relating to section 1729 
the following new item: 

“1729A. Department of Veterans Affairs Medical Care Collections Fund.”. 


(b) CONFORMING AMENDMENTS.—Chapter 17 of such title is 
amended as follows: 
(1) Section 1710(f) is amended by striking out paragraph 
(4) and redesignating paragraph (5) as paragraph (4). 
(2) Section 1710(g) is amended by striking out paragraph 
(4). 
(3) Section 1722A(b) is amended by striking out “Depart- 
ment of Veterans Affairs Medical-Care Cost Recovery Fund” 
and inserting in lieu thereof “Department of Veterans Affairs 
Medical Care Collections Fund”. 
(4) Section 1729 is amended by striking out subsection 
(g). 
(c) DISPOSITION OF FUNDS IN MEDICAL-CARE COST RECOVERY 38 USC 1729 
FUND.—The amount of the unobligated balance remaining in the te. 
Department of Veterans Affairs Medical-Care Cost Recovery Fund 
(established pursuant to section 1729(g\1) of title 38, United States 
Code) at the close of June 30, 1997, shall be deposited, not later 
than December 31, 1997, in the Treasury as miscellaneous receipts, 
and the Department of Veterans Affairs Medical-Care Cost Recovery 
Fund shall be terminated when the deposit is made. 

(d) DETERMINATION OF AMOUNTS SUBJECT TO RECOVERY.—Sec- 
tion 1729 of title 38, United States Code, is amended— 

(1) in subsection (a1), by striking out “the reasonable 
-_ of” and inserting in lieu thereof “reasonable charges for”; 
an 

(2) in subsection (c)(2)— 

(A) by striking out “the reasonable cost of” in the 
first sentence of subparagraph (A) and in subparagraph 

(B) and inserting in lieu thereof “reasonable charges for”; 


(B) by striking out “cost” in the second sentence of 
subparagraph (A) and inserting in lieu thereof “charges”. 

(e) TECHNICAL AMENDMENT.—Paragraph (2) of section 712(b) 
of title 38, United States Code, is amended— 

(1) by striking out subparagraph (B); and 

- (2) by redesignating subparagraph (C) as subparagraph 

(B). 

(f) IMPLEMENTATION.—Not later than January 1, 1999, the Sec- Reports. 
retary of Veterans Affairs shall submit to the Committees on Veter- 38 USC 1729A 
ans’ Affairs of the Senate and House of Representatives a report 
on the implementation of this section. The report shall describe 
the collections under each of the provisions specified in section 
1729A(b) of title 38, United States Code, as added by subsection 
(a). Information on such collections shall be shown for each of 
the health service networks (known as Veterans Integrated Service 
Networks) and, to the extent practicable for each facility within 
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38 USC 712 note. 


each such network. The Secretary shall include in the report an 
analysis of differences among the networks with respect to (A) 
the market in which the networks operates, (B) the effort expended 
to achieve collections, (C) the efficiency of such effort, and (D) 
any other relevant information. 

(g) EFFECTIVE DATE.—(1) Except as provided in paragraph (2), 
this section and the amendments made by this section shall take 
effect on October 1, 1997. 

(2) The amendments made by subsection (d) shall take effect 
on the date of the enactment of this Act. 


Subtitle C—Other Matters 


SEC. 8031. ROUNDING DOWN OF COST-OF-LIVING ADJUSTMENTS IN 
COMPENSATION AND DIC RATES FOR FISCAL YEARS 1998 
THROUGH 2002. 


(a) COMPENSATION COLAsS.—{1) Chapter 11 of title 38, United 
States Code, is amended by inserting after section 1102 the follow- 
ing new section: 


“§ 1103. Cost-of-living adjustments 


“(a) In the computation of cost-of-living adjustments for fiscal 
years 1998 through 2002 in the rates of, and dollar limitations 
applicable to, compensation payable under this chapter, such adjust- 
ments shall be made by a uniform percentage that is no more 
than the percentage equal to the social security increase for that 
fiscal year, with increased monthly rates and limitations (other 
than increased rates or limitations equal to a whole dollar amount) 
rounded down to the next lower whole dollar amount. 

“(b) For purposes of this section, the term ‘social security 
increase’ means the percentage by which benefit amounts payable 
under title II of the Social rity Act (42 U.S.C. 401 et seq.) 
are increased for any fiscal year as a result of a determination 
under section 215(i) of such Act (42 U.S.C. 415(i)).”. 

(2) The table of sections at the beginning of such chapter 
is amended by inserting after the item relating to section 1102 
the following new item: 

“1103. Cost-of-living adjustments.”. 


(b) DIC COLAs.~1) Chapter 13 of title 38, United States 
Code, is amended by inserting after section 1302 the following 
new section: 


“§ 1303. Cost-of-living adjustments 


“(a) In the computation of cost-of-living adjustments for fiscal 
years 1998 through 2002 in the rates of dependency and indemnity 
compensation payable under this chapter, such adjustments (except 
as provided in subsection (b)) shall be made by a uniform percentage 
that is no more than the percentage equal to the social security 
increase for that fiscal year, with all increased monthly rates (other 
than increased rates equal to a whole dollar amount) rounded 
down to the next lower whole dollar amount. 

“(b) For purposes of this section, the term ‘social security 
increase’ means the percentage by which benefit amounts payable 
under title II of the Social rity Act (42 U.S.C. 401 et seq.) 
are increased for any fiscal year as a result of a determination 
under section 215(i) of such Act (42 U.S.C. 415(i)).”. 
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(2) The table of sections at the beginning of such chapter 
is amended by inserting after the item relating to section 1302 
the following new item: 


“1303. Cost-of-living adjustments.”. 


SEC. 8032. INCREASE IN AMOUNT OF HOME LOAN FEES FOR THE PUR- 
CHASE OF REPOSSESSED HOMES FROM THE DEPART- 
MENT OF VETERANS AFFAIRS. 


Section 3729(a) of title 38, United States Code, is amended— 

(1) in paragraph (2)— 

(A) in subparagraph (A), by striking out “or 3733(a)”; 
(B) in subparagraph (D), by striking out “and” at the 
end; 
(C) in subparagraph (E), by striking out the period 
at the end and inserting in lieu thereof “; and”; and 
(D) by adding at the end the following: 

“(F) in the case of a loan made under section 3733(a) 
of this title, the amount of such fee shall be 2.25 percent 
of the total loan amount.”; and 

(2) in paragraph (4), as amended by section 8012(1) of 
this Act, by striking out “or (E)” and inserting in lieu thereof 
“(E), or (F)”. 


SEC. 8033. WITHHOLDING OF PAYMENTS AND BENEFITS. 


(a) NOTICE REQUIRED IN LIEU OF CONSENT OR COURT ORDER.— 
Section 3726 of title 38, United States Code, is amended— 
(1) by inserting “(a)” before “No officer”; and 
(2) by striking out “unless” and all that follows and insert- 
ing in lieu thereof the following: “unless the Secretary provides 
such veteran or surviving spouse with notice by certified mail 
with return receipt requested of the authority of the Secretary 
to waive the payment of indebtedness under section 5302(b) 
of this title.”; and 
(3) by adding at the end the following new subsections: 

“(b) If the Secretary does not waive the entire amount of the 
liability, the Secretary shall then determine whether the veteran 
or surviving spouse should be released from liability under section 
3713(b) of this title. 

“(c) If the Secretary determines that the veteran or surviving 
spouse should not be released from liability, the Secretary shall 
notify the veteran or surviving spouse of that determination and 
provide a notice of the procedure for appealing that determination, 
unless the Secretary has previously made such determination and 
notified the veteran or surviving spouse of the procedure for appeal- 
ing the determination.”. 

(b) CONFORMING AMENDMENT.—Section 5302(b) of such title 
is amended by inserting “with return receipt requested” after “cer- 
tified mail”. 

(c) EFFECTIVE DATE.—The amendments made by this section 38 USC 3726 
shall apply with respect to any indebtedness to the United States note. 
arising pursuant to chapter 37 of title 38, United States Code, 
before, on, or after the date of enactment of this Act. 
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40 USC 811 note 


TITLE IX—ASSET SALES, USER FEES, 
AND MISCELLANEOUS PROVISIONS 


SEC. 9000. TABLE OF CONTENTS. 
The table of contents for this title is as follows: 


TITLE IX—ASSET SALES, USER FEES, AND MISCELLANEOUS PROVISIONS 
Sec. 9000. Table of contents. 


Subtitle A—Asset Sales 


Sec. 9101. Sale of Governors Island, New York. 
Sec. 9102. Sale of air rights. 


Subtitle B—User Fees 
Sec. 9201. Extension of higher vessel tonnage duties. 


Subtitle C—Miscellaneous Provisions 


Sec. 9301. Temporary Federal share formula adjustment. 

Sec. 9302. Increase in excise taxes on tobacco products. 

Sec. 9305. Lease of excess strategic petroleum reserve capacity. 

Sec. 9304. Identification of limited tax benefits subject to line item veto. 
Sec. 9305. Payment of benefits in appropriate fiscal year. 


Subtitle A— Asset Sales 


SEC. 9101. SALE OF GOVERNORS ISLAND, NEW YORK. 


(a) IN GENERAL.—Notwithstanding any other provision of law, 
the Administrator of General Services shall, no earlier than fiscal 
year 2002, dispose of by sale at fair market value all rights, title, 
and interests of the United States in and to the land of, and 
improvements to, Governors Island, New York. 

(b) RIGHT OF First OFFER.—Before a sale is made under sub- 
section (a) to any other parties, the State of New York and the 
city of New York shall be given the right of first offer to purchase 
all or part of Governors Island at fair market value as determined 
by the Administrator of General Services. Not later than 90 days 
after notification by the Administrator of General Services, such 
right may be exercised by either the State of New York or the 
city of New York or by both parties acting jointly. 

(c) PROCEEDS.—Proceeds from the disposal of Governors Island 
under subsection (a) shall be deposited in the general fund of 
the Treasury and credited as miscellaneous receipts. 


SEC. 9102. SALE OF AIR RIGHTS. 


(a) IN GENERAL.—Notwithstanding any other provision of law, 
the Administrator of General Services shall sell, at fair market 
value and in a manner to be determined by the Administrator, 
the air rights adjacent to Washington Union Station described 
in subsection (b), including air rights conveyed to the Administrator 
under subsection (d). The Administrator shall complete the sale 
by such date as is necessary to ensure that the proceeds from 
the sale will be deposited in accordance with subsection (c). 

(b) DESCRIPTION.—The air rights referred to in subsection (a) 
total approximately 16.5 acres and are depicted on the plat map 
of the District of Columbia as follows: 

(1) Part of lot 172, square 720. 
(2) Part of lots 172 and 823, square 720. 
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(3) Part of lot 811, square 717. 

(c) PROCEEDS.—Before September 30, 2002, proceeds from the 
sale of air rights under subsection (a) shall be deposited in the 
general fund of the Treasury and credited as miscellaneous receipts. 

(d) CONVEYANCE OF AMTRAK AIR RIGHTS.— 

(1) GENERAL RULE.—As a condition of future Federal finan- 
cial assistance, Amtrak shall convey to the Administrator of 
General Services on or before December 31, 1997, at no charge, 
all of the air rights of Amtrak described in subsection ( 

(2) FAILURE TO COMPLY.—If Amtrak does not meet the 
condition established by paragraph (1), Amtrak shall be prohib- 
ited from obligating Federal funds after March 1, 1998. 


Subtitle B—User Fees 


SEC. 9201. EXTENSION OF HIGHER VESSEL TONNAGE DUTIES. 


(a) EXTENSION OF DUTIES.—Section 36 of the Act of August 
5, 1909 (36 Stat. 111; 46 U.S.C. App. 121) is amended by striking 
“for fiscal years 1991, 1992, 1993, 1994, 1995, 1996, 1997, 1998,” 
each place it appears and inserting “for fiscal years 1991 through 
2002, 

(b) CONFORMING AMENDMENT.—The Act entitled “An Act 
concerning tonnage duties on vessels entering otherwise than by 
sea”, approved March 8, 1910 (36 Stat. 234; 46 U.S.C. App. 132) 
is amended by striking “for fiscal years 1991, 1991, 1992, 1993, 
1994, 1995, 1996, 1997, 1998,” and inserting “for fiscal years 1991 
through 2002,”. 


Subtitle C—Miscellaneous Provisions 


SEC. 9301. TEMPORARY FEDERAL SHARE FORMULA ADJUSTMENT. Minnesota. 


The Federal share of the cost of assistance provided under 
the Robert T. Stafford Disaster Relief and Emergency Assistance 
Act (42 U.S.C. 5121 et seq.) for damages suffered in Kittson, Mar- 
shall, Polk, Norman, Clay, and Wilkin Counties, Minnesota, as 
a result of the 1997 floods in the Red River Valley in Minnesota 
and North Dakota shall be at least 90 percent. 


SEC. 9302. INCREASE IN EXCISE TAXES ON TOBACCO PRODUCTS. 


(a) CIGARETTES.—Subsection (b) of section 5701 of the Internal 
senenie —o of 1986 is amended— 26 USC 5701. 
) by striking “$12 per thousand ($10 per thousand on 
annua omnel during 1991 or 1992)” in paragraph (1) 
and inserting “$19.50 per thousand ($17 per ninnindl & on ciga- 
rettes removed during 2000 or 2001)”, an 

(2) by striking “$25.20 per thousand ($21 per thousand 
on cigarettes removed during 1991 or 1992)” in paragraph 
(2) and inserting “$40.95 per thousand ($35.70 per thousand 
on cigarettes removed during 2000 or 2001)”. 

(b) CiGARS.—Subsection (a) of section 5701 of such Code is 
amended— 

(1) by striking “$1.125 cents per thousand (93.75 cents 
per thousand on cigars removed during 1991 or 1992)” in para- 
graph (1) and inserting “$1.828 cents per thousand ($1.594 
cents per thousand on cigars removed during 2000 or 2001)”, 
and 
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(2) by striking “equal to” and all that follows in paragraph 
(2) and inserting “equal to 20.719 percent (18.063 percent on 
cigars removed during 2000 or 2001) of the price for which 
sold but not more than $48.75 per thousand ($42.50 per thou- 
sand on cigars removed during 2000 or 2001).”. 

(c) CIGARETTE PAPERS.—Subsection (c) of section 5701 of such 
Code is amended by striking “0.75 cent (0.625 cent on cigarette 
papers removed during 1991 or 1992)” and inserting “1.22 cents 
(1.06 cents on cigarette papers removed during 2000 or 2001)”. 

(d) CIGARETTE TUBES.—Subsection (d) of section 5701 of such 
Code is amended by striking “1.5 cents (1.25 cents on cigarette 
tubes removed during 1991 or 1992)” and inserting “2.44 cents 
(2.13 cents on cigarette tubes removed during 2000 or 2001)”. 

(e) SMOKELESS ToBACcO.—Subsection (e) of section 5701 of 
such Code is amended— 

(1) by striking “36 cents (30 cents on snuff removed during 
1991 or 1992)” in paragraph (1) and inserting “58.5 cents (51 
cents on snuff removed during 2000 or 2001)”, and 

(2) by striking “12 cents (10 cents on chewing tobacco 
removed during 1991 or 1992)” in paragraph (2) and inserting 
“19.5 cents (17 cents on chewing tobacco removed during 2000 
or 2001)”. 

(f) Pipe Topacco.—Subsection (f) of section 5701 of such Code 
is amended by striking “67.5 cents (56.25 cents on pipe tobacco 
removed during 1991 or 1992)” and inserting “$1.0969 cents (95.67 
cents on pipe tobacco removed during 2000 or 2001)”. 

(g) IMPOSITION OF EXCISE TAX ON MANUFACTURE OR IMPORTA- 
TION OF ROLL-YOUR-OwN ToBacco.— 

(1) IN GENERAL.—Section 5701 of such Code (relating to 
rate of tax) is amended by redesignating subsection (g) as 
subsection (h) and by inserting after subsection (f) the following 
new subsection: 

“(g) ROLL-YouR-OWN TopBacco.—On roll-your-own tobacco, 
manufactured in or imported into the United States, there shall 
be imposed a tax of $1.0969 cents (95.67 cents on roll-your-own 
tobacco removed during 2000-or 2001) per pound (and a propor- 
tionate tax at the like rate on all fractional parts of a pound).”. 

(2) ROLL-YOUR-OWN TOBACCO.—Section 5702 of such Code 
(relating to definitions) is amended by adding at the end the 
following new subsection: 

“(p) RoLL-YouR-OWN Tosacco.—The term ‘roll-your-own 
tobacco’ means any tobacco which, because of its appearance, type, 
packaging, or labeling, is suitable for use and likely to be offered 
to, or purchased by, consumers as tobacco for making cigarettes.”. 

(3) TECHNICAL AMENDMENTS.— 

(A) Subsection (c) of section 5702 of such Code is 
amended by striking “and pipe tobacco” and inserting “pipe 
tobacco, and roll-your-own tobacco”. 

(B) Subsection (d) of section 5702 of such Code is 
amended— 

(i) in the material preceding paragraph (1), by 
striking “or pipe tobacco” and inserting “pipe tobacco, 
or roll-your-own tobacco”, and 

(ii) by striking paragraph (1) and inserting the 
following new paragraph: 
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“(1) a person who produces cigars, cigarettes, smokeless 
tobacco, pipe tobacco, or roll-your-own tobacco solely for the 
person’s own personal consumption or use, and”. 

(C) The chapter heading for chapter 52 of such Code 
is amended to read as follows: 


“CHAPTER 52—TOBACCO PRODUCTS AND CIGARETTE 
PAPERS AND TUBES”. 


(D) The table of chapters for subtitle E of such Code 
is amended by striking the item relating to chapter 52 
and inserting the following new item: 


“CHAPTER 52. Tobacco products and cigarette papers and tubes.”. 


(h) MODIFICATIONS OF CERTAIN TOBACCO TAX PROVISIONS.— 

(1) EXEMPTION FOR EXPORTED TOBACCO PRODUCTS AND CIGA- 
RETTE PAPERS AND TUBES TO APPLY ONLY TO ARTICLES MARKED 
FOR EXPORT.— 

(A) Subsection (b) of section 5704 of such Code is 
amended by adding at the end the following new sentence: 
“Tobacco products and cigarette papers and tubes may 
not be transferred or removed under this subsection unless 
such products or papers and tubes bear such marks, labels, 
or notices as the Secretary shall by regulations prescribe.”. 

(B) Section 5761 of such Code is amended by 
redesignating subsections (c) and (d) as subsections (d) 
and (e), respectively, and by inserting after subsection (b) 
the following new subsection: 

“(c) SALE OF TOBACCO PRODUCTS AND CIGARETTE PAPERS AND 
TUBES FOR EXPORT.—Except as provided in subsections (b) and 
(d) of section 5704— 

“(1) every person who sells, relands, or receives within 
the jurisdiction of the United States any tobacco products or 
cigarette papers or tubes which have been labeled or shipped 
for exportation under this chapter, 

“(2) every person who sells or receives such relanded 
tobacco products or cigarette papers or tubes, and 

“(3) every person who aids or abets in such selling, reland- 
ing, or receiving, 

shall, in addition to the tax and any other penalty provided in 
this title, be liable for a penalty equal to the greater of $1,000 
or 5 times the amount of the tax imposed by this chapter. All 
tobacco products and cigarette papers and tubes relanded within 
the jurisdiction of the United States, and all vessels, vehicles, 
and aircraft used in such relanding or in removing such products, 
papers, and tubes from the place where relanded, shall be forfeited 
to the United States.”. 

(C) Subsection (a) of section 5761 of such Code is 
amended by striking “subsection (b)” and inserting “sub- 
section (b) or (c)”. 

(D) Subsection (d) of section 5761 of such Code, as 
redesignated by subparagraph (B), is amended by striking 
“The penalty imposed by subsection (b)” and inserting “The 
penalties imposed by subsections (b) and (c)”. 

(Ei) Subpart F of chapter 52 of such Code is amended 
by adding at the end the following new section: 








26 USC 5754. 


26 USC 5701 
note. 
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“SEC. 5754. RESTRICTION ON IMPORTATION OF PREVIOUSLY 
EXPORTED TOBACCO PRODUCTS. 


“(a) IN GENERAL.—Tobacco products and cigarette papers and 
tubes previously exported from the United States may be imported 
or brought into the United States only as provided in section 
5704(d). For purposes of this section, section 5704(d), section 5761, 
and such other provisions as the Secretary may specify by regula- 
tions, references to exportation shall be treated as including a 
reference to shipment to the Commonwealth of Puerto Rico. 

“(b) Cross REFERENCE.— 

“For penalty for the sale of tobacco products and cigarette papers 

and tubes in the United States which are labeled for export, see sec- 
tion 5761(c).”. 

(ii) The table of sections for subpart F of chapter 52 
of such Code is amended by adding at the end the following 
new item: 

“Sec. 5754. Restriction on importation of previously exported tobacco prod- 
ucts.”. 

(2) IMPORTERS REQUIRED TO BE QUALIFIED.— 

(A) Sections 5712, 5713(a), 5721, 5722, 5762(a\(1), and 
5763 (b) and (c) of such Code are each amended by inserting 
“or importer” after “manufacturer”. 

(B) The heading of subsection (b) of section 5763 of 
such Code is amended by inserting “QUALIFIED IMPORTERS,” 
after “MANUFACTURERS, ”. 

(C) The heading for subchapter B of chapter 52 of 
such Code is amended by inserting “and Importers” after 
“Manufacturers”. 

(D) The item relating to subchapter B in the table 
of subchapters for chapter 52 of such Code is amended 
by inserting “and importers” after “manufacturers”. 

(3) BOOKS OF 25 OR FEWER CIGARETTE PAPERS SUBJECT 
TO TAX.—Subsection (c) of section 5701 of such Code is amended 
by striking “On each book or set of cigarette papers containing 
more than 25 papers,” and inserting “On cigarette papers,”. 

(4) STORAGE OF TOBACCO PRODUCTS.—Subsection (k) of sec- 
tion 5702 of such Code is amended by inserting “under section 
5704” after “internal revenue bond”. 

(5) AUTHORITY TO PRESCRIBE MINIMUM MANUFACTURING 
ACTIVITY REQUIREMENTS.—Section 5712 of such Code is amend- 
ed by striking “or” at the end of paragraph (1), by redesignating 
paragraph (2) as paragraph (3), at iw inserting after para- 
graph (1) the following new paragraph: 

“(2) the activity proposed to be carried out at such premises 
does not meet such minimum capacity or activity requirements 
as the Secretary may prescribe, or”. 

(i) EFFECTIVE DATE.— 

(1) IN GENERAL.—The amendments made by this section 
shall apply to articles removed (as defined in section 5702(k) 
of the Internal Revenue Code of 1986, as amended by this 
section) after December 31, 1999. 

(2) TRANSITIONAL RULE.—Any person who— 

(A) on the date of the enactment of this Act is engaged 
in business as a manufacturer of roll-your-own tobacco 
or as an importer of tobacco products or cigarette papers 
and tubes, and 
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(B) before January 1, 2000, submits an application 
under subchapter B of chapter 52 of such Code to engage 
in such business, 

may, notwithstanding such subchapter B, continue to engage 

in such business pending final action on such application. Pend- 

ing such final action, all provisions of such chapter 52 shall 

apply to such applicant in the same manner and to the same 

extent as if such applicant were a holder of a permit under 

such chapter 52 to engage in such business. 

(j) FLoor Stocks TaxEs.— 26 USC 5701 

(1) IMPOSITION OF TAX.—On tobacco products and cigarette note. 
papers and tubes manufactured in or imported into the United 
States which are removed before any tax increase date, and 
held on such date for sale by any person, there is hereby 
imposed a tax in an amount equal to the excess of— 

(A) the tax which would be imposed under section 
5701 of the Internal Revenue Code of 1986 on the article 
if the article had been removed on such date, over 

(B) the prior tax (if any) imposed under section 5701 
of such Code on such article. 

(2) AUTHORITY TO EXEMPT CIGARETTES HELD IN VENDING Regulations. 
MACHINES.—To the extent provided in regulations prescribed 
by the Secretary, no tax shall be imposed by paragraph (1) 
on cigarettes held for retail sale on any tax increase date, 
by any person in any vending machine. If the Secretary provides 
such a benefit with respect to any person, the Secretary may 
reduce the $500 amount in paragraph (3) with respect to such 
person. 

(3) CREDIT AGAINST TAX.—Each person shall be allowed 
as a credit against the taxes imposed by paragraph (1) an 
amount equal to $500. Such credit shall not exceed the amount 
of taxes imposed by paragraph (1) on any tax increase date, 
for which such person is liable. 

(4) LIABILITY FOR TAX AND METHOD OF PAYMENT.— 

(A) LIABILITY FOR TAX.—A person holding cigarettes 
on any tax increase date, to which any tax imposed by 
paragraph (1) applies shall be liable for such tax. 

(B) METHOD OF PAYMENT.—The tax imposed by para- Regulations. 
graph (1) shall be paid in such manner as the Secretary 
shall prescribe by regulations. 

(C) TIME FOR PAYMENT.—The tax imposed by para- 
graph (1) shall be paid on or before April 1 following 
any tax increase date. 

(5) ARTICLES IN FOREIGN TRADE ZONES.—Notwithstanding 
the Act of June 18, 1934 (48 Stat. 998, 19 U.S.C. 81la) and 
any other provision of law, any article which is located in 
a foreign trade zone on any tax increase date, shall be subject 
to the tax imposed by paragraph (1) if— 

(A) internal revenue taxes have been determined, or 
customs duties liquidated, with respect to such article 
before such date pursuant to a request made under the 
lst proviso of section 3(a) of such Act, or 

(B) such article is held on such date under the super- 
vision of a customs officer pursuant to the 2d proviso 
of such section 3(a). 

(6) DEFINITIONS.—For purposes of this subsection— 








Applicability. 
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(A) IN GENERAL.—Terms used in this subsection which 
are also used in section 5702 of the Internal Revenue 
Code of 1986 shall have the respective meanings such 
terms have in such section, as amended by this Act. 

(B) TAX INCREASE DATE.—The term “tax increase date” 
means January 1, 2000, and January 1, 2002. 

(C) SECRETARY.—The term “Secretary” means the Sec- 
retary of the Treasury or the Secretary’s delegate. 

(7) CONTROLLED GROUPS.—Rules similar to the rules of 
section 5061(eX3) of such Code shall apply for purposes of 
this subsection. 

(8) OTHER LAWS APPLICABLE.—All ay of law, includ- 
ing penalties, applicable with respect to the taxes imposed 
by section 5701 of such Code Pe gate te as applicable and 
not inconsistent with the provisions of this subsection, apply 
to the floor stocks taxes imposed by pa aph (1), to the 
same extent as if such taxes were eateaall tay such section 
5701. The Secretary may treat any person who bore the ulti- 
mate burden of the tax imposed by paragraph (1) as the person 
to whom a credit or refund under such provisions may be 
allowed or made. 


SEC. 9303. LEASE OF EXCESS STRATEGIC PETROLEUM RESERVE 
CAPACITY. 


(a) AMENDMENT.—Part B of title I of the Energy Policy and 
Conservation Act (42 U.S.C. 6231 et seq.) is amended by adding 
at the end the following: 


“USE OF UNDERUTILIZED FACILITIES 


“SEC. 168. (a) AUTHORITY.—Notwithstanding any other provi- 
sion of this title, the Secretary, by lease or otherwise, for any 
term and under such other conditions as the Secretary considers 
necessary or appropriate, may store in underutilized Strategic 
Petroleum Reserve facilities petroleum product owned by a foreign 
government or its representative. Petrole eum products stored under 
this section are not part of the Strategic Petroleum Reserve and 
may be exported without license from the United States. 

“(b) PROTECTION OF FACILITIES.—AIl agreements entered into 
—— to subsection (a) shall contain provisions providing for 

s to fully compensate the United States for all related costs 
of storage and removals of petroleum products (including the propor- 
tionate cost of replacement facilities necessitated as a result of 
any withdrawals) incurred by the United States on behalf of the 
foreign government or its representative. 

(c) ACCESS TO STORED OIL.—The Secretary shall ensure that 
agreements to store petroleum products for foreign governments 
or their representatives do not impair the ability of the United 
States to withdraw, distribute, or sell petroleum products from 
the Strategic Petroleum Reserve in response to an energy emergency 
or to the obligations of the United States under the Agreement 
on an International Energy Program. 

“(d) AVAILABILITY OF FUNDS.—Funds collected through the leas- 
ing of Strategic Petroleum Reserve facilities authorized by sub- 
section (a) after September 30, 2007, shall be used by the Secretary 
of Energy without further appropriation for the purchase of petro- 
leum products for the Strategic Petroleum Reserve.”. 
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(b) TABLE OF CONTENTS AMENDMENT.—The table of contents 
of part B of title I of the Energy Policy and Conservation Act 
is amended by adding at the end the following: 


“Sec. 168. Use of underutilized facilities.”. 


SEC. 9304. IDENTIFICATION OF LIMITED TAX BENEFITS SUBJECT TO 
LINE ITEM VETO. 


Section 1021(aX3) of the Congressional Budget Act of 1974 
shall only a apply to 3306(cX21) of the Internal Revenue Code of 
1986 (as added by section 5406 of this Act). 


SEC. 9305. PAYMENT OF BENEFITS IN APPROPRIATE FISCAL YEAR. 


Section 5120(e) of title 38, United States Code, shall not apply 
to benefit payments otherwise payable on October 1, 2000. 


TITLE X—BUDGET ENFORCEMENT AND _ Bucget 
PROCESS PROVISIONS Enforcement Act 


President. 
SEC. 10001. SHORT TITLE; TABLE OF CONTENTS. 


(a) SHORT TITLE.—This title may be cited as the “Budget 2 USC 900 note. 
Enforcement Act of 1997”. 

(b) TABLE OF CONTENTS.—The table of contents for this title 
is as follows: 


Sec. 10001. Short title; table of contents. 


Subtitle A—Amendments to the Congressional Budget and Impoundment Control 
Act of 1974 


10101. Amendment to section 3. 

10102. Amendments to section 201. 

10103. Amendments to section 202. 

10104. Amendment to section 300. 

10105. Amendments to section 301. 

10106. Amendments to section 302. 

10107. Amendments to section 303. 

10108. Amendment to section 304. 

10109. Amendment to section 305. 

10110. Amendments to section 308. 

10111. Amendments to section 310. 

. Amendments to section 311. 

10113. Amendment to section 312. 

10114. Adjustments. 

10115. Effect of adoption of a special order of business in the House of Rep- 
resentatives. 

10116. Amendment to section 401 and repeal of section 402. 
10117. Amendments to title V. 

10118. Repeal of title VI. 

10119. Amendments to section 904. 

10120. Repeal of sections 905 and 906. 

10121. Amendments to sections 1022 and 1024. 

10122. Amendment to section 1026. 

10123. Senate task force on consideration of budget measures. 


Subtitle B—Amendments to the Balanced Budget and Emergency Deficit Control 
Act of 1985 


SEREREES SERSEEE SESE R EES 


10201. Purpose. 

10202. General statement and definitions. 
10203. Enforcing discretionary spending limits. 
10204. Violent crime reduction spending. 

. Enforcing pay-as-you-go. 

10206. Reports and orders. 

10207. Exempt programs and activities. 

10208. General nal cpactal sequestration rules. 


REESE SE 
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2 USC 601. 


2 USC 602. 


Sec. 10209. The baseline. 

Sec. 10210. Technical correction. 

Sec. 10211. Judicial review. 

Sec. 10212. Effective date 

Sec. 10213. Reduction of preexisting balances and exclusion of effects of this Act 
from paygo scorecard. 


Subtitle A—Amendments to the Congres- 
sional Budget and Impoundment Control 
Act of 1974 


SEC. 10101. AMENDMENT TO SECTION 3. 


Section 3(9) of the Congressional Budget and Impoundment 
Control Act of 1974 is amended to read as follows: 
“(9) The term ‘entitlement authority’ means— 

“(A) the authority to make payments (including loans 
and grants), the budget authority for which is not provided 
for in advance by appropriation Acts, to any person or 
government if, under the provisions of the law containing 
that authority, the United States is obligated to make 
such payments to persons or governments who meet the 
requirements established by that law; and 

“(B) the food stamp program.”. 


SEC. 10102. AMENDMENTS TO SECTION 201. 


(a) TERM OF OFFICE.—The first sentence of section 201(a\3) 
of the Congressional Budget Act of 1974 is amended to read as 
follows: “The term of office of the Director shall be 4 years and 
— expire on January 3 of the year preceding each Presidential 
election.”. 

(b) CONFORMING CHANGE.—Section 201(e) of the Congressional 
Budget Act of 1974 is amended by inserting “and” before “the 
Library”, by striking “and the Office of Technology Assessment,”, 
by inserting “and” before “the Librarian”, and by striking “, and 
the Technology Assessment Board”. 

(c) REDESIGNATION OF EXECUTED PROVISION.—Section 201 of 
the Congressional Budget Act of 1974 is amended by redesignating 
subsection (g) (relating to revenue estimates) as subsection (f). 


SEC. 10103. AMENDMENTS TO SECTION 202. 


(a) ASSISTANCE TO BUDGET COMMITTEES.—The first sentence 
of section 202(a) of the Congressional Budget Act of 1974 is amended 
by inserting “primary” before “duty”. 

(b) ELIMINATION OF EXECUTED PROVISION.—Section 202 of the 
Congressional Budget Act of 1974 is amended by striking subsection 
(e) and by redesignating subsections (f), (g), and (h) as subsections 
(e), (f), and (g), respectively. 

(c) REPORTING REQUIREMENT.—The first sentence of section 
202(e1) of the Congressional Budget Act of 1974 (as redesignated) 
is amended by— 

(1) striking “and” before “(B)”; and 
(2) inserting before the period the following: “, and (C) 

a statement of the levels of budget authority and outlays for 

each program assumed to be extended in the baseline, as pro- 

vided in section 257(bX2\A) and for excise taxes assumed to 
be extended under section 257(bX2\C) of the Balanced Budget 

and Emergency Deficit Control Act of 1985”. 
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SEC. 10104. AMENDMENT TO SECTION 300. 


(a) TIMETABLE.—The item relating to February 25 in the time- 
table set forth in section 300 of the Congressional Budget Act 
of 1974 is amended by striking “February 25” and inserting “Not 2 USC 631. 
later than 6 weeks after President submits budget”. 

(b) CONFORMING AMENDMENTS.—(1) Clause 4(g) of rule X of 
the Rules of the House of Representatives is amended by striking 
“on or before February 25 of each year” and inserting “not later 
than 6 weeks after the President submits his budget”. 

(2) Clause 3(c) of rule XLVIII of the Rules of the House of 
Representatives is amended by striking “On or before March 15 
of each year” and inserting “Within 6 weeks after the President 
submits a budget under section 1105(a) of title 31, United States 
Code” and by striking “section 301(c)” and inserting “section 301(d)”. 


SEC. 10105. AMENDMENTS TO SECTION 301. 


(a) TERMS OF BUDGET RESOLUTIONS.—Section 301(a) of the 
Congressional Budget Act of 1974 is amended by striking “, and 2USC 632. 
planning levels for each of the two ensuing fiscal years,” and insert- 
ing “and for at least each of the 4 ensuing fiscal years”. 

(b) CONTENTS OF BUDGET RESOLUTIONS.—Paragraphs (1) and 
(4) of section 301(a) of the Congressional Budget Act of 1974 are 
amended by striking “, budget outlays, direct loan obligations, and 
primary loan guarantee commitments” each place it appears and 
inserting “and outlays”. 

(c) ADDITIONAL MATTERS.—Section 301(b) of the Congressional 
Budget Act of 1974 is amended by— 

(1) striking paragraph (7) and inserting the following: 

“(7) set forth procedures in the Senate whereby committee 
allocations, aggregates, and other levels can be revised for 
legislation if that legislation would not increase the deficit, 
or would not increase the deficit when taken with other legisla- 
tion enacted after the adoption of the resolution, for the first 
fiscal year or the total period of fiscal years covered by the 
resolution;”; 

(2) in paragraph 8, striking the period and inserting “; 
and”; and 

(3) adding the following new paragraph: 

“(9) set forth direct loan obligation and primary loan 
guarantee commitment levels.”. 

(d) VIEWS AND ESTIMATES.—The first sentence of section 301(d) 
of the Congressional Budget Act of 1974 is amended by inserting 
“or at such time as may be requested by the Committee on the 
Budget,” after “Code,”. 

(e) HEARINGS AND REPORT.—Section 301(e) of the Congressional 
Budget Act of 1974 is amended— 

(1) by striking “In developing” and inserting the following: 

“(1) IN GENERAL.—In developing”; and 

(2) by striking the sentence beginning with “The report 
accompanying” and all that follows through the end of the 
subsection and inserting the following: 

“(2) REQUIRED CONTENTS OF REPORT.—The report accom- 
panying the resolution shall include— 

“(A) a comparison of the levels of total new budget 
authority, total outlays, total revenues, and the surplus 
or deficit for each fiscal year set forth in the resolution 
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with those requested in the budget submitted by the Presi- 
dent; 

“(B) with respect to each major functional category, 
an estimate of total new budget authority and total outlays, 
with the estimates divided between discretionary and 
mandatory amounts; 

“(C) the economic assumptions that underlie each of 
the matters set forth in the resolution and any alternative 
economic assumptions and objectives the committee consid- 
ered; 

“(D) information, data, and comparisons indicating the 
manner in which, and the basis on which, the committee 
determined each of the matters set forth in the resolution; 

“(E) the estimated levels of tax expenditures (the tax 
expenditures budget) by major items and functional cat- 
egories for the President’s budget and in the resolution; 
and 

“(F) allocations described in section 302(a). 

“(3) ADDITIONAL CONTENTS OF REPORT.—The report accom- 
panying the resolution may include— 

“(A) a statement of any significant changes in the 
proposed levels of Federal assistance to State and local 
governments; 

“(B) an allocation of the level of Federal revenues rec- 
ommended in the resolution among the major sources of 
such revenues; 

“(C) information, data, and comparisons on the share 
of total Federal budget outlays and of gross domestic prod- 
uct devoted to investment in the budget submitted by the 
President and in the resolution; 

“(D) the assumed levels of budget authority and outlays 
for public buildings, with a division between amounts for 
construction and repair and for rental payments; and 

“(E) other matters, relating to the budget and to fiscal 
policy, that the committee deems appropriate.”. 

(f) SoctaL SECURITY CORRECTIONS.—{1) Section 301(i) of the 
Congressional Budget Act of 1974 is amended by— 

(A) inserting “SocIAL SECURITY POINT OF ORDER.—” after 

“(i)”; and 

(B) striking “as reported to the Senate” and inserting “(or 

amendment, motion, or conference report on the resolution)”; 

and 

(2) Section 22 of House Concurrent Resolution 218 (103d Con- 
gress) is repealed. 


SEC. 10106. AMENDMENTS TO SECTION 302. 


(a) ALLOCATIONS AND SUBALLOCATIONS.—Section 302 of the 
Congressional Budget Act of 1974 is amended by striking sub- 
sections (a) and (b) and inserting the following: 

“(a) COMMITTEE SPENDING ALLOCATIONS.— 

“(1) ALLOCATION AMONG COMMITTEES.—The joint explana- 
tory statement accompanying a conference report on a concur- 
rent resolution on the budget shall include an allocation, 
consistent with the resolution recommended in the conference 
report, of the levels for the first fiscal year of the resolution, 
for at least each of the ensuing 4 fiscal years, and a total 
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for that period of fiscal years (except in the case of the Commit- 

tee on Appropriations only for the fiscal year of that resolution) 

of— 

“(A) total new budget authority; and 

“(B) total outlays; 

among each committee of the House of Representatives or the 

Senate that has jurisdiction over legislation providing or creat- 

ing such amounts. 

“(2) NO DOUBLE COUNTING.—In the House of Representa- 
tives, any item allocated to one committee may not be allocated 
to another committee. 

“(3) FURTHER DIVISION OF AMOUNTS.— 

“(A) IN THE SENATE.-—In the Senate, the amount allo- 
cated to the Committee on Appropriations shall be further 
divided among the categories specified in section 250(c)(4) 
of the Balanced Budget and Emergency Deficit Control 
Act of 1985 and shall! not exceed the limits for each category 
set forth in section 251(c) of that Act. 

“(B) IN THE HOUSE.—In the House of Representatives, 
the amounts allocated to each committee for each fiscal 
year, other than the Committee on Appropriations, shall 
be further divided between amounts provided or required 
by law on the date of filing of that conference report and 
amounts not so provided or required. The amounts allocated 
to the Committee on Appropriations shall be further 
divided— 

“(i) between discretionary and mandatory amounts 
or programs, as appropriate; and 

“(ii) consistent with the categories specified in sec- 
tion 250(c\4) of the Balanced Budget and Emergency 

Deficit Control Act of 1985. 

“(4) AMOUNTS NOT ALLOCATED.—In the House of Represent- 
atives or the Senate, if a committee receives no allocation 
of new budget authority or outlays, that committee shall be 
deemed to have received an allocation equal to zero for new 
budget authority or outlays. 

“(5) ADJUSTING ALLOCATION OF DISCRETIONARY SPENDING 
IN THE HOUSE OF REPRESENTATIVES.—{A) If a concurrent resolu- 
tion on the budget is not adopted by April 15, the chairman 
of the Committee on the Budget of the House of Representatives 
shall submit to the House, as soon as practicable, an allocation 
under paragraph (1) to the Committee on Appropriations 
consistent with the discretionary spending levels in the most 
recently agreed to concurrent resolution on the budget for the 
appropriate fiscal year covered by that resolution. 

“(B) As soon as practicable after an allocation under para- 
graph (1) is submitted under this section, the Committee on 
Appropriations shall make suballocations and report those sub- 
allocations to the House of Representatives. 

“(b) SUBALLOCATIONS BY APPROPRIATIONS COMMITTEES.—As 
soon as practicable after a concurrent resolution on the budget 
is agreed to, the Committee on Appropriations of each House (after 
consulting with the Committee on Appropriations of the other 
House) shall suballocate each amount allocated to it for the budget 
year under subsection (a) among its subcommittees. Each Commit- 
tee on Appropriations shall promptly report to its House suballoca- 
tions made or revised under this subsection. The Committee on 
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Appropriations of the House of Representatives shall further divide 
among its subcommittees the divisions made under subsection 
(aX3)(B) and promptly report those divisions to the House.”. 

(b) PoIntT OF ORDER.—Section 302(c) of the Congressional 
Budget Act of 1974 is amended to read as follows: 

“(c) POINT OF ORDER.—After the Committee on Appropriations 
has received an allocation pursuant to subsection (a) for a fiscal 
year, it shall not be in order in the House of Representatives 
or the Senate to consider any bill, joint resolution, amendment, 
motion, or conference report within the jurisdiction of that commit- 
tee providing new budget authority for that fiscal year, until that 
committee makes the suballocations required by subsection (b).”. 

(c) ENFORCEMENT OF POINT OF ORDER.— 

(1) IN THE HOUSE.—Section 302(f1) of the Congressional 
Budget Act of 1974 is amended by— 

(A) striking “providing new budget authority for such 
fiscal year or new entitlement authority effective during 
such fiscal year” and inserting “providing new budget 
authority for any fiscal year”; and 

(B) striking “appropriate allocation made pursuant to 
subsection (b)” and all that follows through “exceeded.” 
and inserting “applicable allocation of new budget authority 
made under subsection (a) or (b) for the first fiscal year 
or the total of fiscal years to be exceeded.”. 

(2) IN THE SENATE.—Section 302(f)(2) of the Congressional 
Budget Act of 1974 is amended to read as follows: 

“(2) IN THE SENATE.—After a concurrent resolution on the 
budget is agreed to, it shall not be in order in the Senate 
to consider any bill, joint resolution, amendment, motion, or 
conference report that would cause— 

“(A) in the case of any committee except the Committee 
on Appropriations, the applicable allocation of new budget 
authority or outlays under subsection (a) for the first fiscal 
year or the total of fiscal years to be exceeded; or 

“(B) in the case of the Committee on Appropriations, 
the applicable suballocation of new budget authority or 
outlays under subsection (b) to be exceeded.”. 

(d) Pay-As-You-Go EXCEPTION IN THE HOUSE.—Section 302(g) 
of the Congressional Budget Act of 1974 is amended to read as 
follows: 

“(g) PAY-AS-YOU-GO EXCEPTION IN THE HOUSE.— 

“(1) IN GENERAL.—{A) Subsection (f1) and, after April 
15, section 303(a) shall not apply to any bill or joint resolution, 
as reported, amendment thereto, or conference report thereon 
if, for each fiscal year covered by the most recently agreed 
to concurrent resolution on the budget— 

“(i) the enactment of that bill or resolution as reported; 

“(ii) the adoption and enactment of that amendment; 
or 

“(ili) the enactment of that bill or resolution in the 
form recommended in that conference report, 

would not increase the deficit, and, if the sum of any revenue 

increases provided in legislation already enacted during the 

current session (when added to revenue increases, if any, in 
excess of any outlay increase provided by the legislation pro- 
posed for consideration) is at least as great as the sum of 
the amount, if any, by which the aggregate level of Federal 





PUBLIC LAW 105-33—AUG. 5, 1997 111 STAT. 683 


revenues should be increased as set forth in that concurrent 
resolution and the amount, if any, by which revenues are 
to be increased pursuant to pay-as-you-go procedures under 
section 301(b\8), if included in that concurrent resolution. 

“(B) Section 311(a), as that section applies to revenues, 
shall not apply to any bill, joint resolution, amendment thereto, 
or conference report thereon if, for each fiscal year covered 
by the most recently agreed to concurrent resolution on the 
budget— 

“(i) the enactment of that bill or resolution as reported; 
“(ii) the adoption and enactment of that amendment; 
or 
“(ili) the enactment of that bill or resolution in the 
form recommended in that conference report, 
would not increase the deficit, and, if the sum of any outlay 
reductions provided in legislation already enacted during the 
current session (when added to outlay reductions, if any, in 
excess of any revenue reduction provided by the legislation 
proposed for consideration) is at least as great as the sum 
of the amount, if any, by which the aggregate level of Federal 
outlays should be reduced as required by that concurrent resolu- 
tion and the amount, if any, by which outlays are to be reduced 
pursuant to pay-as-you-go procedures under section 301(b)(8), 
if included in that concurrent resolution. 

“(2) REVISED ALLOCATIONS.—{A) As soon as practicable after 
Congress agrees to a bill or joint resolution that would have 
been subject to a point of order under subsection (f)(1) but 
for the exception provided in paragraph (1)(A) or would have 
been subject to a point of order under section 311(a) but for 
the exception provided in paragraph (1)(B), the chairman of 
the committee on the Budget of the House of Representatives 
shall file with the House appropriately revised allocations under 
section 302(a) and revised functional levels and budget aggre- 
gates to reflect that bill. 

“(B) Such revised allocations, functional levels, and budget 
aggregates shall be considered for the purposes of this Act 
as allocations, functional levels, and budget aggregates con- 
tained in the most recently agreed to concurrent resolution 
on the budget.”. 


SEC. 10107. AMENDMENTS TO SECTION 303. 


(a) IN GENERAL.—Section 303 of the Congressional Budget Act 
of 1974 is amended to read as follows: 2 USC 634. 


“CONCURRENT RESOLUTION ON THE BUDGET MUST BE ADOPTED 
BEFORE BUDGET-RELATED LEGISLATION IS CONSIDERED 


“SEC. 303. (a) IN GENERAL.—Until the concurrent. resolution 
on the budget for a fiscal year has been agreed to, it shall not 
be in order in the House of Representatives, with respect to the 
first fiscal year covered by that resolution, or the Senate, with 
respect to any fiscal year covered by that resolution, to consider 
any bill or joint resolution, amendment or motion thereto, or con- 
ference report thereon that— 

“(1) first provides new budget authority for that fiscal 
year; 

“(2) first provides an increase or decrease in revenues dur- 
ing that fiscal year; 
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“(3) provides an increase or decrease in the public debt 
limit to become effective during that fiscal year; 

“(4) in the Senate only, first provides new entitlement 
authority for that fiscal year; or 

“(5) in the Senate only, first provides for an increase or 
decrease in outlays for that fiscal year. 

“(b) EXCEPTIONS IN THE HOUSE.— In the House of Representa- 
tives, subsection (a) does not apply— 

“(1)A) to any bill or joint resolution, as reported, providing 
advance discretionary new budget authority that first becomes 
available for the first or second fiscal year after the budget 
year; or 

“(B) to any bill or joint resolution, as reported, first increas- 
ing or decreasing revenues in a fiscal year following the fiscal 
year to which the concurrent resolution applies; 

“(2) after May 15, to any general appropriation bill or 
amendment thereto; or 

“(3) to any bill or joint resolution unless it is reported 
by a committee. 

“(c) APPLICATION TO APPROPRIATION MEASURES IN THE SEN- 
ATE.— 

“(1) IN GENERAL.—Until the concurrent resolution on the 
budget for a fiscal year has been agreed to and an allocation 
has been made to the Committee on Appropriations of the 
Senate under section 302(a) for that year, it shall not be in 
order in the Senate to consider any appropriation bill or joint 
resolution, amendment or motion thereto, or conference report 
thereon for that year or any subsequent year. 

“(2) EXCEPTION.—Paragraph (1) does not apply to appro- 
= legislation making advance appropriations for the 
irst or second fiscal year after the year the allocation referred 
to in that paragraph is made.”. 

(b) CONFORMING AMENDMENT.—The item relating to section 
303 in the table of contents set forth in section 1(b) of the Congres- 
sional Budget and Impoundment Control Act of 1974 is amended 
to read as follows: 


“Sec. 303. Concurrent resolution on the budget must be adopted before budget-relat- 
ed legislation is considered.”. 


SEC. 10108. AMENDMENT TO SECTION 304. 


. Section 304 of the Congressional Budget Act of 1974 is amended 
pa 

(1) striking “(a) IN GENERAL.—”; and 

(2) striking subsection (b). 


SEC. 10108. AMENDMENT TO SECTION 305. 


(a) BupGet Act.—Section 305(a\1) of the Congressional Budget 
Act of 1974 is amended to read as follows: 

“(1) When a concurrent resolution on the budget has been 
reported by the Committee on the Budget of the House of 
a and has been referred to the appropriate cal- 
endar of the House, it shall be in order on any day thereafter, 
subject to clause 2(1X6) of rule XI of the Rules of the House 
of Representatives, to move to proceed to the consideration 
of the concurrent resolution. The motion is highly privileged 
and is not debatable. An amendment to the motion is not 
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in order and it is not in order to move to reconsider the 

vote by which the motion is agreed to or disagreed to.”. 

(b) CONFORMING AMENDMENT IN THE HOUSE.—The first sen- 
tence of clause 2(1(6) of rule XI of the Rules of the House of 
Representatives is amended by striking “, or as provided by section 
305(a)X(1)” and all that follows thereafter through “under that sec- 
tion)”. 

SEC. 10110. AMENDMENTS TO SECTION 308. 


Section 308 of the Congressional Budget Act of 1974 is amend- 2 USC 639. 
ed— 

(1)(A) in the heading of subsection (a), by striking “, NEw 
SPENDING AUTHORITY, OR NEW CREDIT AUTHORITY,”; 

(B) in subsection (a1), by striking subparagraph (B) and 
by redesignating subparagraphs (C) and (D) as subparagraphs 
(B) and (C), respectively; 

(C) in subsection (a)(1)(B) (as redesignated), by striking 
“spending authority” through “commitments” and inserting 
“revenues, or tax expenditures”; and 

(D) in paragraphs (1) and (2) of subsection (a), by striking 
, hew spending authority described in section 401(c)(2), or 
new credit authority,” each place it appears; 

(2) in subsection (b)(1), by striking “, new spending author- 
ity described in section 401(c)(2), or new credit authority,”; 

(3) in subsection (c), by inserting “and” after the semicolon 
at the end of paragraph (3), by striking “; and” at the end 
of paragraph (4) and inserting a period; and by striking para- 
graph (5); and 

(4) by inserting “joint” before “resolution” each place it 
appears except when “concurrent”, “such”, or “reconciliation” 
precedes “resolution” and, in subsection (b)(1), by inserting 
“joint” before “resolutions” each place it appears. 


SEC. 10111. AMENDMENTS TO SECTION 310. 


Section 310(c)1)A) of the Congressional Budget Act of 1974 2USC 641. 
is amended— 
(1) by striking “20 percent” the first place it appears and 
all that follows thereafter through “, and” and inserting the 
following: 


“ 


“(I) in the Senate, 20 percent of the total of the 
amounts of the changes such committee was directed 
to make under paragraphs (1) and (2) of such sub- 
section; or 

“(II) in the House of Representatives, 20 percent 
of the sum of the absolute value of the changes the 
committee was directed to make under paragraph (1) 
and the absolute value of the changes the committee 
was directed to make under paragraph (2); and”; and 

(2) by striking “20 percent” the second place it appears 
and all that follows thereafter through “; and” and inserting 
the following: 

“(I) in the Senate, 20 percent of the total of the 
amounts of the changes such committee was directed 
to make under paragraphs (1) and (2) of such sub- 
section; or 

“(II) in the House of Representatives, 20 percent 
of the sum of the absolute value of the changes the 
committee was directed to make under paragraph (1) 
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and the absolute value of the changes the committee 
was directed to make under paragraph (2); and”. 


SEC. 10112. AMENDMENTS TO SECTION 311. 


(a) IN GENERAL.—Section 311 of the Congressional Budget Act 


of 1974 is amended to read as follows: 


“BUDGET-RELATED LEGISLATION MUST BE WITHIN APPROPRIATE 
LEVELS 


“SEC. 311. (a) ENFORCEMENT OF BUDGET AGGREGATES.— 

“(1) IN THE HOUSE OF REPRESENTATIVES.—Except as pro- 
vided by subsection (c), after the Congress has completed action 
on a concurrent resolution on the budget for a fiscal year, 
it shall not be in order in the House of Representatives to 
consider any bill, joint resolution, amendment, motion, or con- 
ference report providing new budget authority or reducing reve- 
nues, if— 

“(A) the enactment of that bill or resolution as reported; 

“(B) the adoption and enactment of that amendment; 
or 

“(C) the enactment of that bill or resolution in the 
form recommended in that conference report; 

would cause the level of total new budget authority or total 
outlays set forth in the applicable concurrent resolution on 
the budget for the first fiscal year to be exceeded, or would 
cause revenues to be less than the level of total revenues 
set forth in that concurrent resolution for the first fiscal year 
or for the total of that first fiscal year and the ensuing fiscal 
years for which allocations are provided under section 302(a), 
except when a declaration of war by the Congress is in effect. 

“(2) IN THE SENATE.—After a concurrent resolution on the 
budget is agreed to, it shall not be in order in the Senate 
to consider any bill, joint resolution, amendment, motion, or 
conference report that— 

“(A) would cause the level of total new budget authority 
or total outlays set forth for the first fiscal year in the 
applicable resolution to be exceeded; or 

“(B) would cause revenues to be less than the level 
of total revenues set forth for that first fiscal year or 
for the total of that first fiscal year and the ensuing fiscal 
years in the applicable resolution for which allocations 
are provided under section 302(a). 

“(3) ENFORCEMENT OF SOCIAL SECURITY LEVELS IN THE SEN- 
ATE.—After a concurrent resolution on the budget is agreed 
to, it shall not be in order in the Senate to consider any 
bill, joint resolution, amendment, motion, or conference report 
that would cause a decrease in social security surpluses or 
an increase in social security deficits relative to the levels 
set forth in the applicable resolution for the first fiscal year 
or for the total of that fiscal year and the ensuing fiscal years 
for which allocations are provided under section 302(a). 

“(b) SocIAL SECURITY LEVELS.— 

“(1) IN GENERAL.—For purposes of subsection (a3), social 
security surpluses equal the excess of social security revenues 
over social security outlays in a fiscal year or years with such 
an excess and social security deficits equal the excess of social 
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security outlays over social security revenues in a fiscal year 

or years with such an excess. 

“(2) TAX TREATMENT.—For purposes of subsection (a)(3), 
no provision of any legislation involving a change in chapter 

1 of the Internal Revenue Code of 1986 shall be treated as 

affecting the amount of social security revenues or outlays 

unless that provision changes the income tax treatment of 
social security benefits. 

“(c) EXCEPTION IN THE HOUSE OF REPRESENTATIVES.—Sub- 
section (a)(1) shall not apply in the House of Representatives to 
any bill, joint resolution, or amendment that provides new budget 
authority for a fiscal year or to any conference report on any 
such bill or resolution, if— 

“(1) the enactment of that bill or resolution as reported; 

“(2) the adoption and enactment of that amendment; or 

“(3) the enactment of that bill or resolution in the form 
recommended in that conference report; 

would not cause the appropriate allocation of new budget authority 

made pursuant to section 302(a) for that fiscal year to be exceeded.”. 

(b) TABLE OF CONTENTS.—The table of contents set forth in 
section 1(b) of the Congressional Budget and Impoundment Control 
Act of 1974 is amended by striking the item relating to section 
311 and inserting the following: 


“Sec. 311. Budget-related legislation must be within appropriate levels.”. 





SEC. 10113. AMENDMENT TO SECTION 312. 


(a) IN GENERAL.—Section 312 of the Congressional Budget Act 
of 1974 is amended to read as follows: 2 USC 643. 


“DETERMINATIONS AND POINTS OF ORDER 


“SEC. 312. (a) BUDGET COMMITTEE DETERMINATIONS.—For pur- 
poses of this title and title IV, the levels of new budget authority, 
outlays, direct spending, new entitlement authority, and revenues 
for a fiscal year shall be determined on the basis of estimates 
made by the Committee on the Budget of the House of Representa- 
tives or the Senate, as applicable. 

“(b) DISCRETIONARY SPENDING POINT OF ORDER IN THE SEN- 
ATE.— 

“(1) IN GENERAL.—Except as otherwise provided in this 
subsection, it shall not be in order in the Senate to consider 
any bill or resolution (or amendment, motion, or conference 
report on that bill or resolution) that would exceed any of 
the discretionary spending limits in section 251l(c) of the Bal- 
anced Budget and Emergency Deficit Control Act of 1985. 

“(2) EXCEPTIONS.—This subsection shall not apply if a dec- 
laration of war by the Congress is in effect or if a joint resolution 
pursuant to section 258 of the Balanced Budget and Emergency 
Deficit Control Act of 1985 has been enacted. 

“(c) MAXIMUM DEFICIT AMOUNT POINT OF ORDER IN THE SEN- 
ATE.—It shall not be in order in the Senate to consider any concur- 
rent resolution on the budget for a fiscal year, or to consider 
any amendment to that concurrent resolution, or to consider a 
conference report on that concurrent resolution, if— 

“(1) the level of total outlays for the first fiscal year set 
forth in that concurrent resolution or conference report exceeds; 
or 
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“(2) the adoption of that amendment would result in a 

level of total outlays for that fiscal year that exceeds; 
the recommended level of Federal revenues for that fiscal year, 
by an amount that is greater than the maximum deficit amount, 
if any, specified in the Balanced Budget and Emergency Deficit 
Control Act of 1985 for that fiscal year. 

“(d) TIMING OF POINTS OF ORDER IN THE SENATE.—A point 
of order under this Act may not be raised against a bill, resolution, 
amendment, motion, or conference report while an amendment or 
motion, the adoption of which would remedy the violation of this 
Act, is pending before the Senate. 

“(e) POINTS OF ORDER IN THE SENATE AGAINST AMENDMENTS 
BETWEEN THE HOUSES.—Each provision of this Act that establishes 
a point of order against an amendment also establishes a point 
of order in the Senate against an amendment between the Houses. 
If a point of order under this Act is raised in the Senate against 
an amendment between the Houses and the point of order is sus- 
tained, the effect shall be the same as if the Senate had disagreed 
to the amendment. 

“(f) EFFECT OF A POINT OF ORDER IN THE SENATE.—In the 
Senate, if a point of order under this Act against a bill or resolution 
is sustained, the Presiding Officer shall then recommit the bill 
or resolution to the committee of appropriate jurisdiction for further 
consideration.”. 

(b) TECHNICAL AND CONFORMING AMENDMENTS.— 

(1) IN GENERAL.—Section 313 of the Congressional Budget 
Act of 1974 is amended— 

(A) by striking “(c) When” and inserting “(d) CoNn- 

FERENCE REPORTS.—When”; and 

(B) by striking subsection (e) and redesignating sub- 

section (d) as subsection (e). 

(2) TABLE OF CONTENTS.—The item relating to section 312 
in the table of contents set forth in section 1(b) of the Congres- 
sional Budget and Impoundment Control Act of 1974 is amend- 
ed by striking “Effect of points” and inserting “Determinations 
and points”. 


SEC. 10114. ADJUSTMENTS. 


(a) IN GENERAL.—Title III of the Congressional Budget Act 
of 1974 is amended by adding at the end the following new section: 


“ADJUSTMENTS 


“SEC. 314. (a) ADJUSTMENTS.— 

“(1) IN GENERAL.—After the reporting of a bill or joint 
resolution, the offering of an amendment thereto, or the submis- 
sion of a conference report thereon, the chairman of the 
Committee on the Budget of the House of Representatives 
or the Senate shall make the adjustments set forth in para- 
graph (2) for the amount of new budget authority in that 
measure (if that measure meets the requirements set forth 
in subsection (b)) and the outlays flowing from that budget 
authority. 

“(2) MATTERS TO BE ADJUSTED.—The adjustments referred 
to in paragraph (1) are to be made to— 

“(A) the discretionary spending limits, if any, set forth 
in the appropriate concurrent resolution on the budget; 
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“(B) the allocations made pursuant to the appropriate 
concurrent resolution on the budget pursuant to section 
302(a); and 

“(C) the budgetary aggregates as set forth in the appro- 
priate concurrent resolution on the budget. 

“(b) AMOUNTS OF ADJUSTMENTS.—The adjustment referred to 
in subsection (a) shall be— 

“(1) an amount provided and designated as an emergency 
requirement pursuant to section 251(b\(2\A) or 252(e) of the 
Selena Budget and Emergency Deficit Control Act of 1985; 

“(2) an amount provided for continuing disability reviews 
subject to the limitations in section 251(b\2\C) of that Act; 

“(3) for any fiscal year through 2002, an amount provided 
that is the dollar equivalent of the Special Drawing Rights 
with respect to— 

“(A) an increase in the United States quota as part 
of the International Monetary Fund Eleventh General 
Review of Quotas (United States Quota); or 

“(B) any increase in the maximum amount available 
to the Secretary of the Treasury pursuant to section 17 
of the Bretton Woods Agreements Act, as amended from 
time to time (New Arrangements to Borrow); 

“(4) an amount provided not to exceed $1,884,000,000 for 
the period of fiscal years 1998 through 2000 for arrearages 
for international organizations, international peacekeeping, and 
multilateral development banks; or 

“(5) an amount provided for an earned income tax credit 
compliance initiative but not to exceed— 

“(A) with respect to fiscal year 1998, $138,000,000 in 
new budget authority; 

“(B) with respect to fiscal year 1999, $143,000,000 in 
new budget authority; 

“(C) with respect to fiscal year 2000, $144,000,000 in 
new budget authority; 

“(D) with respect to fiscal year 2001, $145,000,000 
in new budget authority; and 

“(E) with respect to fiscal year 2002, $146,000,000 in 
new budget authority. 

“(c) APPLICATION OF ADJUSTMENTS.—The adjustments made 
pursuant to subsection (a) for legislation shall— 
“(1) apply while that legislation is under consideration; 
“(2) take effect upon the enactment of that legislation; 
and 
“(3) be published in the Congressional Record as soon as_ Congressional 
practicable. Record, 
“(d) REPORTING REVISED SUBALLOCATIONS.—Following any Publication. 
adjustment made under subsection (a), the Committees.on Appro- 
priations of the Senate and the House of Representatives may 
report appropriately revised suballocations under section 302(b) 
to carry out this section. 

“(e) DEFINITIONS FOR CDRs.—As used in subsection (b)(2)— 

“(1) the term ‘continuing disability reviews’ shall have the 
same meaning as provided in section 251(b\2\C\ii) of the 
Balanced Budget and Emergency Deficit Control Act of 1985; 
and 

“(2) the term ‘new budget authority’ shall have the same 
meaning as the term ‘additional new budget authority’ and 
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2 USC 645a 


2 USC 651 


the term ‘outlays’ shall have the same meaning as ‘additional 

outlays’ in that section.”. 

(b) TABLE OF CONTENTS.—The table of contents set forth in 
section 1(b) of the Congressional Budget and Impoundment Control 
Act of 1974 is amended by adding after the item relating to section 
313 the following new item: 

“Sec. 314. Adjustments.”. 


SEC. 10115. EFFECT OF ADOPTION OF A SPECIAL ORDER OF BUSINESS 
IN THE HOUSE OF REPRESENTATIVES. 


(a) EFFECT OF POINTS OF ORDER.—Title III of the Congressional 
Budget Act of 1974 is amended by adding after section 314 the 
following new section: 


“EFFECT OF ADOPTION OF A SPECIAL ORDER OF BUSINESS IN THE 
HOUSE OF REPRESENTATIVES 


“Sec. 315. For purposes of a reported bill or joint resolution 
considered in the House of Representatives pursuant to a special 
order of business, the term ‘as reported’ in this title or title IV 
shall be considered to refer to the text made in order as an original 
bill or joint resolution for the purpose of amendment or to the 
text on which the previous question is ordered directly to passage, 
as the case may be.”. 

(b) CONFORMING AMENDMENT.—The table of contents set forth 
in section 1(b) of the Congressional Budget and Impoundment Con- 
trol Act of 1974 is amended by adding after the item relating 
to section 314 the following new item: 


“Sec. 315. Effect of adoption of a special order of business in the House of Represent- 
atives.” 


SEC. 10116. AMENDMENT TO SECTION 401 AND REPEAL OF SECTION 
402. 


(a) SECTION 401.— 

(1) CONTROLS.—Section 401 of the Congressional Budget 
Act of 1974 is amended by— 

(A) striking the heading and inserting the following: 


“BUDGET-RELATED LEGISLATION NOT SUBJECT TO APPROPRIATIONS”; 
and 


(B) striking subsection (a) and inserting the following: 

“(a) CONTROLS ON CERTAIN BUDGET-RELATED LEGISLATION NOT 
SUBJECT TO APPROPRIATIONS.—It shall not be in order in either 
the House of Representatives or the Senate to consider any bill 
or joint resolution (in the House of Representatives only, as 
reported), amendment, motion, or conference report that provides— 

“(1) new authority to enter into contracts under which 
the United States is obligated to make outlays; 

“(2) new authority to incur indebtedness (other than indebt- 
edness incurred under chapter 31 of title 31 of the United 
States Code) for the repayment of which the United States 
is liable; or 

“(3) new credit authority; 

unless that bill, joint resolution, amendment, motion, or conference 
report also provides that the new authority is to be effective for 
any fiscal year only to the extent or in the amounts provided 
in advance in appropriation Acts.”. 
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(2) POINT OF ORDER.—Section 401(b) of the Congressional 
Budget Act of 1974 is amended— 2 USC 651. 

(A) by inserting “new” before “entitlement” in the head- 
ing; 

(B) by striking paragraph (1) and inserting the follow- 
ing: 

“(1) POINT OF ORDER.—It shall not be in order in either 
the House of Representatives or the Senate to consider any 
bill or joint resolution (in the House of Representatives only, 
as reported), amendment, motion, or conference report that 
provides new entitlement authority that is to become effective 
during the current fiscal year.”; and 

(C) in paragraph (2)— 

(i) by striking “new spending authority described 
in subsection (c)(2)(C)” and inserting “new entitlement 
authority”; and 

(ii) by striking “of that House” and inserting “of 
the Senate or may then be referred to the Committee 
on Appropriations of the House, as the case may be,”. 

(3) DEFINITIONS.—Section 401 of the Congressional Budget 
Act of 1974 is amended by striking subsection (c). 

(4) EXCEPTIONS.—Section 401(d) of the Congressional 
Budget Act of 1974 is amended— 

(A) in paragraph (1), by striking “new spending author- 
ity if the Guinot authority for outlays which result from 
such new spending authority is derived” and inserting “new 
authority described in those subsections if outlays from 
that new authority will flow’; 

(B) by striking paragraph (2) and redesignating para- 
graph (3) as paragraph (2); and 

(C) in paragraph (2), as redesignated, by striking “new 
spending authority” and inserting “new authority described 
in those subsections”. 

(5) REDESIGNATION.—Subsection (d) of section 401 of the 
Congressional Budget Act of 1974 is redesignated as subsection 
(Cc). 

(6) CONFORMING AMENDMENTS.—{A) Clause 1(b)(4) of rule 
X of the Rules of the House of Representatives is amended 
to read as follows: 

“(4) The amount of new authority to enter into contracts 
under which the United States is obligated to make outlays, 
the budget authority for which is not provided in advance 
by appropriation Acts; new authority to incur indebtedness 
(other than indebtedness in incurred under chapter 31 of title 
31 of the United States Code) for the repayment of which 
the United States is liable, the budget authority for which 
is not provided in advance by appropriation Acts; new entitle- 
ment authority as defined in section 3(9) of the Congressional 
Budget Act of 1974, including bills and resolutions (reported 
by other committees) which provide new entitlement authority 
as defined in section 3(9) of the Congressional Budget Act 
of 1974 and are referred to the committee under clause 4(a); 
authority to forego the collection by the United States of propri- 
etary offsetting receipts, the budget authority for which is 
not provided in advance by appropriation Acts to offset such 
foregone receipts; and authority to make payments by the 
United States (including loans, grants, and payments from 
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revolving funds) other than those covered by this subparagraph, 
the budget authority for which is not provided in advance 
by appropriation Acts.”. 

CB) Clause 4(aX2) of rule X of the Rules of the House 
of Representatives is amended by striking “new spending 
authority described in section 401(cX2XC)” and inserting “new 
entitlement authority as defined in section 3(9)” and by strikin 
“total amount of new spending authority” and inserting “tota 
amount of new entitlement authority”. 

(C) Clause 2(1X3) of rule XI of the Rules of the House 
of Representatives is amended by striking “new spending 
authority as described in section 401(cX2)” and by inserting 
“new entitlement authority as defined in section 3(9)”. 

(b) REPEALER OF SECTION 402.—Section 402 of the Congres- 


sional Budget Act of 1974 is repealed. 


“Sec. 


(c) CONFORMING AMENDMENTS.— 

(1) REDESIGNATION.—Sections 403 through 407 of the 
Congressional Budget Act of 1974 are redesignated as sections 
402 through 406, respectively. 

(2) GAO ANALYsIS.—Section 404 (as redesignated) of the 
Congressional Budget Act of 1974 is amended by strikin 
“spending authority as described by section 401(c2) and which 
provide permanent appropriations,” and inserting “mandatory 
spending”. 

(3) TABLE OF CONTENTS.—The table of contents set forth 
in section 1(b) of the Congressional Budget and Impoundment 
Control Act of 1974 is amended by— 

(A) striking the item for section 401 and inserting 
the following: 
401. Budget-related legislation not subject to appropriations.”; and 


(B) striking the item relating to section 402 and 
redesignating the items relating to sections 403 through 
407 as the items relating to sections 402 through 406, 
respectively. 

(4) CONFORMING AMENDMENTS.—{A) Clause 2(13) of rule 
XI of the Rules of the House of Representatives is amended 
by striking “section 403” and inserting “section 402”. 

(B) Clause 7(d) of rule XIII of the Rules of the House 
of Representatives is amended by striking “section 403” and 
inserting “section 402”. 


SEC. 10117. AMENDMENTS TO TITLE V. 


(a) SECTION 502.—Section 502 of the Federal Credit Reform 


Act of 1990 is amended as follows: 


(1) In the second sentence of paragraph (1), insert “and 
financing arrangements that defer payment for more than 90 
days, including the sale of a government asset on credit terms” 
before the period. 

(2) In paragraph (5XA), insert “or modification thereof” 
before the first comma. 

(3) In pa aph (5), strike subparagraphs (B) and (C) 
and insert the following: 

“(B) The cost of a direct loan shall be the net present 
value, at the time when the direct loan is disbursed, of the 
following estimated cash flows: 

“(i) loan disbursements; 
“(ii) repayments of principal; and 
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“(iii) payments of interest and other payments by or 
to the Government over the life of the loan after adjusting 
for estimated defaults, prepayments, fees, penalties, and 
other recoveries; 

including the effects of changes in loan terms resulting from 
the exercise by the borrower of an option included in the 
loan contract. 

“(C) The cost of a loan guarantee shall be the net present 
value, at the time when the guaranteed loan is disbursed, 
of the following estimated cash flows: 

“(i) payments by the Government to cover defaults 
and delinquencies, interest subsidies, or other payments; 
and 

“(ii) payments to the Government including origination 
and other fees, penalties and recoveries; 

including the effects of changes in loan terms resulting from 
the exercise by the guaranteed lender of an option included 
in the loan guarantee contract, or by the borrower of an option 
included in the guaranteed loan contract.”. 

(4) In paragraph (5), amend subparagraph (D) to read 
as follows: 

“(D) The cost of a modification is the difference between 
the current estimate of the net present value of the remaining 
cash flows under the terms of a direct loan or loan guarantee 
contract, and the current estimate of the net present value 
of the remaining cash flows under the terms of the contract, 
as modified.”. 

(5) In paragraph (5)(E), insert “the cash flows of” after 

“tor. 

(6) In paragraph (5), by adding at the end the following: 

“(F) When funds are obligated for a direct loan or loan 
guarantee, the estimated cost shall be based on the current 
assumptions, adjusted to incorporate the terms of the loan 
contract, for the fiscal year in which the funds are obligated.”. 

(7) Redesignate paragraph (9) as paragraph (11) and after 
paragraph (8) add the following new paragraphs: 

“(9) The term ‘modification’ means any Government action 
that alters the estimated cost of an outstanding direct loan 
(or direct loan obligation) or an outstanding loan guarantee 
(or loan guarantee commitment) from the current estimate 
of cash flows. This includes the sale of loan assets, with or 
without recourse, and the purchase of guaranteed loans. This 
also includes any action resulting from new legislation, or from 
the exercise of administrative discretion under existing law, 
that directly or indirectly alters the estimated cost of outstand- 
ing direct loans (or direct loan obligations) or loan guarantees 
(or loan guarantee commitments) such as a change in collection 
procedures. 

“(10) The term ‘current’ has the same meaning as in section 
250(c\9) of the Balanced Budget and Emergency Deficit Control 
Act of 1985.”. 

(b) SECTION 504.—Section 504 of the Federal Credit Reform 
Act of 1990 is amended as follows: 2 USC 66 1c. 

(1) Amend subsection (b)(1) to read as follows: 

“(1) new budget authority to cover their costs is provided 
in advance in an appropriations Act;”. 
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(2) In subsection (b\2), strike “is enacted” and insert “has 
been provided in advance in an appropriations Act”. 

(3) In subsection (c), strike “Subsection (b)” and insert 
“Subsections (b) and (e)”. 

(4) In subsection (d)(1), strike “directly or indirectly alter 
the costs of outstanding direct loans and loan guarantees” 
and insert “modify outstanding direct loans (or direct loan 
obligations) or loan guarantees (or loan guarantee commit- 
ments)”. 

(5) Amend subsection (e) to read as follows: 

“(e) MODIFICATIONS.—An outstanding direct loan (or direct loan 


obligation) or loan guarantee (or loan guarantee commitment) shall 


not 


be modified in a manner that increases its costs unless budget 


authority for the additional cost has been provided in advance 
in an appropriations Act.”. 


Act 


(c) SECTION 505.—Section 505 of the Federal Credit Reform 
of 1990 is amended as follows: 

(1) In subsection (c), by inserting before the period at 
the end of the second sentence the following: “, except that 
the rate of interest charged by the Secretary on lending to 
financing accounts (including amounts treated as lending to 
financing accounts by the Federal Financing Bank (hereinafter 
in this subsection referred to as the ‘Bank’) pursuant to section 
406(b)) and the rate of interest paid to financing accounts 
on uninvested balances in financing accounts shall be the same 
as the rate determined pursuant to section 502(5)(E). For 
guaranteed loans financed by the Bank and treated as direct 
loans by a Federal agency pursuant to section 406(b), any 
fee or interest surcharge (the amount by which the interest 
rate charged exceeds the rate determined pursuant to section 
502(5)(E)) that the Bank charges to a private borrower pursuant 
to section 6(c) of the Federal Financing Bank Act of 1973 
shall be considered a cash flow to the Government for the 
purposes of determining the cost of the direct loan pursuant 
to section 502(5). All such amounts shall be credited to the 
appropriate financing account. The Bank is authorized to 
require reimbursement from a Federal agency to cover the 
administrative expenses of the Bank that are attributable to 
the direct loans financed for that agency. All such payments 
by an agency shall be considered administrative expenses sub- 
ject to section 504(g). This subsection shall apply to transactions 
related to direct loan obligations or loan guarantee commit- 
ments made on or after October 1, 1991”. 

(2) In subsection (c), by striking “supercede” and inserting 
“supersede”. 

(3) By amending subsection (d) to read as follows: 

“(d) AUTHORIZATION FOR LIQUIDATING ACCOUNTS.—1) Amounts 


in liquidating accounts shall be available only for payments result- 


ing 


from direct loan obligations or loan guarantee commitments 


made prior to October 1, 1991, for— 
“(A) interest payments and principal repayments to the 
Treasury or the Federal Financing Bank for amounts borrowed; 
“(B) disbursements of loans; 
“(C) default and other guarantee claim payments; 
“(D) interest supplement payments; 
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“(E) payments for the costs of foreclosing, managing, and 
selling collateral that are capitalized or routinely deducted 
from the proceeds of sales; 

“(F) payments to financing accounts when required for 
modifications; 

“(G) administrative expenses, if— 

“(i) amounts credited to the liquidating account would 

have been available for administrative expenses under a 

provision of law in effect prior to October 1, 1991; and 

“(ii) no direct loan obligation or loan guarantee commit- 
ment has been made, or any modification of a direct loan 

or loan guarantee has been made, since September 30, 

1991; or 

“(H) such other payments as are necessary for the liquida- 
tion of such direct loan obligations and loan guarantee commit- 
ments. 

“(2) Amounts credited to liquidating accounts in any year shall 
be available only for payments required in that year. Any unobli- 
gated balances in liquidating accounts at the end of a fiscal year 
shall be transferred to miscellaneous receipts as soon as practicable 
after the end of the fiscal year. 

“(3) If funds in liquidating accounts are insufficient to satisfy 
obligations and commitments of such accounts, there is hereby 
provided permanent, indefinite authority to make any payments 
required to be made on such obligations and commitments.”. 

(d) SECTION 506.—Section 506 of the Federal Credit Reform 
Act of 1990 is amended 

(1) by striking “(a) IN GENERAL.—”; 

(2) by striking “(1)” and inserting the following: 

“(a) IN GENERAL.—”; 

(3) by striking “(2) The” and inserting the following: 





2 USC 66le. 


“(b) Stupy.—The’; 
(4) by striking “(3)” and inserting the following: 
“(c) ACCESS TO DATA.—”; and 


(5) in subsection (c) (as redesignated) by striking “para- 
graph (2)” and inserting “subsection (b)”. 


SEC. 10118. REPEAL OF TITLE VI. 


(a) REPEALER.—Title VI of the Congressional Budget Act of 

1974 is repealed. 2 USC 665 et seq. 
(b) CONFORMING AMENDMENTS.—{1) The items relating to title 

VI of the table of contents set forth in section 1(b) of the Congres- 

sional Budget and Impoundment Control Act of 1974 are repealed. 
(2) Clause 4(h) of rule X of the Rules of the House of Representa- 

tives is amended by striking “section 302 or section 602 (in the 

case of fiscal years 1991 through 1995)” and inserting “section 

302”. 

SEC. 10119. AMENDMENTS TO SECTION 904. 


(a) CONFORMING AMENDMENT.—Section 904(a) of the Congres- 
sional Budget Act of 1974 is amended by striking “(except section 2 USC 621 note. 
905)” and by striking “V, and VI (except section 601(a))” and insert- 
ing “and V”. 

(b) WAIVERS.—Section 904(c) of the Congressional Budget Act 
of 1974 is amended to read as follows: 

“(c) WAIVERS.— 

“(1) PERMANENT.—Sections 305(b\(2), 305(cX4), 306, 
310(d\(2), 313, 904(c), and 904(d) of this Act may be waived 
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2 USC 621 note 


2 USC 621 note, 
632 note 


2 USC 69la 


2 USC 691c 


or suspended in the Senate only by the affirmative vote of 

three-fifths of the Members, duly chosen and sworn. 

“(2) TEMPORARY.—Sections 301(i), 302(c), 302(f), 310(g), 
31l(a), 312(b), and 312(c) of this Act and sections 258(a)(4)(C), 
258A(b\3CK1), 258B(f(1), 258B(h\1), 258(h\3), 258C(aX5), 
and 258C(b\1) of the Balanced Budget and Emergency Deficit 
Control Act of 1985 may be waived or suspended in the Senate 
only by the affirmative vote of three-fifths of the Members, 
duly chosen and sworn.”. 

(c) APPEALS.—Section 904(d) of the Congressional Budget Act 
of 1974 is amended to read as follows: 

“(d) APPEALS.— 

“(1) PROCEDURE.—Appeals in the Senate from the decisions 
of the Chair relating to any provision of title III or IV or 
section 1017 shall, except as otherwise provided therein, be 
limited to 1 hour, to be equally divided between, and controlled 
by, the mover and the manager of the resolution, concurrent 
resolution, reconciliation bill, or rescission bill, as the case 
may be. 

“(2) PERMANENT.—An affirmative vote of three-fifths of the 
Members, duly chosen and sworn, shall be required in the 
Senate to sustain an appeal of the ruling of the Chair on 
a point of order raised under sections 305(b)(2), 305(c)(4), 306, 
310(d)\(2), 313, 904(c), and 904(d) of this Act. 

“(3) TEMPORARY.—An affirmative vote of three-fifths of the 
Members, duly chosen and sworn, shall be required in the 
Senate to sustain an appeal of the ruling of the Chair on 
a point of order raised under sections 301(i), 302(c), 302(f), 
310(g), 311(a), 312(b), and 312(c) of this Act and sections 
258(aX4\C), 258A(b\3\CKI), 258B(f(1), 258B(h)\1), 258(h\3), 
258C(a)(5), and 258C(b)(1) of the Balanced Budget and Emer- 
gency Deficit Control Act of 1985.”. 

(d) EXPIRATION OF SUPERMAJORITY VOTING REQUIREMENTS.— 
Section 904 of the Congressional Budget Act of 1974 is amended 
by adding at the end the following: 

“(e) EXPIRATION OF CERTAIN SUPERMAJORITY VOTING REQUIRE- 
MENTS.—Subsections (c)(2) and (d)(3) shall expire on September 
30, 2002.”. 





SEC. 10120. REPEAL OF SECTIONS 905 AND 906. 


(a) REPEALER.—Sections 905 and 906 of the Congressional 
Budget Act of 1974 are repealed. 

(b) CONFORMING AMENDMENTS.—The table of contents set forth 
in section 1(b) of the Congressional Budget and Impoundment Con- 
trol Act of 1974 is amended by striking the items relating to 
sections 905 and 906. 


SEC. 10121. AMENDMENTS TO SECTIONS 1022 AND 1024. 


(a) SECTION 1022.—Section 1022(b\1\F) of the Congressional 
Budget and Impoundment Control Act of 1974 is amended by strik- 
ing “section 601” and inserting “section 251l(c) of the Balanced 
Budget and Emergency Deficit Control Act of 1985”. 

(b) SECTION 1024.—Section 1024(a)(1\B) of the Congressional 
Budget and Impoundment Control Act of 1974 is amended by strik- 
ing “section 601(a)\(2)” and inserting “section 251(c) of the Balanced 
Budget and Emergency Deficit Control Act of 1985”. 
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SEC. 10122. AMENDMENT TO SECTION 1026. 


Section 1026(7AXiv) of the Congressional Budget and 
Impoundment Control Act of 1974 is amended by striking “; and” 2USC 69le 
and inserting “; or”. 


SEC. 10123. SENATE TASK FORCE ON CONSIDERATION OF BUDGET 
MEASURES. 

(a) APPOINTMENT OF MEMBERS.—The Majority Leader and 
Minority Leader of the Senate shall each appoint 3 Senators to 
serve on a bipartisan task force to study the floor procedures 
for the consideration of budget resolutions and reconciliation bills 
in the Senate as provided in sections 305(b) and 310(e) of the 
Congressional Budget Act of 1974. 

(b) REPORT OF THE TASK FORCE.—The task force shall submit 
its report to the Senate not later than October 8, 1997. 


Subtitle B—Amendments to the Balanced 
Budget and Emergency Deficit Control 
Act of 1985 


SEC. 10201. PURPOSE. 2 USC 900 note 


The purpose of this subtitle is to extend discretionary spending 
limits and pay-as-you-go requirements. 


SEC. 10202. GENERAL STATEMENT AND DEFINITIONS. 


(a) GENERAL STATEMENT.—Section 250(b) of the Balanced 
Budget and Emergency Deficit Control Act of 1985 is amended 2 USC 900. 
by striking the first 2 sentences and inserting the following: “This 
part provides for budget enforcement as called for in House Concur- 
rent Resolution 84 (105th Congress, 1st session).”. 

(b) DEFINITIONS.—Section 250(c) of the Balanced Budget and 
Emergency Deficit Control Act of 1985 is amended— 

(1) in paragraph (1)— 

(A) by striking “(but including” through “amount’ ” 
and 
(B) by striking “section 601 of that Act as adjusted 

under sections 251 and 253” and inserting “section 251”; 

(2) by striking paragraph (4) and inserting the following: 

“(4) The term ‘category’ means the subsets of discretionary 
appropriations in section 251(c). Discretionary appropriations 
in each of the categories shall be those designated in the 
joint explanatory statement accompanying the conference report 
on the Balanced Budget Act of 1997. New accounts or activities 
shall be categorized only after consultation with the committees 
on Appropriations and the Budget of the House of Representa- 
tives and the Senate and that consultation shall, to the extent 
practicable, include written communication to such committees 
that affords such committees the opportunity to comment before 
official action is taken with respect to new accounts or activi- 
ties.”; 

(3) by striking paragraph (6) and inserting the following: 

“(6) The term ‘budgetary resources’ means new budget 
authority, unobligated balances, direct spending authority, and 
obligation limitations.”; 
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(4) in paragraph (9), by striking “submission of the fiscal 
year 1992 budget that are not included with a budget submis- 
sion” and inserting “that budget submission that are not 
included with it”; 

(5) in paragraph (14), by inserting “first 4” before “fiscal 
years” and by striking “through fiscal year 1995”; 

(6) by striking paragraphs (17) and (20) and by redesignat- 
ing paragraphs (18), (19), and (21) as paragraphs (17), (18), 
and (19), respectively; 

(7) in paragraph (17) (as redesignated), by striking “Omni- 
bus Budget Reconciliation Act of 1990” and inserting “Balanced 
Budget Act of 1997”; 

(8) in paragraph (18) (as redesignated), by striking all 
after “expenses” and inserting “the Federal deposit insurance 
agencies, and other Federal agencies supervising insured 
depository institutions, resulting from full funding of, and 
continuation of, the deposit insurance guarantee commitment 
in effect under current estimates.”; and 

(9) by striking paragraph (19) (as redesignated) and insert- 
ing the following: 

“(19) The term ‘asset sale’ means the sale to the public 
of any asset (except for those assets covered by title V of 
the Congressional Budget Act of 1974), whether physical or 
financial, owned in whole or in part by the United States.”. 


SEC. 10203. ENFORCING DISCRETIONARY SPENDING LIMITS. 


(a) EXTENSION THROUGH FISCAL YEAR 2002.—Section 251 of 


2 USC 901 the Balanced Budget and Emergency Deficit Control Act of 1985 
is amended— 


Reports 


(1) in the heading of subsection (a), by striking “Fiscal 
Years 1991—1998”; 

(2) in subsection (a\(3), by striking “(h)” both places it 
appears and inserting “(f)”; 

(3) by striking subsection (a)(7) and inserting the following: 

“(7) ESTIMATES. — 

“(A) CBO ESTIMATES.—As soon as practicable after 
Congress completes action on any discretionary appropria- 
tion, CBO, after consultation with the Committees on the 
Budget of the House of Representatives and the Senate, 
shall provide OMB with an estimate of the amount of 
discretionary new budget authority and outlays for the 
current year (if any) and the budget year provided by 
that legislation. 

“(B) OMB ESTIMATES AND EXPLANATION OF DIF- 
FERENCES.—Not later than 7 calendar days (excluding 
Saturdays, Sundays, and legal holidays) after the date 
of enactment of any discretionary appropriation, OMB shall 
transmit a report to the House of Representatives and 
to the Senate containing the CBO estimate of that legisla- 
tion, an OMB estimate of the amount of discretionary new 
budget authority and outlays for the current year (if any) 
and the budget year provided by that legislation, and an 
explanation of any difference between the 2 estimates. 
If during the preparation of the report OMB determines 
that there is a significant difference between OMB and 
CBO, OMB shall consult with the Committees on the 
Budget of the House of Representatives and the Senate 
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regarding that difference and that consultation shall 
include, to extent practicable, written communication to 
those committees that affords such committees the oppor- 
tunity to comment before the issuance of the report. 

“(C) ASSUMPTIONS AND GUIDELINES.—OMB estimates 
under this paragraph shall be made using current economic 
and technical assumptions. OMB shall use the OMB esti- 
mates transmitted to the Congress under this paragraph. 
OMB and CBO shall prepare estimates under this para- 
graph in conformance with scorekeeping guidelines deter- 
mined after consultation among the House and Senate 
Committees on the Budget, CBO, and OMB 

“(D) ANNUAL APPROPRIATIONS.—For purposes of this 
paragraph, amounts provided by annual appropriations 
shall include any new budget authority and outlays for 
the current year (if any) and the budget year in accounts 
for which funding is provided in that legislation that result 
from previously enacted legislation.”; 

(4) by striking subsection (b) and inserting the following: 
“(b) ADJUSTMENTS TO DISCRETIONARY SPENDING LIMITS 

“(1) PREVIEW REPORT.—When the President submits the 
budget under section 1105 of title 31, United States Code, 
OMB shall calculate and the budget shall include adjustments 
to discretionary spending limits (and those limits as cumula- 
tively adjusted) for the budget year and each outyear to reflect 
changes in concepts and definitions Such changes shall equal 
the baseline levels of new budget authority and outlays using 
up-to-date concepts and definitions minus those levels using 
the concepts and definitions in effect before such changes. Such 
changes may only be made after consultation with the commit- 
tees on Appropriations and the Budget of the House of Rep- 
resentatives and the Senate and that consultation shall include 
written communication to such committees that affords such 
committees the opportunity to comment before official action 
is taken with respect to such changes 

“(2) SEQUESTRATION REPORTS.—When OMB submits a 
sequestration report under section 254(e}, (f), or (g) for a fiscal 
year, OMB shall calculate, and the sequestration report and 
subsequent budgets submitted by the President under section 
1105(a) of title 31, United States Code, shall include adjust- 
ments to discretionary spending limits (and those limits as 
adjusted) for the fiscal year and each succeeding year through 
2002, as follows 

“(A) EMERGENCY APPROPRIATIONS.—If, for any fiscal 
year, appropriations for discretionary accounts are enacted 
that the President designates as emergency requirements 
and that the Congress so designates in statute, the adjust- 
ment shall be the total of such appropriations in discre- 
tionary accounts designated as emergency requirements 
and the outlays flowing in all fiscal years from such appro- 
priations. This subparagraph shal! not apply to appropria- 
tions to cover agricultural crop disaster assistance 

“(B) SPECIAL OUTLAY ALLOWANCE.—If, in any fiscal 
year, outlays for a category exceed the discretionary spend- 
ing limit for that category but new budget authority does 
not exceed its limit for that category (after application 
of the first step of a sequestration described in subsection 
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(a2), if necessary), the adjustment in outlays for a fiscal 
year is the amount of the excess but not to exceed 0.5 
percent of the sum of the adjusted discretionary spending 
limits on outlays for that fiscal year. 

“(C) CONTINUING DISABILITY REVIEWS.—{i) If a bill or 
joint resolution making appropriations for a fiscal year 
is enacted that specifies an amount for continuing disability 
reviews under the heading ‘Limitation on Administrative 
Expenses’ for the Social Security Administration, the 
adjustments for that fiscal year shall be the additional 
new budget authority provided in that Act for such reviews 
for that fiscal year and the additional outlays flowing from 
such amounts, but shall not exceed— 

“(I) for fiscal year 1998, $290,000,000 in additional 
new budget authority and $338,000,000 in additional 
outlays; 

“(II) for fiscal year 1999, $520,000,000 in additional 
new budget authority and $520,000,000 in additional 
outlays; 

“(III) for fiscal year 2000, $520,000,000 in addi- 
tional new budget authority and $520,000,000 in addi- 
tional outlays; 

“(IV) for fiscal year 2001, $520,000,000 in addi- 
tional new budget authority and $520,000,000 in addi- 
tional outlays; and 

“(V) for fiscal year 2002, $520,000,000 in additional 
new budget authority and $520,000,000 in additional 
outlays. 

“(ii) As used in this subparagraph— 

“(I) the term ‘continuing disability reviews’ means 
reviews or redeterminations as defined under section 
201(g 1A) of the Social Security Act and reviews 
and redeterminations authorized under section 211 of 
the Personal Responsibility and Work Opportunity Rec- 
onciliation Act of 1996; 

“(II) the term ‘additional new budget authority’ 
means the amount provided for a fiscal year, in excess 
of $200,000,000, in an appropriations Act and specified 
to pay for the costs of continuing disability reviews 
under the heading ‘Limitation on Administrative 
Expenses’ for the Social Security Administration; and 

“(III) the term ‘additional outlays’ means outlays, 
in excess of $200,000,000 in a fiscal year, flowing from 
the amounts specified for continuing disability reviews 
under the heading ‘Limitation on Administrative 
Expenses’ for the Social Security Administration, 
including outlays in that fiscal year flowing from 
amounts specified in Acts enacted for prior fiscal years 
(but not before 1996). 

“(D) ALLOWANCE FOR IMF.—If an appropriation bill or 
joint resolution is enacted for a fiscal year through 2002 
that includes an appropriation with respect to clause (i) 
or (ii), the adjustment shall be the amount of budget 
authority in the measure that is the dollar equivalent 
of the Special Drawing Rights with respect to— 
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“(i) an increase in the United States quota as 
part of the International Monetary Fund Eleventh Gen- 
eral Review of Quotas (United States Quota); or 

“(ii) any increase in the maximum amount avail- 
able to the Secretary of the Treasury pursuant to sec- 
tion 17 of the Bretton Woods Agreements Act, as 
amended from time to time (New Arrangements to 
Borrow). 

“(E) ALLOWANCE FOR INTERNATIONAL ARREARAGES.— 

“(i) ADJUSTMENTS.—If an appropriation bill or joint 
resolution is enacted for fiscal year 1998, 1999, or 
2000 that includes an appropriation for arrearages for 
international organizations, international peacekeep- 
ing, and multilateral development banks for that fiscal 
year, the adjustment shall be the amount of budget 
authority in that measure and the outlays flowing 
in all fiscal years from that budget authority. 

“(ii) LIMITATIONS.—The total amount of adjust- 
ments made pursuant to this subparagraph for the 
period of fiscal years 1998 through 2000 shall not 
exceed $1,884,000,000 in budget authority. 

“(F) EITC COMPLIANCE INITIATIVE.—If an appropriation 
bill or joint resolution is enacted for a fiscal year that 
includes an appropriation for an earned income tax credit 
compliance initiative, the adjustment shall be the amount 
of budget authority in that measure for that initiative 
and the outlays flowing in all fiscal years from that budget 
authority, but not to exceed— 

“(i) with respect to fiscal year 1998, $138,000,000 
in new budget authority and $131,000,000 in outlays; 

“(ii) with respect to fiscal year 1999, $143,000,000 
in new budget authority and $143,000,000 in outlays; 

“(iii) with respect to fiscal year 2000, $144,000,000 
in new budget authority and $144,000,000 in outlays; 

“(iv) with respect to fiscal year 2001, $145,000,000 
in 2 budget authority and $45,000,000 in outlays; 
an 

“(v) with respect to fiscal year 2002, $146,000,000 
in new budget authority and $146,000,000 in outlays.”. 

(b) SHIFTING OF DISCRETIONARY SPENDING LIMITS INTO THE 
BALANCED BUDGET AND EMERGENCY DEFICIT CONTROL ACT OF 
1985.—Section 251 of the Balanced Budget and Emergency Deficit 
Control Act of 1985 is amended by adding at the end the following 2 USC 901. 
new subsection: 

“(c) DISCRETIONARY SPENDING LIMIT.—As used in this part, 
the term ‘discretionary spending limit’ means— 

“(1) with respect to fiscal year 1997, for the discretionary 
category, the current adjusted limits of new budget authority 
and outlays; 

“(2) with respect to fiscal year 1998— 

“(A) for the defense category: $269,000,000,000 in new 
budget authority and $266,823,000,000 in outlays; 

“(B) for the nondefense category: $252,357,000,000 in 
new budget authority and $282,853,000,000 in outlays; and 

“(C) for the violent crime reduction category: 
$5,500,000,000 in new budget authority and $3,592,000,000 
in outlays; 
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2 USC 901a. 


2 USC 900. 


2 USC 902 





“(3) with respect to fiscal year 1999— 
“(A) for the defense category: $271,500,000,000 in new 
budget authority and $266,518,000,000 in outlays; 
“(B) for the nondefense category: $255,699,000,000 in 
new budget authority and $287,850,000,000 in outlays; and 
“(C) for the violent crime reduction category: 
$5,800,000,000 in new budget authority and $4,953,000,000 
in outlays; 
“(4) with respect to fiscal year 2000— 
“(A) for the discretionary category: $532,693,000,000 
in new budget authority and $558,711,000,000 in outlays; 
and 
“(B) for the violent crime reduction category: 
$4,500,000,000 in new budget authority and $5,554,000,000 
in outlays; 
“(5) with respect to fiscal year 2001, for the discretionary 
category: $542,032,000,000 in new budget authority and 
$564,396 ,000,000 in outlays; and 
“(6) with respect to fiscal year 2002, for the discretionary 
category: $551,074,000,000 in new budget authority and 
$560,799 ,000,000 in outlays; 
as adjusted in strict conformance with subsection (b).”. 

(c) REPEAL OF DUPLICATIVE PROVISIONS.—Sections 201, 202, 
204(b), 206, and 211 of House Concurrent Resolution 84 (105th 
Congress) are repealed. 


SEC. 10204. VIOLENT CRIME REDUCTION SPENDING. 


(a) SEQUESTRATION REGARDING VIOLENT CRIME REDUCTION 
SPENDING.— 

(1) REPEAL.—Section 251A of the Balanced Budget and 
Emergency Deficit Control Act of 1985 is repealed. 

(2) TABLE OF CONTENTS.—The item relating to section 251A 
in the table contents set forth in section 250(a) of the Balanced 
Budget and Emergency Deficit Control Act of 1985 is repealed. 
(b) CONFORMING AMENDMENT.—Section 310002 of Public Law 

103-322 (42 U.S.C. 14212) is repealed. 


SEC. 10205. ENFORCING PAY-AS-YOU-GO. 


Section 252 of the Balanced Budget and Emergency Deficit 
Control Act of 1985 is amended— 

(1) by striking subsections (a) and (b) and inserting the 
following: 

“(a) PURPOSE.—The purpose of this section is to assure that 
any legislation enacted before October 1, 2002, affecting direct 
spending or receipts that increases the deficit will trigger an offset- 
ting sequestration. 

“(b) SEQUESTRATION. — 

“(1) TIMING.—Not later than 15 calendar days after the 
date Congress adjourns to end a session and on the same 
day as a sequestration (if any) under section 251 or 253, there 
shall be a sequestration to offset the amount of any net deficit 
increase caused by all direct spending and receipts legislation 
enacted before October 1, 2002, as calculated under paragraph 
(2). 

“(2) CALCULATION OF DEFICIT INCREASE.—OMB shall cal- 
culate the amount of deficit increase or decrease by adding— 
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“(A) all OMB estimates for the budget year of direct 
spending and receipts legislation transmitted under sub- 
section (d); 

“(B) the estimated amount of savings in direct spending 
programs applicable to budget year resulting from the prior 
year’s sequestration under this section or section 253, if 
any, as published in OMB’s final sequestration report for 
that prior year; and 

“(C) any net deficit increase or decrease in the current 
year resulting from all OMB estimates for the current 
year of direct spending and receipts legislation transmitted 
under subsection (d) that were not reflected in the final 
OMB sequestration report for the current year.”; 

(2) by amending subsection (c1)(B), by inserting “and 
direct” after “guaranteed”; 

(3) by amending subsection (d) to read as follows: 

“(d) ESTIMATES.— 

“(1) CBO ESTIMATES.—As soon as practicable after Congress 
completes action on any direct spending or receipts legislation, 
CBO shall provide an estimate to OMB of that legislation. 

“(2) OMB ESTIMATES.—Not later than 7 calendar days 
(excluding Saturdays, Sundays, and legal holidays) after the 
date of enactment of any direct spending or receipts legislation, 
OMB shall transmit a report to the House of Representatives 
and to the Senate containing— 

“(A) the CBO estimate of that legislation; 

“(B) an OMB estimate of that legislation using current 
economic and technical assumptions; and 

“(C) an explanation of any difference between the 2 
estimates. 

“(3) SIGNIFICANT DIFFERENCES.—If during the preparation 
of the report under paragraph (2) OMB determines that there 
is a significant difference between the OMB and CBO estimates, 
OMB shall consult with the Committees on the Budget of 
the House of Representatives and the Senate regarding that 
difference and that consultation, to the extent practicable, shall 
include written communication to such committees that affords 
such committees the opportunity to comment before the issu- 
ance of that report. 

“(4) SCOPE OF ESTIMATES.—The estimates under this section 
shall include the amount of change in outlays or receipts for 
the current year (if applicable), the budget year, and each 
outyear excluding any amounts resulting from— 

“(A) full funding of, and continuation of, the deposit 
insurance guarantee commitment in effect under current 
estimates; and . 

“(B) emergency provisions as designated under sub- 
section (e). 

“(5) SCOREKEEPING GUIDELINES.—OMB and CBO, after con- 
sultation with each other and the Committees on the Budget 
of the House of Representatives and the Senate, shall— 

“(A) determine common scorekeeping guidelines; and 

“(B) in conformance with such guidelines, prepare esti- 
mates under this section.”; and 
(4) in subsection (e), by striking “, for any fiscal year 

from 1991 through 1998,” and by striking “through 1995”. 
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SEC. 10206. REPORTS AND ORDERS. 


Section 254 of the Balanced Budget and Emergency Deficit 
2 USC 904 Control Act of 1985 is amended— 

(1) by striking subsection (c) and redesignating subsections 
(d) through (k) as (c) through (j), respectively; 

(2) in subsection (c) (as redesignated), by striking “1998” 
and inserting “2002”: 

(3) in subsection (d) (as redesignated), by striking “(h)” 
and inserting “(f)”; 

(4A) in subsection (f((2A) (as redesignated), by striking 
“1998” and inserting “2002”; 

(B) in subsection (f3) (as redesignated), by striking 
“through 1998”; and 

(C) by striking subsection (f(4) (as redesignated) and by 
redesignating paragraphs (5) and (6) of that subsection as para- 
graphs (4) and (5), respectively; and 

(5) in subsection (g) (as redesignated), by striking “(g)” 
each place it appears and inserting “(f)”. 


SEC. 10207. EXEMPT PROGRAMS AND ACTIVITIES. 


(a) VETERANS PROGRAMS.—Section 255(b) of the Balanced 
2 USC 905 Budget and Emergency Deficit Control Act of 1985 is amended 
as follows: 

(1) In the item relating to Veterans Insurance and Indem- 
nity, strike “Indemnity” and insert “Indemnities”. 

(2) In the item relating to Veterans’ Canteen Service 
Revolving Fund, strike “Veterans’”. 

(3) In the item relating to Benefits under chapter 21 of 
title 38, strike “(36-0137-0—1-702)” and insert “(36—0120—0- 
1-701)”. 

(4) In the item relating to Veterans’ compensation, strike 
“Veterans’ compensation” and insert “Compensation”. 

(5) In the item relating to Veterans’ pensions, strike “Veter- 
ans’ pensions” and insert “Pensions”. 

(6) After the last item, insert the following new items: 

“Benefits under chapter 35 of title 38, United States Code, 
related to educational assistance for survivors and dependents 
of certain veterans with service-connected disabilities (36—0137- 
0—1-—702); 

“Assistance and services under chapter 31 of title 38, 
United States Code, relating to training and rehabilitation for 
certain veterans with service-connected disabilities (36—0137- 
0-1-702); 

“Benefits under subchapters I, II, and III of chapter 37 
of title 38, United States Code, relating to housing loans for 
certain veterans and for the spouses and surviving spouses 
of certain veterans Guaranty and Indemnity Program Account 
(36—-1119—0—1-704); 

“Loan Guaranty Program Account (36—1025—0—1-—704); and 

“Direct Loan Program Account (36—1024—0—-1-—704).”. 

(b) CERTAIN PROGRAM BASES.—Section 255(f) of the Balanced 
Budget and Emergency Deficit Control Act of 1985 is amended 
to read as follows: 

“(f) OPTIONAL EXEMPTION OF MILITARY PERSONNEL.— 





PUBLIC LAW 105-33—AUG. 5, 1997 111 STAT. 705 


“(1) IN GENERAL.—The President may, with respect to any 
military personnel account, exempt that account from seques- 
tration or provide for a lower uniform percentage reduction 
than would otherwise apply. 

“(2) LIMITATION.—The President may not use the authority 
provided by paragraph (1) unless the President notifies the 
Congress of the manner in which such authority will be exer- 
cised on or before the date specified in section 254(a) for the 
budget year.”. 

(c) OTHER PROGRAMS AND ACTIVITIES.—(1) Section 255(g)(1)(A) 
of the Balanced Budget Emergency Deficit Control Act of 1985 2USC 905 
is amended as follows: 

(A) After the first item, insert the following new item: 

“Activities financed by voluntary payments to the 

Government for goods or services to be provided for such 

payments;”. 

(B) Strike “Thrift Savings Fund (26—-8141—0—7-602);”. 

(C) In the first item relating to the Bureau of Indian 
Affairs, insert “Indian land and water claims settlements and” 
after the comma. 

(D) In the second item relating to the Bureau of Indian 
Affairs, strike “miscellaneous” and insert “Miscellaneous” and 
strike “, tribal trust funds”. 

(E) Strike “Claims, defense (97—0102—0-—1—051);”. 

(F) In the item relating to Claims, judgments, and relief 
acts, strike “806” and insert “808”. 

(G) Strike “Coinage profit fund (20-5811—0—2-803);”. 

(H) Insert “Compact of Free Association (14—0415—0-1- 
808);” after the item relating to the Claims, judgments, and 
relief acts. 

(I) Insert “Conservation Reserve Program (12—2319-0-1- 
302);” after the item relating to the Compensation of the Presi- 
dent. 

(J) In the item relating to the Customs Service, strike 
“852” and insert “806”. 

(K) In the item relating to the Comptroller of the Currency, 
insert “, Assessment funds (20—-8413—0—8-—373)” before the semi- 
colon. 

(L) Strike “Director of the Office of Thrift Supervision;”. 

(M) Strike “Eastern Indian land claims settlement fund 
(14—2202—0—1-806);”. 

(N) After the item relating to the Exchange stabilization 
fund, insert the following new items: 

“Farm Credit Administration, Limitation on Adminis- 

trative Expenses (78-413 1—0—3-—35 1); 

“Farm Credit System Financial Assistance Corpora- 
tion, interest payment (20—1850—0-1-908);”. _ 

(O) Strike “Federal Deposit Insurance Corporation;”. 

(P) In the first item relating to the Federal Deposit Insur- 
ance Corporation, insert “(51-4064—0-3-373)” before the semi- 
colon. 

(Q) In the second item relating to the Federal Deposit 
Insurance Corporation, insert “(51-4065—0—3-373)” before the 
semicolon. 

(R) In the third item relating to the Federal Deposit Insur- 
ance Corporation, insert “(51-4066—0—3-373)” before the semi- 
colon. 
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(S) In the item relating to the Federal Housing Finance 
Board, insert “(95-4039-0—3-37 1)” before the semicolon. 

(T) In the item relating to the Federal payment to the 
railroad retirement account, strike “account” and _ insert 
“accounts”. 

(U) In the item relating to the health professions graduate 
student loan insurance fund, insert “program account” after 
“fund” and strike “(Health Education Assistance Loan Program) 
(75-4305—0-3-553)” and insert “(75—0340—0-1-552)”. 

(V) In the item relating to Higher education facilities, strike 
“and insurance”. 

(W) In the item relating to Internal revenue collections 
for Puerto Rico, strike “852” and insert “806”. 

(X) Amend the item relating to the Panama Canal Commis- 
sion to read as follows: 

“Panama Canal Commission, Panama Canal Revolving 

Fund (95-406 1-—0-3—403);”. 

(Y) In the item relating to the Medical facilities guarantee 
and loan fund, strike “(75-4430—0-3-551)” and insert “(75- 
993 1—-0-3-550)”. 

(Z) In the first item relating to the National Credit Union 
Administration, insert “operating fund (25-4056—0-3-373)” 
before the semicolon. 

(AA) In the second item relating to the National Credit 
Union Administration, strike “central” and insert “Central” and 
insert “(25-4470—0—3-—373)” before the semicolon. 

(BB) In the third item relating to the National Credit 
Union Administration, strike “credit” and insert “Credit” and 
insert “(25-4468—0—-3-—373)” before the semicolon. 

(CC) After the third item relating to the National Credit 
Union Administration, insert the following new item: 

“Office of Thrift Supervision (20-4108—0—3-373);”. 

(DD) In the item relating to Payments to health care trust 
funds, strike “572” and insert “571”. 

(EE) Strike “Compact of Free Association, economic assist- 
ance pursuant to Public Law 99-658 (14—0415—0-1-806);”. 

(FF) In the item relating to Payments to social security 
trust funds, strike “571” and insert “651”. 

(GG) Strike “Payments to state and local government fiscal 
assistance trust fund (20-2111—0—1-851);”. 

(HH) In the item relating to Payments to the United States 
territories, strike “852” and insert “806”. 

(II) Strike “Resolution Funding Corporation;”. 

(JJ) In the item relating to the Resolution Trust Corpora- 
tion, insert “Revolving Fund (22—-4055—-0—-3-373)” before the 
semicolon. 

(KK) After the item relating to the Tennessee Valley 
Authority funds, insert the following new items: 

“Thrift Savings Fund; 
“United States Enrichment Corporation (95—4054—0— 

3-271); 

“Vaccine Injury Compensation (75—0320—0—1-55 1); 
“Vaccine Injury Compensation Program Trust Fund 

(20-8175—0-7-55 1);”. 

(2) Section 255(g\ 1B) of the Balanced Budget and Emergency 


Deficit Control Act of 1985 is amended as follows: 
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(A) Strike “The following budget” and insert “The following 
Federal retirement and disability”. 

(B) In the item relating to Black lung benefits, strike 
“lung benefits” and insert “Lung Disability Trust Fund”. 

(C) In the item relating to the Court of Federal Claims 
Court Judges’ Retirement Fund, strike “Court of Federal”. 

(D) In the item relating to Longshoremen’s compensation 
benefits, insert “Special workers compensation expenses,” before 
“Longshoremen’s”. 

(E) In the item relating to Railroad retirement tier II, 
strike “retirement tier II” and insert “Industry Pension Fund”. 
(3) Section 255(g)(2) of the Balanced Budget and Emergency 

Deficit Control Act of 1985 is amended as follows: 2 USC 905. 

(A) Strike the following items: 

“Agency for International Development, Housing, and 
other credit guarantee programs (72—4340—0-—3-151); 
“Agricultural credit insurance fund (12—4140-0-1- 

351);”. 

(B) In the item relating to Check forgery, strike “Check” 
and insert “United States Treasury check”. 

(C) Strike “Community development grant loan guarantees 
(86—0162—0—1—451);”. 

(D) After the item relating to the United States Treasury 
Check forgery insurance fund, insert the following new item: 

“Credit liquidating accounts;”. 

(E) Strike the following items: 

“Credit union share insurance fund (25—4468—0-3- 

371);”. 

“Economic development revolving fund (13-4406—0—3- 

452);”. 

“Export-Import Bank of the United States, Limitation 
of program activity (83-4027—0—3-155);”. 
“Federal Deposit Insurance Corporation (51—-8419-0— 

8-371);”. 

“Federal Housing Administration fund (86—4070—0-3- 

371);”. 
“Federal ship financing fund (69-430 1—0—3-—403);”. 
“Federal ship financing fund, fishing vessels (13—4417-— 

0—3-376);”. 

“Government National Mortgage Association, Guaran- 
tees of mortgage-backed securities (86-4238—0—3-—371);”. 

“Health education loans (75—-4307—-0—3-553);”. 

“Indian loan guarantee and insurance fund (14—4410- 

0—3-452);”. 

“Railroad rehabilitation and improvement financing 
fund (69-4411-0-3-401);”. 
“Rural development insurance fund (12—4155—-0-3- 

452);”. 

“Rural electric and telephone revolving fund (12—4230- 

8—3-271);”. 

“Rural housing insurance fund (12—4141—0—3-371);”. 

“Small Business Administration, Business loan and 
investment fund (73-4154—0-3-376);”. 

“Small Business Administration, Lease guarantees 
revolving fund (73—4157—0—3-—376);”. 
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“Small Business Administration, Pollution control 
equipment contract guarantee revolving fund (73-4147- 
0—3-—376);”. 

“Small Business Administration, Surety bond guaran- 
tees revolving fund (73—4156—0-3-376);”. 

“Department of Veterans Affairs Loan guaranty revolv- 
ing fund (36—-4025-0—3-704);”. 

(d) Low-INCOME PROGRAMS.—Section 255(h) of the Balanced 
Budget and Emergency Deficit Control Act of 1985 is amended 
as follows: 

(1) Amend the item relating to Child nutrition to read 
as follows: 

“Child nutrition programs (with the exception of special 
milk programs) (12-3539-—0—1-—605);”. 

(2) After the second item insert the following new items: 

“Temporary assistance for needy families (75—-1552—0-1- 
609); 

“Contingency fund (75—1522—0—1-609);” 

“Child care entitlement to States (75-1550—0—1—609); 

(3) Amend the item relating to Women, infants, and chil- 
dren program to read as follows: 

“Special supplemental nutrition program for women, 
infants, and children (WIC) (12—3510—0-—1-605);”. 

(4) After the last item add the following new item: 

“Family support payments to States (75-1501—0—1-609);”. 

(e) IDENTIFICATION OF PROGRAMS.—Section 255(i) of the Bal- 
anced Budget and Emergency Deficit Control Act of 1985 is amend- 
ed to read as follows: 

“(i) IDENTIFICATION OF PROGRAMS.—For purposes of subsections 
(b), (g), and (h), each account is identified by the designated budget 
account identification code number set forth in the Budget of the 
United States Government 1998—Appendix, and an activity within 
an account is designated by the name of the activity and the 
identification code number of the account.”. 

(f) OPTIONAL EXEMPTION OF MILITARY PERSONNEL.—Section 
255(h) of the Balanced Budget and Emergency Deficit Control Act 
of 1985 (relating to optional exemption of military personnel) is 
repealed. 


SEC. 10208. GENERAL AND SPECIAL SEQUESTRATION RULES. 


(a) HEADINGS.— 

(1) SEcCTION.—The section heading of section 256 of the 
Balanced Budget and Emergency Deficit Control Act of 1985 
is amended by striking “EXCEPTIONS, LIMITATIONS, AND SPECIAL 
RULES” and inserting “GENERAL AND SPECIAL SEQUESTRATION 
RULES”. 

(2) TABLE OF CONTENTS.—The item relating to section 256 
in the table contents set forth in section 250(a) of the Balanced 
Budget and Emergency Deficit Control Act of 1985 is amended 
to read as follows: 


“SEC. 256. GENERAL AND SPECIAL SEQUESTRATION RULES.”. 


(b) AUTOMATIC SPENDING INCREASES.—Section 256(a) of the 
Balanced Budget and Emergency Deficit Control Act of 1985 is 
amended by striking paragraph (1) and redesignating paragraphs 
(2) and (3) as paragraphs (1) and (2), respectively. 
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“(b) STUDENT LOANS.—For all student loans under part B or 
D of title IV of the Higher Education Act of 1965 made during 
the period when a sequestration order under section 254 is in 
effect as required by section 252 or 253, origination fees under 
sections 438(c)(2) and 455(c) of that Act shall each be increased 
by 0.50 percentage point.”. 

(d) HEALTH CENTERS.—Section 256(e)(1) of the Balanced Budget 
and Emergency Deficit Control Act of 1985 is amended by striking 
the dash and all that follows thereafter and inserting “2 percent.”. 

(e) TREATMENT OF FEDERAL ADMINISTRATIVE EXPENSES.—Sec- 
tion 256(h) of the Balanced Budget and Emergency Deficit Control 
Act of 1985 is amended— 

(1) in paragraph (2), by striking “joint resolution” and 
inserting “part”; an 

(2) in paragraph (4), by striking subparagraphs (D) and 
(H), by redesignating subparagraphs (E), (F), (G), and (I), as 
subparagraphs (D), (E), (F), and (G), respectively, and by adding 
at the end the following new subparagraph: 

“(H) Farm Credit Administration.”. 

(f) COMMODITY CREDIT CORPORATION.—Section 256(j) of the 
Balanced Budget and Emergency Deficit Control Act of 1985 is 
amended by striking paragraphs (2) through (5) and inserting the 
following: 

“(2) REDUCTION IN PAYMENTS MADE UNDER CONTRACTS.— 
(A) Loan eligibility under any contract entered into with a 
person by the Commodity Credit Corporation prior to the time 
an order has been issued under section 254 shall not be reduced 
by an order subsequently issued. Subject to subparagraph (B), 
after an order is issued under such section for a fiscal year, 
any cash payments for loans or loan deficiencies made by 
the Commodity Credit Corporation shall be subject to reduction 
under the order. 

“(B) Each loan contract entered into with producers or 
producer cooperatives with respect to a particular crop of a 
commodity and subject to reduction under subparagraph (A) 
shall be reduced in accordance with the same terms and condi- 
tions. If some, but not all, contracts applicable to a crop of 
a commodity have been entered into prior to the issuance 
of an order under section 254, the order shall provide that 
the necessary reduction in payments under contracts applicable 
to the commodity be uniformly applied to all contracts for 
the next succeeding crop of the commodity, under the authority 
provided in paragraph (3). 

“(3) DELAYED REDUCTION IN OUTLAYS PERMISSIBLE.—Not- 
withstanding any other provision of this title, if an order under 
section 254 is issued with respect to a fiscal year, any reduction 
under the order applicable to contracts described in paragraph 
(1) may provide for reductions in outlays for the account 
involved to occur in the fiscal year following the fiscal year 
to which the order applies 

“(4) UNIFORM PERCENTAGE RATE OF REDUCTION AND OTHER 
LIMITATIONS.—All reductions described in paragraph (2) which 
are required to be made in connection with an order issued 
under section 254 with respect to a fiscal year shall be made 
so as to ensure that outlays for each program, project, activity, 
or account involved are reduced by a percentage rate that 
is uniform for all such programs, projects, activities, and 
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accounts, and may not be made so as to achieve a percentage 
rate of reduction in any such item exceeding the rate specified 
in the order. 

“(5) DAIRY PROGRAM.—Notwithstanding any other provision 
of this subsection, as the sole means of achieving any reduction 
in outlays under the milk price support program, the Secretary 
of Agriculture shall provide for a reduction to be made in 
the price received by producers for all milk produced in the 
United States and marketed by producers for commercial use. 
That price reduction (measured in cents per hundred weight 
of milk marketed) shall occur under section 201(d)(2)(A) of 
the Agricultural Act of 1949 (7 U.S.C. 1446(d)(2)(A)), shall 
begin on the day any sequestration order is issued under section 
254, and shall not exceed the aggregate amount of the reduction 
in outlays under the milk price support program that otherwise 
would have been achieved by reducing payments for the pur- 
chase of milk or the products of milk under this subsection 
during the applicable fiscal year.” 

(g) EFFECTS OF SEQUESTRATION.—Section 256(k) of the Bal- 
2 USC 906 anced Budget and Emergency Deficit Control Act of 1985 is amend- 
ed as follows: 

(1) In paragraph (1), strike “other than a trust or special 
fund account” and insert “, except as provided in paragraph 
(5)” before the period. 

(2) Amend paragraph (6) to read as follows: 

“(6) Budgetary resources sequestered in revolving, trust, 
and special fund accounts and offsetting collections sequestered 
in appropriation accounts shall not be available for obligation 
during the fiscal year in which the sequestration occurs, but 
shall be available in subsequent years to the extent otherwise 
provided in law.” 


SEC. 10209. THE BASELINE. 


(a) IN GENERAL.—Section 257 of the Balanced Budget and 
2 USC 907 Emergency Deficit Control Act of 1985 is amended— 

(1) in subsection (b\2) by amending subparagraph (A) to 
read as follows 

“(A)(i) No program established by a law enacted on or 
before the date of enactment of the Balanced Budget Act of 
1997 with estimated current year outlays greater than 
$50,000,000 shall be assumed to expire in the budget year 
or the outyears. The scoring of new programs with estimated 
outlays greater than $50,000,000 a year shall be based on 
scoring by the Committees on Budget or OMB, as applicable 
OMB, CBO, and the Budget Committees shall consult on the 
scoring of such programs where there are differenes between 
CBO and OMB 

“Gii) On the expiration of the suspension of a provision 
of law that is suspended under section 171 of Public Law 
104-127 and that authorizes a program with estimated fiscal 
year outlays that are greater than $50,000,000, for purposes 
of clause (i), the program shall be assumed to continue to 
operate in the same manner as the program operated imme- 
diately before the expiration of the suspension.”; 

(2) by adding the end of subsection (b)(2) the following 
new subparagraph: 
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“(D) If any law expires before the budget year or any 
outyear, then any program with estimated current year outlays 
greater than $50,000,000 that operates under that law shall 
be assumed to continue to operate under that law as in effect 
immediately before its expiration.”; 
(3) in the second sentence of subsection (c)(5), by striking 
“national product fixed-weight price index” and inserting 
“domestic product chain-type price index”; and 
(4) by striking subsection (e) and inserting the following: 
“(e) ASSET SALES.—Amounts realized from the sale of an asset 
shall not be included in estimates under section 251, 252, or 253 
if that sale would result in a financial cost to the Federal Govern- 
ment as determined pursuant to scorekeeping guidelines.” 

(b) PRESIDENT’S BUDGET.—Section 1105(a) of title 31, United 
States Code, is amended by adding at the end the following: 

“(32) a statement of the levels of budget authority and 
outlays for each program assumed to be extended in the base- 
line as provided in section 257(b\(2)(A) and for excise taxes 
assumed to be extended under section 257(b)(2)(C) of the Bal- 
anced Budget and Emergency Deficit Control Act of 1985.”. 
(c) BUDGETARY TREATMENT OF CERTAIN TRUST FUND OPER- 

ATIONS.—Section 710 of the Social Security Act (42 U.S.C. 911) 
is amended to read as follows: 


“BUDGETARY TREATMENT OF TRUST FUND OPERATIONS 


“SEC. 710. (a) The receipts and disbursements of the Federal 
Old-Age and Survivors Insurance Trust Fund and the Federal 
Disability Insurance Trust Fund and the taxes imposed under sec- 
tions 1401 and 3101 of the Internal Revenue Code of 1986 shail 
not be included in the totals of the budget of the United States 
Government as submitted by the President or of the congressional 
budget and shall be exempt from any general budget limitation 
imposed by statute on expenditures and net lending (budget outlays) 
of the United States Government 

“(b) No provision of law enacted after the date of enactment 
of the Balanced Budget and Emergency Deficit Control Act of 1985 
(other than a provision of an appropriation Act that appropriated 
funds authorized under the Social Security Act as in effect on 
the date of the enactment of the Balanced Budget and Emergency 
Deficit control Act of 1985) may provide for payments from the 
general fund of the Treasury to any Trust Fund specified in sub- 
section (a) or for payments from any such Trust Fund to the 
general fund of the Treasury.” 


SEC. 10210. TECHNICAL CORRECTION. 

Section 258 of the Balanced Budget and Emergency Deficit 
Control Act of 1985, entitled “Modification of Presidential Order”, 2 USC 908 
is repealed 


SEC. 10211. JUDICIAL REVIEW. 


Section 274 of the Balanced Budget and Emergency Deficit 
Control Act of 1985 is amended as follows: 2 USC 922 
(1) Strike “252” or “252(b)” each place it occurs and insert 
“254” 
(2) In subsection (d)(1)(A), strike “257(1) to the extent that” 
and insert “256(a) if’ and at the end insert “or”. 
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(3) In subsection (d)(1)(B), strike “new budget” and all 
that follows through “spending authority” and insert “budgetary 
resources” and strike “or” after the comma. 

4) Strike subsection (d)(1\C) 

5) Strike subsection (f) and redesignate subsections (g 
and (h) as subsections (f) and (g), respectively 

6) In subsection (g) (as redesignated), strike “base levels 
of total revenues and total budget outlays, as” and insert “fig- 
ures”, and strike “251(a)(2)(B) or (c\2),” and insert “254” 


SEC. 10212. EFFECTIVE DATE. 


a) EXPIRATION.-—Section 275(b) of the Balanced Budget and 


USC 900 note Emergency Deficit Control Act of 1985 is amended- 


(1) by striking “Part C of this title, section” and inserting 
“Sections 251, 253, 258B, and”; 

(2) by striking “1995” and inserting “2002”; and 

(3) by adding at the end the following new sentence: “The 
remaining sections of part C of this title shall expire September 
30, 2006.” 
(b) EXPIRATION.—Section 14002(c)\(3) of the Omnibus Budget 

Reconciliation Act of 1993 (2 U.S.C. 900 note) is repealed. 


USC 902 not SEC. 10213. REDUCTION OF PREEXISTING BALANCES AND EXCLUSION 


OF EFFECTS OF THIS ACT FROM PAYGO SCORECARD. 


Upon the enactment of this Act, the Director of the Office 
of Management and Budget shall— 

1) reduce any halances of direct spending and receipts 
legislation for any fiscal year under section 252 of the Balanced 
Budget and Emergency Deficit Control Act of 1985 to zero: 
and 

(2) not make any estimates of changes in direct spending 

outlays and receipts under subsection (d) of that section for 
any fiscal year resulting from the enactment of this Act or 
of the Taxpayer Relief Act of 1997 


jonal Capital TITLE XI—DISTRICT OF COLUMBIA 
panei REVITALIZATION 


Self-Government 


Improvement Act 


f 


1997 SECTION 11000. SHORT TITLE; TABLE OF CONTENTS. 


(a) SHORT TITLE.—This title may be cited as the “National 
Capital Revitalization and Self-Government Improvement Act of 
1997”. 

(b) TABLE OF CONTENTS.—The table of contents of this title 
is as follows 
Sec. 11000. Short title. table of contents 

Subtitle A—District of Columbia Retirement Funds 
CHAPTER 1—SHORT TITLE; FINDINGS; DEFINITIONS 


Sec. 11001. Short title 
Sec. 11002. Findings and declaration of policy 
Sec. 11003. Definitions 


CHAPTER 2—FEDERAL BENEFIT PAYMENTS UNDER DISTRICT RETIREMENT PROGRAMS 
Sec. 11011. Obligation of Federal government to make benefit payments 
Sec. 11012. Federal benefit payments described 


Sec. 11013. Establishment of single annual cost-of-living adjustment under District 
Retirement Program 
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11214. Enactment of amendments to District of Columbia Code 


CHAPTER 3—OFFENDER SUPERVISION AND PAROLE 


11231. Parole 

11232. Pretrial Services, Defense Services, Parole, Adult Probation and Of- 
fender Supervision Trustee 

11233. Offender Supervision, Defender and Courts Services Agency 

11234. Authorization of appropriations 


CHAPTER 4—DISTRICT OF COLUMBIA COURTS 


SUBCHAPTER A—-TRANSFER OF ADMINISTRATION AND FINANCING OF COURTS TO 
FEDERAL GOVERNMENT 


11241. Authorization of appropriations 

11242. Administration of courts under District of Columbia Code 

11243. Budgeting and financing requirements for courts under Home Rule Act 

11244. Auditing of accounts of court system 

11245. Miscellaneous budgeting and financing requirements for courts under 
District law 

11246. Other provisions relating to administration of District of Columbia 
courts 


SUBCHAPTER B—JUDICIAL RETIREMENT PROGRAM 


11251. Judicial Retirement and Survivors Annuity Fund 
11252. Termination of current fund and program 
11253. Conforming amendments 


SUBCHAPTER C—-MISCELLANEOUS CONFORMING AND ADMINISTRATIVE PROVISIONS 


Sec 
Sec 


. 11261. Treatment of courts under miscellaneous District laws. 


11262. Representation of indigents in criminal cases. 


CHAPTER 5—PRETRIAL SERVICES AGENCY AND PUBLIC DEFENDER SERVICE 


11271. Amendments affecting Pretrial Services Agency 
11272. Amendments affecting Public Defender Service 


CHAPTER 6—MISCELLANEOUS PROVISIONS 


11281. Technical assistance and research 
11282. Exemption from personnel and budget ceilings for Trustees and related 
agencies 


Subtitle D—Privatization of Tax Collection and Administration 


11301. Findings 
11302. Authorizing Chief Financial Officer to privatize tax administration and 
collection 


Subtitle E—Financing of District of Columbia Accumulated Deficit 


11401. Findings 

11402. Authorization for intermediate-term advances of funds by the Secretary 
of the Treasury to liquidate the accumulated general fund deficit of the 
District of Columbia 

11403. Conforming amendments 

11404. Technical corrections 

11405. Authorization for issuance of general obligation bonds by the District 
of Columbia to finance or refund its accumulated general fund deficit 


Subtitle F—District of Columbia Bond Financing Improvements 


11501. Short title 

11502. Findings 

11503. Amendment to Section 462 (relating to contents of borrowing legislation 
and elections on issuing general obligation bonds) 

11504. Amendment to Section 466 (relating to public or negotiated sale of gen- 
eral obligation bonds). 

11505. Amendment to Section 467 (relating to authority to create security in- 
terests in District revenues) 

11506. Amendment to Section 472 (relating to borrowing in anticipation of rev- 
enues) 

11507. Addition of new Section 475 (relating to general obligation bond antici- 
pation notes) 

11508. Amendment to Section 490 (relating to revenue bonds and other obliga- 
tions) 
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Sec. 11509. Conforming amendment 


Subtitle G—District of Columbia Government Budget 
Sec. 11601. Elimination of the annual Federal oyna to the District of Columbia 
Sec. 11602. Requirement that the District of Columbia balance its budget in FY 
1998 
Sec. 11603. Permitting expedited submission and approval of consensus budget and 
financial plan 
Sec. 11604. Increase in maximum amount of permitted District borrowing 
Subtitle H—Miscellaneous Provisions 
CHAPTER 1—REGULATORY REFORM IN THE DISTRICT OF COLUMBIA 


Sec. 11701. Review and revision of regulations and permit and application proc 


esses 


Sec. 11702. Repeal of Clean Air Compliance Fee Act of 1994 
Sec. 11703. Repeal requirement for Congressional authorization of certain mergers 


involving District of Columbia public utility corporations 
Sec. 11704. Exemption of certain contracts from Council review 


CHAPTER 2—OTHER MISCELLANEOUS PROVISIONS 


Sec. 11711. Revisions to Financial Responsibility and Management Assistance Act 
Sec. 11712. Cooperative agreements between Federal agencies and Metropolitan 


Police Department 

Sec. 11713. Permitting garnishment of wages of officers and employees of District 
of Columbia government 

Sec. 11714. Permitting excess appropriations by Water and Sewer Authority for 
capital projects 

Sec. 11715. Requiring certain Federal officials to provide notice before carrying out 
activities affecting real property located in District of Columbia 


Sec. 11716. Repeal term of deed of conveyance to certain hospital 
Sec. 11717. Short title of Home Rule Act 

CHAPTER 3—EFFECTIVE DATE; GENERAL PROVISIONS 
Sec. 11721. Effective date 
Sec. 11722. Technical assistance 
Sec. 11723. Liability 


Subtitle A—District of Columbia District of 


Columbia 


Retirement Funds Retirement 
Protection Act of 
1997 


CHAPTER 1—SHORT TITLE; FINDINGS; DEFINITIONS 


SEC. 11001. SHORT TITLE. 


This subtitle may be cited as the “District of Columbia Retire- 
ment Protection Act of 1997” 


SEC. 11002. FINDINGS AND DECLARATION OF POLICY. 


(a) FINDINGS.—The Congress finds that— 

(1) State and municipal retirement programs should be 
funded on an actuarially sound basis; 

(2) the retirement programs for the police officers and 
firefighters, teachers and judges of the District of Columbia 
had significant unfunded liabilities totaling approximately 
$1,900,000,000 when the Federal government transferred those 
programs to the District of Columbia, and those liabilities have 
since increased to nearly $4,800,000,000, an increase which 
is almost entirely attributable to the accumulation of interest 
on the value which existed at the time of transfer; 

(3) the District of Columbia has fully met its financial 
obligations under the District of Columbia Retirement Reform 
Act of 1979 (Public Law 96-122); 

(4) the growth of the unfunded liabilities of the three 
pension funds listed above did not occur because of any action 
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taken or any failure to act that lay within the power of the 
District of Columbia government or the District of Columbia 
Retirement Board; 

(5) the presence of the unfunded pension liability is having 
and will continue to have a negative impact on the District 
of Columbia’s credit rating as it is a legal obligation and the 
total unfunded liability exceeds the total General Obligation 
debt of the District, and the costs associated with this liability 
are a contributing cause of the District’s ongoing financial 
crisis; 

(6) the obligations of the District associated with these 
pension programs in fiscal year 1997 represents nearly 10 
percent of the District’s revenue; 

(7) the annual Federai contribution toward these costs 
under the District of Columbia Retirement Reform Act has 
remained $52,000,000; 

(8) if the unfunded pension liability situation is not 
resolved, in 2004 the District of Columbia would be responsible 
for annual costs exceeding $800,000,000, a figure which would 
be impossible to meet without catastrophic impact on the Dis- 
trict government’s resources and programs; 

(9) the financial resources of the District of Columbia are 
not adequate to discharge the unfunded liabilities of the retire- 
ment programs; and 

(10) the level of benefits and funding of the current retire- 
ment programs were authorized by various Acts of Congress 
(b) PoLicy.—It is the policy of this subtitle 

(1) to relieve the District of Columbia government of the 
responsibility for the unfunded pension liabilities transferred 
to it by the Federal government; 

(2) for the Federal government to assume the legal respon- 
sibility for paying certain pension benefits (including certain 
unfunded pension liabilities which existed as of the day prior 
to introduction of this legislation) for the retirement plans 
of teachers, police, and firefighters; 

(3) to provide for a responsible Federal system for payment 
of benefits accrued prior to the date of introduction of this 
legislation; and 

(4) to require the establishment of replacement plans by 
the District of Columbia government for the current retirement 
plans for teachers, and police and firefighters. 





SEC. 11003. DEFINITIONS. 


For purposes of this subtitle, the following definitions shall 


apply: 


(1) The term “contract” means the contract under section 
11035 between the Secretary and the Trustee 

(2) The term “covered District employee” means a teacher 
of the District of Columbia public schools, or a member of 
the Metropolitan Police Force or the Fire Department of the 
District of Columbia, as defined under the District Retirement 
Program. 

(3) The term “District Government” means any entity treat- 
ed as part of the District government under section 305(5) 
of the District of Columbia Financial Responsibility and 
Management Assistance Act of 1995, including the District 
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of Columbia Retirement Board (as defined in section 102(5) 
of the Reform Act) 

(4) The term “District Retirement Fund” means the District 
of Columbia Police Officers and Fire Fighters Retirement Fund 
and the District of Columbia Teachers Retirement Fund, as 
defined in the Reform Act. 

(5) The term “District Retirement Program” means any 
of the retirement programs for teachers and members of the 
Metropolitan Police Force and Fire Department, as described 
in section 102(7) of the Reform Act as in effect on the day 
before the freeze date (except as amended by section 11013). 

(6) The term “enrolled actuary” means the enrolled actuary 
engaged by the Trustee under section 11061(a). 

(7) The term “Federal benefit payment” means a payment 
described in section 11012. 

(8) The term “Federal Supplemental Fund” means the Fed- 
eral Supplemental District of Columbia Pension Fund created 
under section 11051. 

(9) The term “freeze date” means June 30, 1997. 

(10) The term “person” means an individual, partnership, 
joint venture, corporation, mutual company, joint-stock com- 
pany, trust, estate, unincorporated organization, association, 
or employee organization. 

(11) The term “Reform Act” means the District of Columbia 
Retirement Reform Act (Public Law 96-122). 

(12) The term “replacement plan” means the plan described 
in section 11042. 

(13) The term “replacement plan adoption date” means 
the date upon which the legislation establishing the replace- 
ment plan becomes effective, or the first day after the expiration 
of the 1-year period which begins on the date of the enactment 
of this Act, whichever occurs first 

(14) The term “Trust Fund” means the District of Columbia 
Federal Pension Liability Trust Fund established under section 
11031. 

(15) The term “Secretary” means the Secretary of the Treas- 
ury or the Secretary’s designee. 

(16) The term “Trustee” means the person or persons 
selected by the Secretary under section 11035 


CHAPTER 2—FEDERAL BENEFIT PAYMENTS UNDER 
DISTRICT RETIREMENT PROGRAMS 


SEC. 11011. OBLIGATION OF FEDERAL GOVERNMENT TO MAKE BENE- 
FIT PAYMENTS. 


(a) IN GENERAL.—In accordance with the provisions of this 
subtitle, the Federal Government shali make Federal benefit pay- 
ments associated with the pension plans for police officers, fire- 
fighters, and teachers of the District of Columbia. 

(b) NO REVERSION OF FEDERAL RESPONSIBILITY TO DISTRICT.— 
At no point after the effective date of this subtitle may the respon- 
sibility or any part thereof assigned to the Federal Government 
under subsection (a) for making Federal benefit payments revert 
to the District of Columbia. 
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SEC. 11012. FEDERAL BENEFIT PAYMENTS DESCRIBED. 


(a) IN GENERAL.—Subject to the succeeding provisions of this 
subtitle, a “Federal benefit payment” is any benefit payment to 
which an individual is entitled under a District Retirement Pro- 
gram, in such amount and under such terms and conditions as 
may apply under such Program. 

(b) TREATMENT OF SERVICE OCCURRING AFTER FREEZE DATE.— 
Service after the freeze date shall not be credited for purposes 
of determining the amount of any Federal benefit payment. Nothing 
in this subsection shall be construed to affect the crediting of 
such service for any other purpose under the District Retirement 
Program. 

(c) SPECIAL RULE REGARDING DISABILITY BENEFITS.—To the 
extent that any portion of a benefit payment to which an individual 
is entitled under a District Retirement Program is based on a 
determination of disability made by the District of Columbia Retire- 
ment Board or the Trustee after the freeze date, the Federal benefit 
payment determined with respect to the individual shall be an 
amount equal to the deferred retirement benefit or normal retire- 
ment benefit the individual would receive if the individual left 
service on the day before the commencement of disability retirement 
benefits. 

(d) SPECIAL RULE REGARDING CERTAIN DEATH BENEFITS.— 

(1) IN GENERAL.—In the case of a benefit payment to which 
an individual is entitled under a District Retirement Program 
which is payable on the death of a covered District employee 
or former covered District employee and which is not deter- 
mined by the length of service of the employee or former 
employee, the Federal benefit payment determined with respect 
to the individual shall be alts the pre-freeze date percentage 
of the amount otherwise payable. 

(2) PRE-FREEZE DATE PERCENTAGE DEFINED.—In paragraph 
(1), the “pre-freeze date percentage” with respect to a covered 
District employee or former covered District employee is the 
amount (expressed as a percentage) equal to the quotient of— 

(A) the number of months of the covered District 
employee’s or former covered District employee’s service 
prior to the freeze date; divided by 

(B) the total number of months of the covered District 
employee’s or former covered District employee’s service. 


SEC. 11013. ESTABLISHMENT OF SINGLE ANNUAL COST-OF-LIVING 
ADJUSTMENT UNDER DISTRICT RETIREMENT PROGRAM. 


(a) PROGRAM FOR POLICE AND FIRE FIGHTERS.—Subsection (m) 
of the Policemen and Firemen’s Retirement and Disability Act (DC 
Code, sec. 4-624) is amended— 

(1) in paragraph (2), by striking “the Mayor shall” and 

all that follows and inserting the following: “on January 1 

of each year (or within a reasonable time thereafter), the Mayor 

shall determine the per centum change in the price index 
for the preceding year by determining the difference between 
the index published for December of the preceding year and 
the index published for December of the second preceding 
year.”; and 

(2) by amending paragraph (3) to read as follows: 

“(3 A) If (in accordance with paragraph (2)) the Mayor deter- 
mines in a year (beginning with 1999) that the per centum change 
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in the price index for the preceding year indicates a rise in the 
price index, each annuity having a commencing date on or before 
March 1 of the year shall, effective March 1 of the year, be increased 
by an amount equal to— 

“(i) in the case of an annuity having a commencing date 
on or before March 1 of such preceding year, the per centum 
change computed under paragraph (2), adjusted to the nearest 
Yio of 1 per centum; or 

“(ii) in the case of an annuity having a commencing date 
after March 1 of such preceding year, a pro rata increase 
equal to the product of— 

“(I) Yi2 of the per centum change computed under 
paragraph (2), multiplied by 

“(IID) the number of months (not to exceed 12 months, 
counting any portion of a month as an entire month) for 
which the annuity was payable before the effective date 
of the increase, 

adjusted to the nearest ¥Y10 of 1 per centum. 

“(B) On January 1, 1998 (or within a reasonable time there- 
after), the Mayor shall determine the per centum change in the 
price index published for December 1997 over the price index pub- 
lished for June 1997. If such per centum change indicates a rise 
in the price index, effective March 1, 1998— 

“(i) each annuity having a commencing date on or before 
September 1, 1997, shall be increased by an amount equal 
to such per centum change, adjusted to the nearest Yio of 
1 per centum; and 

“(ii) each annuity having a commencing date after Septem- 
ber 1, 1997, and on or before March 1, 1998, shall be increased 
by a pro rata increase equal to the product of— 

“(I) Ye of such per centum change, multiplied by 

“(II) the number of months (not to exceed 6 months, 
counting any portion of a month as an entire month) for 
which the annuity was payable before the effective date 
of the increase, 

adjusted to the nearest Yio of 1 per centum.”. 

(b) PROGRAM FOR TEACHERS.—Section 21(b) of the Act entitled 
“An Act for the retirement of public-school teachers in the District 
of Columbia”, approved August 7, 1946 (DC Code, sec. 31—1241(b)) 
is amended— 

(1) in paragraph (1), by striking “The Mayor shall—” and 
all that follows and inserting the following: “On January 1 
of each year (or within a reasonable time thereafter), the Mayor 
shall determine the per centum change in the price index 
for the preceding year by determining the difference between 
the index published for December of the preceding year and 
the index published for December of the second preceding 
year.”; and 

(2) by amending paragraph (2) to read as follows: 

“(2)(A) If (in accordance with paragraph (1)) the Mayor deter- 
mines in a year (beginning with 1999) that the per centum change 
in the price index for the preceding year indicates a rise in the 
price index, each annuity having a commencing date on or before 
March 1 of the year shall, effective March 1 of the year, be increased 
by an amount equal to— 

“(i) in the case of an annuity having a commencing date 
on or before March 1 of such preceding year, the per centum 
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change computed under paragraph (1), adjusted to the nearest 

Yio of 1 per centum; or 

“(ii) in the case of an annuity having a commencing date 
after March 1 of such preceding year, a pro rata increase 
equal to the product of— 

“(I) Vie of the per centum change computed under 
paragraph (1), multiplied by 

“(II) the number of months (not to exceed 12 months, 
counting any portion of a month as an entire month) for 
which the annuity was payable before the effective date 
of the increase, 

adjusted to the nearest Y10 of 1 per centum. 

“(B) On January 1, 1998 (or within a reasonable time there- 
after), the Mayor shall determine the per centum change in the 
price index published for December 1997 over the price index pub- 
lished for June 1997. If such per centum change indicates a rise 
in the price index, effective March 1, 1998— 

“(i) each annuity having a commencing date on or before 
September 1, 1997, shall be increased by an amount equal 
to such per centum change, adjusted to the nearest Y10 of 
1 per centum; and 

“(ii) each annuity having a commencing date after Septem- 
ber 1, 1997, and on or before March 1, 1998, shall be increased 
by a pro rata increase equal to the product of— 

“(I) Ye of such per centum change, multiplied by 

“(II) the number of months (not to exceed 6 months, 
counting any portion of a month as an entire month) for 
which the annuity was payable before the effective date 
of the increase, 

adjusted to the nearest Yio of 1 per centum.”. 


CHAPTER 3—DETERMINATIONS AND REVIEW OF 
ELIGIBILITY AND PAYMENTS; INFORMATION SHARING 


SEC. 11021. DETERMINATION OF ELIGIBILITY FOR AND AMOUNT OF 
FEDERAL BENEFIT PAYMENTS MADE BY TRUSTEE. 


Notwithstanding any provision of a District Retirement Pro- 
gram or any other law, rule, or regulation, the Trustee— 

(1) shall determine whether an individual is eligible to 
receive a Federal benefit payment under this subtitle; 

(2) shall determine the amount and form of an individual’s 
Federal benefit payment under this subtitle; and 

(3) may recoup or recover any amounts paid under this 
subtitle as a result of errors or omissions by the Trustee, 
the District Government, or any other person. 


SEC. 11022. PROCEDURES FOR RESOLVING CLAIMS ARISING FROM 
DENIED BENEFIT PAYMENTS. 


(a) REQUIRING NOTICE AND OPPORTUNITY FOR REVIEW.—In 
accordance with procedures approved by the Secretary, the Trustee 
shall provide to any individual whose claim for a Federal benefit 
payment under this subtitle has been denied in whole or in part— 

(1) adequate written notice of such denial, setting forth 
the specific reasons for the denial in a manner calculated 
to be understood by the average participant in the District 

Retirement Program; and 
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(2) a reasonable opportunity for a full and fair review 
of the decision denying such claim. 

(b) STANDARD FOR REVIEW.—Any factual determination made 
by the Trustee shall be presumed correct unless rebutted by clear 
and convincing evidence. The Trustee’s interpretation and construc- 
tion of the benefit provisions of the District Retirement Program 
and this subtitle shall be entitled to great deference. 


SEC. 11023. TRANSFER OF AND ACCESS TO RECORDS OF DISTRICT 
GOVERNMENT. 


(a) IN GENERAL.—Within 30 days after the Secretary or the 
Trustee requests, the District Government shall furnish copies of 
all records, documents, information, or data the Secretary or the 
Trustee deems necessary to carry out responsibilities under this 
subtitle and the contract. Upon request, the District Government 
shall grant the Secretary or the Trustee direct access to such 
information systems, records, documents, information or data as 
the Secretary or Trustee requires to carry out responsibilities under 
this subtitle or the contract. 

(b) REPAYMENT BY DISTRICT GOVERNMENT.—The District 
Government shall reimburse the Trust Fund for all costs, including 
benefit costs, that are attributable to errors or omissions in the 
transferred records that are identified within 3 years after such 
records are transferred. 


SEC. 11024. FEDERAL INFORMATION SHARING FOR VERIFICATION OF 
BENEFIT DETERMINATIONS. 


(a) IN GENERAL.—Except with respect to taxpayer returns and 
return information subject to section 6103 of the Internal Revenue 
Code of 1986, the Secretary may— 

(1) secure directly from any department or agency of the 
United States information necessary to enable the Secretary 
to _ or confirm benefit determinations under this subtitle; 
an 

(2) by regulation authorize the Trustee to review such 
information for purposes of administering this subtitle and 
the contract. 

(b) AMENDMENTS TO INTERNAL REVENUE CODE.—The Internal 
Revenue Code of 1986 is amended as follows: 

(1) In section 6103(1), as amended by section 1206(a) of 
the Taxpayer Bill of Rights 2, by adding at the end the following 26 USC 6103. 
new paragraph: 

“(16) DISCLOSURE OF RETURN INFORMATION FOR PURPOSES 
OF ADMINISTERING THE DISTRICT OF COLUMBIA RETIREMENT 
PROTECTION ACT OF 1997.— 

“(A) IN GENERAL.—Upon written request available 
return information (including such information disclosed 

to the Social Security Administration under paragraph (1) 

or (5) of this subsection), relating to the amount of wage 

income (as defined in section 3121(a) or 3401(a)), the name, 
address, and identifying number assigned under section 

6109, of payors of wage income, taxpayer identity (as 

defined in subsection 6103(b)(6)), and the occupational sta- 

tus reflected on any return filed by, or with respect to, 
any individual with respect to whem eligibility for, or the 
correct amount of, benefits under the District of Columbia 

Retirement Protection Act of 1997, is sought to be deter- 

mined, shall be disclosed by the Commissioner of Social 
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Security, or to the extent not available from the Social 
Security Administration, by the Secretary, to any duly 
authorized officer or employee of the Department of the 
Treasury, or a Trustee or any designated officer or 
employee of a Trustee (as defined in the District of Colum- 
bia Retirement Protection Act of 1997), or any actuary 
engaged by a Trustee under the terms of the District of 
Columbia Retirement Protection Act of 1997, whose official 
duties require such disclosure, solely for the purpose of, 
and to the extent necessary in, determining an individual’s 
eligibility for, or the correct amount of, benefits under 
the District of Columbia Retirement Protection Act of 1997. 

“(B) DISCLOSURE FOR USE IN JUDICIAL OR ADMINISTRA- 
TIVE PROCEEDINGS.—Return information disclosed to any 
person under this paragraph may be disclosed in a judicial 
or administrative proceeding relating to the determination 
of an individual’s eligibility for, or the correct amount of, 
benefits under the District of Columbia Retirement Protec- 
tion Act of 1997.”. 

(2) In section 6103(a)\(3), by striking “(6) or (12)” and insert- 
ing “(6), (12), or (16)”; 

(3) In section 6103(iX7XBXi), by inserting after “(other 
than an agency referred to in subparagraph (A))” and before 
the word “for” the words “or by a Trustee as defined in the 
District of Columbia Retirement Protection Act of 1997,”. 

(4) In section 6103(pX3XA), by striking “or (15)” and insert- 
ing “(15), or (16)”. 

(5) In section 6103(pX4) in the matter preceding subpara- 
graph (A), by striking “or (12)” and inserting “(12), or (16), 
or any other person described in subsection (1 16)”. 

(6) In section 6103(p\4XFXi), by striking “or (9),” and 
inserting “(9), or (16), or any other person described in sub- 
section (1 16)”. 

(7) In section 6103(pX4)F) in the matter following clause 
(ili — 

(A) by inserting after “any such agency, body or 
commission” and before the words “for the General Account- 
ing Office” the words “, including an agency or any other 
person described in subsection (1 16),”; 

(B) by striking “to such agency, body, or commission” 


and inserting “to such agency, y, or commission, includ- 
ing an agency or any other person described in subsection 
(1X 16),”; 


(C) by striking “or (12XB)” and inserting “, (12XB), 
or (16)”; 

(D) by inserting after the words “any agent,” and before 
the words “this paragraph shall” the words “or any person 
including an agent described in subsection (1 16),”; 

(E) by inserting after the words “such agent” and before 
“(except that” the words “or other person”; and 

(F) by inserting after the words “an agent,” and before 
the words “any report” the words “or any person including 
an agent described in subsection (1\16),”. 

(8) In section 7213(a)(2), by striking “or (15),” and inserting 
“(15), or (16)”. 
(c) CONFIDENTIALITY.—The Secretary may issue regulations 


note. governing the confidentiality of the information obtained pursuant 





PUBLIC LAW 105-33—AUG. 5, 1997 111 STAT. 723 


to subsection (a) and the provisions of law amended by subsection 
(b). 


CHAPTER 4—DISTRICT OF COLUMBIA FEDERAL 
PENSION LIABILITY TRUST FUND 


SEC. 11031. CREATION OF TRUST FUND. 


(a) ESTABLISHMENT.—There is established on the books of the 
Treasury the District of Columbia Federal Pension Liability Trust 
Fund, consisting of the assets transferred pursuant to section 11033 
and any income earned on the investment of such assets pursuant 
to subsection (b). 

(b) INVESTMENT OF ASSETS.—The Trustee may invest the assets 
of the Trust Fund in private securities and any other form of 
investment deemed appropriate by the Secretary. 


SEC. 11032. USES OF AMOUNTS IN TRUST FUND. 


(a) IN GENERAL.—Amounts in the Trust Fund shall be used— 

(1) to make Federal benefit payments under this subtitle; 

(2) subject to subsection (b), to cover the reasonable and 
necessary expenses of administering the Trust Fund under 
the contract entered into pursuant to section 11035(b); and 

(3) for such other purposes as are specified in this subtitle. 
(b) SPECIAL RULES REGARDING ADMINISTRATIVE EXPENSES.— 

(1) BUDGETING; CERTIFICATION AND APPROVAL.—The 
administrative expenses of the Trust Fund shall be paid in 
accordance with an annual budget set forth by the Trustee 
which shall be subject to certification and approval by the 
Secretary. 

(2) USE OF DISTRICT RETIREMENT FUND FOR INTERIM 
ADMINISTRATION.—The Secretary is authorized to requisition 
from the District Retirement Fund such sums as are necessary 
to administer the Trust Fund until assets are transferred to 
the Trust Fund pursuant to section 11033. 


SEC. 11033. TRANSFER OF ASSETS AND OBLIGATIONS OF DISTRICT 
RETIREMENT FUNDS. 


(a) IN GENERAL.—As of the replacement plan adoption date, 
all obligations to make Federal benefit payments and all assets 
of the District Retirement Fund as of the replacement plan adoption 
date (except as provided in subsections (b) and (c)) shall be trans- 
ferred to the Trust Fund. 

(b) DESIGNATION OF ASSETS TO BE RETAINED BY DISTRICT 
RETIREMENT FUND.—The Secretary shall designate assets with a 
value of $1.275 billion that shall not be transferred from the District 
Retirement Fund under subsection (a). The Secretary’s designation 
and valuation of the assets shall be final and binding. 

(c) EXCEPTION FOR CERTAIN EMPLOYEE CONTRIBUTIONS.— 

(1) IN GENERAL.—Subsection (a) shall not apply to assets 
consisting of the District Retirement Fund consisting of any 
employee contributions deducted and withheld after the freeze 
date or any interest thereon (computed at a rate and in a 
manner determined by the Secretary). 

(2) EMPLOYEE CONTRIBUTIONS DEFINED.—In paragraph (1), 
the term “employee contributions” means amounts deducted 
and withheld from the salaries of covered District employees 
and paid to the District Retirement Fund (and, in the case 
of teachers, amounts of additional deposits paid to the District 
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Retirement Fund), pursuant to the District Retirement Pro- 
gram. 
(d) RESPONSIBILITIES OF DISTRICT GOVERNMENT.— 

(1) IN GENERAL.—The transfer of assets from the District 
Retirement Fund under this section shall be made in accordance 
with the direction of the Secretary. The District Government 
shall promptly take all steps, and execute all documents, that 
the Secretary deems necessary to effect the transfer. 

(2) FINAL RECONCILIATION OF ACCOUNTS.—As soon as prac- 
ticable after the replacement plan adoption date, the District 
Government shall furnish the Trustee a final reconciliation 
of accounts in connection with the transfer of assets and obliga- 
tions to the Trust Fund. The allocation of assets under this 
section shall be adjusted in accordance with this reconciliation. 


SEC. 11034. TREATMENT OF TRUST FUND UNDER CERTAIN LAWS. 


(a) INTERNAL REVENUE CODE.—For purposes of the Internal 
Revenue Code of 1986— 

(1) the Trust Fund shall be treated as a trust described 
in section 401(a) of the Code which is exempt from taxation 
under section 501(a) of the Code; 

(2) any transfer to or distribution from the Trust Fund 
shall be treated in the same manner as a transfer to or distribu- 
tion from a trust described in section 401(a) of the Code; and 

(3) the benefits provided by the Trust Fund shall be treated 
as benefits provided under a governmental plan maintained 
by the District of Columbia. 

(b) ERISA.—For purposes of the Employee Retirement Income 
Security Act of 1974, the benefits provided by the Trust Fund 
shall be treated as benefits mere under a governmental plan 
maintained by the District of Columbia. 

(c) APPLICATION OF CERTAIN FUTURE AMENDMENTS TO INTERNAL 
REVENUE CODE.—To the extent that any provision of subpart A 
of part I of subchapter D of chapter 1 of the Internal Revenue 
Code of 1986 (26 U.S.C. 401 et seq.) is amended after the date 
of the enactment of this Act, such provision as amended shall 
apply to the Trust Fund only to the extent the Secretary determines 
that application of the provision as amended is consistent with 
the administration of this subtitle. 


SEC. 11035. ADMINISTRATION THROUGH TRUSTEE. 


(a) IN GENERAL.—As soon as practicable after the enactment 
of this subtitle, the Secretary shall select a Trustee to administer 
the Trust Fund and otherwise carry out the responsibilities and 
duties specified in this subtitle in accordance with the contract 
described in subsection (b). 

(b) CONTRACT.—The Secretary shall enter into a contract with 
the Trustee to provide for the management, investment, control 
and auditing of Trust Fund assets, the making of Federal benefit 
payments under this subtitle from the Trust Fund, and such other 
matters as the Secretary deems appropriate. The Secretary shall 
enforce the provisions of the contract and otherwise monitor the 
administration of the Trust Fund. 

(c) Reports.—The Trustee shall report to the Secretary, in 
a form and manner and at such intervals as the Secretary may 
prescribe, on any matters or transactions relating to the Trust 
Fund, including financial matters, as the Secretary may require. 
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CHAPTER 5—RESPONSIBILITIES OF DISTRICT 
GOVERNMENT 


SEC. 11041. INTERIM ADMINISTRATION. 


(a) ADMINISTRATION OF BENEFITS UNTIL APPOINTMENT OF 
TRUSTEE.—Notwithstanding chapter 2, after the enactment of this 
subtitle the District Government shall continue to discharge its 
duties and responsibilities under the District Retirement Program 
and the District Retirement Fund (as such duties and responsibil- 
ities are modified by this subtitle), including the responsibility 
for Federal benefit payments, until such time as the Secretary 
notifies the District Government that the Secretary has directed 
the Trustee to carry out the duties and responsibilities required 
under the contract. 

(b) REIMBURSEMENT FROM TRUST FUND.—The Trustee shall 
reimburse the District Government for any administrative expenses 
incurred by the District Government in carrying out subsection 
(a)— 

(1) if the Trustee finds such expenses to be reasonable 
and necessary; and 

(2) to the extent that the District Government is not 
reimbursed for such expenses from other sources. 

(c) MAKING DISTRICT RETIREMENT FUND WHOLE.—The District 
Government shall reimburse the District Retirement Fund for any 
benefits paid inconsistent with this subtitle from the District Retire- 
ment Fund between the freeze date and the replacement plan 
adoption date. 


SEC. 11042. REPLACEMENT PLAN. 


(a) ADOPTION BY DISTRICT GOVERNMENT.—Not later than one 
year after the date of the enactment of this subtitle, the District 
Government shall adopt a replacement plan for pension benefits 
for covered District employees, effective as of the freeze date. 

(b) REPLACEMENT PLAN IMPOSED IF DISTRICT GOVERNMENT 
FAILS TO ADOPT PLAN.—If the District Government fails to adopt 
a replacement plan within the period prescribed in subsection (a), 
the retirement program applicable to police, firefighters, and teach- 
ers under the laws of the District of Columbia in effect as of 
June 1, 1997 (except as otherwise amended by this Act), including 
all requirements of the program regarding benefits, contributions, 
and cost-of-living adjustments, shall be treated as the replacement 
plan for purposes of this subtitle. 

(c) NO PAYMENT OF AMOUNTS PAID AS FEDERAL BENEFIT PAy- 
MENT.—Notwithstanding any provision of the Reform Act or any 
other law, rule, or regulation, the District Government is not 
required to pay any amount under any replacement plan under 
this subtitle if the amount is paid as a Federal benefit payment 
under this subtitle. 


CHAPTER 6—FINANCING OF BENEFIT PAYMENTS AFTER 
DEPLETION OF TRUST FUND 


SEC. 11051. CREATION OF FEDERAL SUPPLEMENTAL FUND. 


(a) ESTABLISHMENT.—There is established on the books of the 
Treasury the Federal Supplemental District of Columbia Pension 
Fund, which shall be administered by the Secretary and shall 
consist of the following assets: 
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(1) Amounts deposited into such Fund under the provisions 
of this subtitle. 

(2) Any amount otherwise appropriated to such Fund. 

(3) Any income earned on the investment of the assets 

of such Fund pursuant to subsection (b). 

(b) INVESTMENT OF ASSETS.—The Secretary shall invest such 
portion of the Federal Supplemental Fund as is not in the judgment 
of the Secretary required to meet current withdrawals. Such invest- 
ments shall be in public debt securities with maturities suitable 
to the needs of the Federal Supplemental Fund, as determined 
by the Secretary, and bearing interest at rates determined by 
the Secretary, taking into consideration current market yields on 
outstanding marketable obligations of the United States of com- 
parable maturities. 

(c) RECORDKEEPING FOR ACTUARIAL STATUS.—The Secretary 
shall provide for the keeping of such records as are necessary 
for determining the actuarial status of the Federal Supplemental 
Fund. 


SEC. 11052. USES OF AMOUNTS IN FUND. 


Amounts in the Federal Supplemental Fund shall be used 
for the accumulation of funds in order to finance obligations of 
the Federal Government for benefits and necessary administrative 
expenses under the provisions of this subtitle, in accordance with 
the methodology selected by the Secretary under section 11054(b), 
except that payments from the Fund for administrative expenses 
may be made only the extent and in such amounts as are provided 
in advance in appropriations acts. 


SEC. 11053. DETERMINATION OF ANNUAL PAYMENT INTO FEDERAL 
SUPPLEMENTAL FUND. 


(a) IN GENERAL.—At the end of each applicable fiscal year 
the Secretary shall promptly pay into the Federal Supplemental 
Fund from the General Fund of the Treasury an amount equal 
to the sum of— 

(1) the annual amortization amount for the year (which 
may not be less than zero); and 

(2) the covered administrative expenses for the year. 

(b) DETERMINATION OF AMOUNTS.—For purposes of this section: 

(1) The “original unfunded liability” is the amount that 
is the present value as of the freeze date of future benefits 
payable from the Federal Supplemental Fund. 

(2) The “annual amortization amount” is the amount deter- 
mined by the enrolled actuary to be necessary to amortize 
in equal annual installments (until fully amortized)— 

(A) the original unfunded liability over a 30-year 
period; 
‘ (B) a net experience gain or loss over a 10-year period; 
an 
(C) any other changes in actuarial liability over a 20- 
year period. 

(3) The “covered administrative expenses” are the expenses 
determined by the Secretary (on an annual basis) to be nec- 
essary to administer the Federal Supplemental Fund. 

(c) TIMING.—The first applicable fiscal year under subsection 
(a) is the first fiscal year that ends more than six months after 
the replacement plan adoption date. 
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SEC. 11054. DETERMINATION OF METHODOLOGY FOR MAKING PAY- 
MENTS. 


(a) NOTICE TO PRESIDENT AND CONGRESS.—Not later than 18 
months before the time that assets remaining in the Trust Fund 
are projected to be insufficient for making Federal benefit payments 
and covering necessary administrative expenses when due, the Sec- 
retary shall so advise the President and the Congress. 

(b) SELECTION OF METHODOLOGY.—Before all available assets 
of the Trust Fund have been depleted, the Secretary shall determine 
whether Federal benefit payments and necessary administrative 
expenses under this subtitle shall be made by one of the following 
methods: 

(1) Continuation of the Trust Fund using payments from 
the Federal Supplemental Fund. 
(2) Discontinuation of the Trust Fund, with payments 
made— 
(A) by direct payment by the Secretary from the Fed- 
eral Supplemental Fund; or 
(B) from the Federal Supplemental Fund through 
another department or agency of the United States. 

(c) ARRANGEMENTS BY SECRETARY.—The Secretary shall make 
appropriate arrangements to implement the determinations made 
in this subsection. 


SEC. 11055. SPECIAL REQUIREMENTS UPON DISCONTINUATION OF 
TRUST FUND. 

(a) SUCCESSOR TO TRUSTEE.—If the Secretary determines that 
the Trust Fund shall be discontinued after it has been depleted 
of assets, the Secretary shall appoint a successor to the Trustee 
to administer the requirements of this subtitle, with the same 
powers and subject to the same conditions as were applicable to 
the Trustee. 

(b) CONTINUING APPLICATION OF TERMS AND CONDITIONS.— 
The methodology selected by the Secretary under section 11054(b), 
and the payment of benefits pursuant to such methodology, shall 
be subject to the same arrangements, terms, and conditions as 
were applicable under this subtitle to the Trust Fund and the 
benefits paid under the Trust Fund (including provisions relating 
to the treatment of the Trust Fund under certain laws). 


CHAPTER 7—REPORTS 


SEC. 11061. ANNUAL VALUATIONS AND REPORTS BY ENROLLED ACTU- 
ARY. 


(a) DETERMINATION OF ACTUARIAL VALUATIONS.—The Trustee 
shall engage an enrolled actuary (as defined in section 7701(a)(35) 
of the Internal Revenue Code of 1986) who is a member of the 
American Academy of Actuaries to shall perform an annual actuar- 
ial valuation (in a manner and form determined by the Secretary) 
of the Trust Fund and the Federal Supplemental Fund for obliga- 
tions assumed by the Federal Government under this subtitle. 

(b) ANNUAL REPORT ON STATUS OF FUNDS.—The enrolled actu- 
ary shall prepare and submit to the Secretary and the Trustee 
an annual report on the actuarial status of the Trust Fund and 
the Federal Supplemental Fund, and shall include in the report— 
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(1) a projection of when assets in the Trust Fund will 
be insufficient to pay benefits and necessary administrative 
expenses when due; and 

(2) a determination of the annual payment to the Federal 
Supplemental Fund under section 11053. 


SEC. 11062. REPORTS BY COMPTROLLER GENERAL. 


(a) IN GENERAL.—The Comptroller General is authorized to 
conduct evaluations of the administration of this subtitle to ensure 
that the Trust Fund and Federal Supplemental Fund are being 
properly administered and shall report the findings of such evalua- 
tions to the Secretary and the Congress. 

(b) ACCESS TO INFORMATION.—For the purpose of evaluations 
under subsection (a) the Comptroller General, subject to section 
6103 of the Internal Revenue Code of 1986, shall have access 
to and the right to copy any books, accounts, records, correspondence 
or other pertinent documents that are in the possession of the 
Secretary or the Trustee, or any contractor or subcontractor of 
the Secretary or the Trustee. 


CHAPTER 8—JUDICIAL ENFORCEMENT 


SEC. 11071. JUDICIAL REVIEW. 


(a) INGENERAL.—A civil action may be brought— 

(1) by a participant or beneficiary to enforce or clarify 
rights to benefits from the Trust Fund or Federal Supplemental 
Fund under this subtitle; 

(2) by the Trustee— 

(A) to enforce any claim arising (in whole or in part) 
under this subtitle or the contract; or 
(B) to recover benefits improperly paid from the Trust 

Fund or Federal Anas nema. Fund or to clarify a partici- 

pant’s or beneficiary's rights to benefits from the Trust 

Fund or Federal Supplemental Fund; and 

(3) by the Secretary to enforce any provision of this subtitle 
or the contract. 

(b) TREATMENT OF TRUST FUND.—The Trust Fund may sue 
and be sued as an entity. 

(c) EXCLUSIVE REMEDY.—This chapter shall be the exclusive 
means for bringing actions against the Trust Fund, the Trustee 
or the Secretary under this subtitle. 


SEC. 11072. JURISDICTION AND VENUE. 


(a) IN GENERAL.—The United States District Court for the 
District of Columbia shall have exclusive jurisdiction and venue, 
regardless of the amount in controversy, of— 

(1) civil actions brought by participants or beneficiaries 
pursuant to this subtitle, and 

(2) any other action otherwise arising (in whole or part) 
under this subtitle or the contract. 

(b) REVIEW BY COURT OF APPEALS.—Notwithstanding any other 
provision of law, any order of the United States District Court 
for the District of Columbia issued pursuant to an action described 
in subsection (a) that concerns the validity or enforceability of 
any provision of this subtitle or seeks injunctive relief against 
the Secretary or Trustee under this subtitle shall be reviewable 
only pursuant to a notice of appeal to the United States Court 
of Appeals for the District of Columbia Circuit. 
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(c) REVIEW BY SUPREME CouRT.—Notwithstanding any other 
provision of law, review by the Supreme Court of the United States 
of a decision of the Court of Appeals that is issued pursuant 
to subsection (b) may be had only if the petition for relief is 
filed within 20 calendar days after the entry of such decision. 

(d) RESTRICTIONS ON DECLARATORY OR INJUNCTIVE RELIEF.— 
No order of any court granting declaratory or injunctive relief 
against the Secretary or the Trustee shall take effect during the 
pendency of the action before such court, during the time an appeal 
may be taken, or (if an appeal is taken or petition for certiorari 
filed) during the period before the court has entered its final order 
disposing of the action. 


SEC, 11073. STATUTE OF LIMITATIONS. 


(a) ACTION FOR BENEFITS.—Any civil action by an individual 
with respect to a Federal benefit payment under this subtitle shall 
be commenced within 180 days of a final benefit determination. 

(b) ACTION FOR BREACH OF CONTRACT OR OTHER VIOLATIONS.— 
Except as provided in subsection (c), any civil action for breach 
of the contract or any other violation of this subtitle shall be 
commenced within the later of— 

(1) six years after the last act that constituted the alleged 
breach or violation or, in the case of an omission, six years 
after the last date on which the alleged breach or violation 
could have been cured; or 

(2) three years after the earliest date on which the plaintiff 
knew or could have reasonably been expected to have known 
of the act or omission on which the action is based. 

(c) SPECIAL RULE FOR ACTIONS AGAINST SECRETARY.—Notwith- 
standing subsection (b), any action against the Secretary arising 
(in whole or part) under this subtitle or the contract shall be 
commenced within one year of the events giving rise to the cause 
of action. 


SEC. 11074. TREATMENT OF MISAPPROPRIATION OF FUND AMOUNTS 
AS FEDERAL CRIME. 


The provisions of section 664 of title 18, United States Code 
(relating to theft or embezzlement from employee benefit plans), 
shall apply to the Trust Fund and the Federal Supplemental Fund. 


CHAPTER 9—MISCELLANEOUS 


SEC. 11081. COORDINATION BETWEEN SECRETARY, TRUSTEE, AND DIS- 
TRICT GOVERNMENT. 


The Secretary, Trustee, and District Government shall carry 
out responsibilities under this subtitle and under the contract in 
a manner which promotes the cost-effective and efficient administra- 
tion of benefit payments under the District Retirement Programs, 
and in a manner which avoids unnecessary interruptions and delays 
in paying individuals the full benefits to which they are entitled 
under such Programs. 


SEC. 11082. STUDY OF ALTERNATIVES FOR FINANCING FEDERAL 
OBLIGATIONS. 


(a) IN GENERAL.—As soon as practicable after the date of the Contracts. 
enactment of this subtitle, the Secretary shall enter into a contract 
with an independent consultant to conduct a study of actuarial 
alternatives for financing the federal obligations assumed under 
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this subtitle, together with an analysis of the impact of each alter- 
native on the federal budget. The Secretary and the District Govern- 
ment shall cooperate with the consultant and shall provide direct 
access to such information systems, records, documents, informa- 
tion, or data as will enable the consultant to conduct the study. 

(b) DEADLINE.—The contract entered into under subsection (a) 
shall require the consultant to report the results of the study 
not later than 12 months after the date of enactment of this Act. 

(c) No EFFECT ON FEDERAL OBLIGATIONS.—Nothing in this 
section may be construed to affect any obligation of the Federal 
Government to make payments under this subtitle. 


SEC. 11083. ISSUANCE OF REGULATIONS BY SECRETARY. 


The Secretary is authorized to issue regulations to implement, 
interpret, administer and carry out the purposes of this subtitle, 
and, in the Secretary’s discretion, those regulations may have retro- 
active effect. 


SEC. 11084. EFFECT ON REFORM ACT AND OTHER LAWS. 


(a) REFORM ACT.— 

(1) IN GENERAL.—This subtitle supersedes any provision 
of the Reform Act inconsistent with this subtitle and the regula- 
tions thereunder. 

(2) TERMINATION OF PAYMENTS TO DISTRICT RETIREMENT 
FUNDS.—Section 144 of the Reform Act (DC Code, sec. 1—724) 
is amended by adding at the end the following new subsection: 
“(f) Notwithstanding any other provision of this Act, no Federal 

payments may be made to any Fund established by this title for 
any fiscal year after fiscal year 1997.”. 

(b) No EFFECT ON TAX TREATMENT OF BENEFITS.—Except as 
otherwise specifically provided, nothing in this subtitle may be 
construed to affect the application of any provision of the Internal 
Revenue Code of 1986 to any annuity or other benefit provided 
to or on behalf of any individual, including any disability benefit 
or any portion of a retirement benefit attributable to an individual’s 
disability status. 

(c) No EFFECT ON BENEFITS FOR PARK POLICE AND SECRET 
SERVICE.—Nothing in this subtitle shall be deemed to alter or 
amend in any way the provisions of existing law (including the 
Reform Act) relating to the program of annuities, other retirement 
benefits, or medical benefits for members and officers, retired mem- 
bers and officers, and survivors thereof, of the United States Park 
Police force, the United States Secret Service, or the United States 
Secret Service Uniformed Division. 


SEC. 11085. REFERENCE TO NEW FEDERAL PROGRAM FOR RETIRE- 
MENT OF JUDGES OF DISTRICT OF COLUMBIA COURTS. 


For provisions describing the retirement program for judges 
and judicial personnel of the District of Columbia, see subchapter 
B of chapter 4 of subtitle C. 


SEC. 11086. FULL FAITH AND CREDIT. 


Federal obligations for benefits under this subtitle are backed 
by the full faith and credit of the United States. 


SEC. 11087. SEVERABILITY OF PROVISIONS. 


If any provision of this subtitle, or the application of such 
provision to any person or circumstances, shall be held invalid, 
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the remainder of this subtitle, or the application of such provision 
to persons or circumstances other than those as to which it is 
held invalid, shall not be affected thereby. 


Subtitle B—Management Reform Plans District of 
Columbiz 
Saaeinmest 
SEC. 11101. SHORT TITLE. Reform Act of 


1997. 
This subtitle may be cited as the “District of Columbia Manage- 
ment Reform Act of 1997”. 


SEC. 11102. MANAGEMENT REFORM PLANS FOR DISTRICT GOVERN- 
MENT. 


(a) IN GENERAL.—In accordance with the provisions of this 
subtitle, the District of Columbia Financial Responsibility and 
Management Assistance Authority (hereafter in this subtitle 
referred to as the “Authority”) and the government of the District 
of Columbia shall develop and implement management reform 
plans— 

(1) for each of the departments of the government of the 
District of Columbia described in paragraph (1) of subsection 
(b); and 

(2) for all entities of the government of the District of 
Columbia with respect to the items described in paragraph 
(2) of subsection (b). 

(b) DEPARTMENTS AND ITEMS SUBJECT TO PLANS.— 

(1) DEPARTMENTS DESCRIBED.—The departments referred 
to in this paragraph are as follows: 

(A) The Department of Administrative Services. 
(B) The Department of Consumer and Regulatory 

Affairs. 

(C) The Department of Corrections. 
(D) The Department of Employment Services. 
(E) The Department of Fire and Emergency Medical 

Services. 

(F) The Department of Housing and Community Devel- 
opment. 

(G) The Department of Human Services. 

(H) The Department of Public Works. 

(I) The Public Health Department. 

(2) ITEMS DESCRIBED.—The items referred to in this para- 

graph are as follows: 
(A) Asset management. 
(B) Information resources management. 
(C) Personnel. 
(D) Procurement. 


SEC. 11103. PROCEDURES FOR DEVELOPMENT OF PLANS. 


(a) CONTRACTS WITH CONSULTANTS.—Not later than 30 days 
after the date of the enactment of this Act (or, at the option 
of the Authority and upon notification to Congress, not later than 
60 days after such date), the Authority shall enter into contracts 
with consultants to develop the management reform plans under 
this subtitle. 

(b) DEADLINE FOR SUBMISSION OF PLANS.—Under a contract 
entered into with the Authority under subsection (a), a consultant 
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shall submit a completed management reform plan for the depart- 
ment or item involved within 90 days (or, at the option of the 
Authority, within 120 days). 

(c) AUTHORIZATION OF APPROPRIATIONS.—There are authorized 
to be appropriated to the Authority such sums as may be necessary 
to carry out the contracts entered into under this section. 


SEC. 11104. IMPLEMENTATION OF PLANS. 


(a) ESTABLISHMENT OF MANAGEMENT REFORM TEAMS.—With 
respect to each management reform plan developed under this 
subtitle, there shall be a management reform team consisting of 
the following: 

(1) The Chair of the Authority (or the Chair’s designee). 

(2) The Chair of the Council of the District of Columbia 
(or the Chair’s designee). 

(3) The Mayor of the District of Columbia (or the Mayor’s 
designee). 

(4) In the case of a management reform plan for a depart- 
ment of the government of the District of Columbia, the head 
of the department involved. 

(b) RESPONSIBILITY FOR IMPLEMENTATION OF PLANS.— 

(1) PLANS FOR SPECIFIC DEPARTMENTS.—In the case of a 
management reform plan for a department of the government 
of the District of Columbia, the head of the department involved 
shall take any and all steps within his or her authority to 
implement the terms of the plan, in consultation and coordina- 
tion with the other members of the management reform team. 

(2) PLANS FOR ITEMS COVERING ENTIRE DISTRICT GOVERN- 
MENT.—In the case of a management reform plan for an item 
described in section 11102(bX2), each member of the manage- 
ment reform team shall take any and all steps within the 
member’s authority to implement the terms of the plan, under 
the direction and subject to the instructions of the Chair of 
the Authority (or the Chair’s designee). 

(3) REPORT TO AUTHORITY.—In carrying out any of the 
management reform plans under this section, the member of 
the management reform team described in subsection (a)(4) 
shall report to the Authority. 


SEC. 11105. REFORM OF POWERS AND DUTIES OF DEPARTMENT HEADS. 


(a) APPOINTMENT AND REMOVAL.— 
(1) APPOINTMENT.— 

(A) IN GENERAL.—During a control year, the head of 
each department of the government of the District of 
Columbia described in section 11102(b\1) shall be 
appointed by the Mayor as follows: 

(i) Prior to appointment, the Authority may submit 
recommendations for the appointment to the Mayor. 

(ii) In consultation with the Authority and the 
Council, the Mayor shall nominate an individual for 
appointment and notify the Council of the nomination. 

(iii) After the expiration of the 7-day period which 
begins on the date the Mayor notifies the Council 
of the nomination under clause (ii), the Mayor shall 
notify the Authority of the nomination. 

(iv) The nomination shall be effective subject to 
approval by a majority vote of the Authority. 
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(B) APPOINTMENT BY AUTHORITY IF NO NOMINATION 
MADE WITHIN 30 DAYS.—During a control year, if the Mayor 
fails to nominate an individual to fill a vacancy in the 
position of the head of any of the departments described 
in section 11102(b\1) during the 30-day period which 
begins on the date the vacancy begins (or during such 
longer period as the Authority may establish, upon notifica- 
tion to Congress), the Authority shall appoint an individual 
to fill the vacancy. 

(C) POSITIONS DEEMED VACANT UPON ENACTMENT.— 
For purposes of this paragraph, a vacancy shall be deemed 
to exist in the position of the head of each of the depart- 
ments described in section 11102(b)(1) upon the date of 
the enactment of this Act. Nothing in this subparagraph 
shall be deemed to affect any of the powers and duties 
of any individual serving as the head of such a department 
as of such date. 

(2) REMOVAL.—During a control year, the head of any of 
the departments of the government of the District of Columbia 
described in section 11102(b)(1) may be removed by the Author- 
ity or by the Mayor with the approval of the Authority. 

(3) CONTROL YEAR DEFINED.—In this subsection, the term 
“control year” has the meaning given such term in section 
305(4) of the District of Columbia Financial Responsibility and 
Management Assistance Act of 1995. 

(b) CONTROL OVER PERSONNEL.— 

(1) IN GENERAL.—Notwithstanding any other provision of 
law and except as provided in paragraph (3), all personnel 
of the departments of the government of the District of Colum- 
bia described in section 11102(b)(1) shall be appointed by and 
shall act under the direction and control of the head of the 
department involved. 

(2) REASSIGNMENT OF PERSONNEL.—The head of each of 
the departments described in section 11102(b)(1) may reassign 
any personnel of the department in such manner as the head 
considers appropriate. 

(3) REQUIREMENTS FOR ADVERSE ACTIONS.—The head of 
each of the departments described in section 11102(b\(1) may 
take corrective or adverse action against any personnel of the 
department pursuant to rules (promulgated consistent with 
the publication and comment provisions of the District of 
Columbia Administrative Procedure Act) which— 

(A) provide that adverse actions may only be taken 
for cause; 

(B) define the causes for which a corrective or adverse 
action may be taken; 

(C) require prior written notice of the grounds on which 
the action is proposed to be taken; 

(D) require an opportunity to be heard (which may 
be in writing only) before the action becomes effective, 
unless the head of the department finds that taking action 
prior to the exercise of such opportunity is necessary to 
protect the integrity of government operations, in which 
case a hearing shall be afforded within a reasonable time 
after the action becomes effective; and 

(E) provide that the head of the department shall 
be the final administrative authority with respect to the 
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action, subject to judicial review of the record of the 
administrative proceeding in an action against the District 
of Columbia to be brought only in the Superior Court 
for the District of Columbia. 


SEC. 11106. NO EFFECT ON POWERS OF FINANCIAL RESPONSIBILITY 
AND MANAGEMENT ASSISTANCE AUTHORITY. 


Nothing in this subtitle may be construed to affect the authority 
of the District of Columbia Financial Responsibility and Manage- 
ment Assistance Authority to carry out any of its powers under 
the District of Columbia Financial Responsibility and Management 
Assistance Act of 1995. 


Subtitle C—Criminal Justice 


CHAPTER 1—CORRECTIONS 
SEC. 11201. BUREAU OF PRISONS. 

(a) FELONS SENTENCED PURSUANT TO THE TRUTH-IN-SENTENC- 
ING REQUIREMENTS.—Not later than October 1, 2001, any person 
who has been sentenced to incarceration pursuant to the District 
of Columbia Code or the truth-in-sentencing system as described 
in section 11211 shall be designated by the Bureau of Prisons 
to a penal or correctional facility operated or contracted for by 
the Bureau of Prisons, for such term of imprisonment as the court 
may direct. Such persons shall be subject to any law or regulation 
applicable to persons committed for violations of laws of the United 
States consistent with the sentence imposed. 

(b) FELONS SENTENCED PURSUANT TO THE D.C. CopE.—Not- 
withstanding any other provision of law, not later than December 
31, 2001, the Lorton Correctional Complex shall be closed and 
the felony population sentenced pursuant to the District of Columbia 
Code residing at the Lorton Correctional Complex shall be trans- 
ferred to a penal or correctional facility operated or contracted 
for by the Bureau of Prisons. Such persons shall be subject to 
any law or regulation applicable to persons committed for violations 
of laws of the United States consistent with the sentence imposed, 
and the Bureau of Prisons shall be responsible for the custody, 
care, subsistence, education, treatment and training of such persons. 

(c) PRIVATIZATION.— 

(1) TRANSITION OF INMATES FROM LORTON.—The Bureau 
of Prisons shall house, in private contract facilities— 
(A) at least 2000 District of Columbia sentenced felons 
by December 31, 1999; and 
(B) at least 50 percent of the District of Columbia 
sentenced felony population by September 30, 2003. 
(2) DUTIES OF DEPUTY ATTORNEY GENERAL.—The Deputy 

Attorney General shall— 

(A) be responsible for overseeing Bureau of Prisons 
privatization activities; and 

(B) submit a report to Congress on October 1 of each 
year detailing the progress and status of compliance with 
privatization requirements. 

m - DUTIES OF ATTORNEY GENERAL.—The Attorney General 

shall— 

(A) conduct a study of correctional privatization, includ- 
ing a review of relevant research-and related legal issues, 
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and comparative analysis of the cost effectiveness and fea- 

sibility of private sector and Federal, State, and local 

governmental operation of prisons and corrections pro- 

grams at all security levels; and 

(B) submit a report to Congress no later than one Reports 
year after the dater of enactment of this Act. 

(d) SITE ACQUISITION AND CONSTRUCTION.—In order to house 
the District of Columbia felony inmate population the Bureau of 
Prisons shall acquire land, construct and build new facilities at 
sites selected by the Bureau of Prisons, or contract for appropriate 
bed space, but no facilities may be built on the grounds of the 
Lorton Reservation. 

(e) NATIONAL CAPITAL PLANNING.—Notwithstanding any other 
provision of law, the requirements of the National Capital Planning 
Act of 1952 (40 U.S.C. 71 et seq.) shall not apply to any actions 
taken by the Bureau of Prisons or its agents or employees. 

(f) DEPARTMENT OF CORRECTIONS AUTHORITY.—The District of 
Columbia Department of Corrections shall remain responsible for 
the custody, care, subsistence, education, treatment, and training 
of any person convicted of a felony offense pursuant to the District 
of Columbia Code and housed at the Lorton Correctional Complex 
until December 31, 2001, or the date on which the last inmate 
housed at the Lorton Correctional Complex is designated by the 
Bureau of Prisons, whichever is earlier 

(g) LORTON CORRECTIONAL COMPLEX.— 

(1) TRANSFER OF FUNCTIONS.—Notwithstanding any other 
provision of law, to the extent the Bureau of Prisons assumes 
functions of the Department of Corrections under this subtitle, 
the Department is no longer responsible for such functions 
and the provisions of “An Act to create a Department of Correc- 
tions in the District of Columbia”, approved June 27, 1946 
(D.C. Code 24—441, 442), that apply with respect to such func- 
tions are no longer applicable. Except as provided in paragraph 
(2), any property on which the Lorton Correctional Complex 
is located shall be transferred to the Department of the Interior 

(2) TRANSFER OF LAND.— 

(A) IN GENERAL.— 

(i) FAIRFAX COUNTY WATER AUTHORITY.—150 acres 
of parcel 106—-4—001—54 located west of Ox Road (State 
Route 123) on which the Lorton Correctional Complex 
is located shall be transferred,- without consideration, 
to the Fairfax County Water Authority of Fairfax, Vir- 
ginia. 

(ii) FAIRFAX COUNTY DEPARTMENT OF PARKS AND 
RECREATION.—Any acres of parcel 106-4—-001-—54 
located west of Ox Road (State Route 123) on which 
the Lorton Correctional Complex is located not trans- 
ferred under clause (i) shall be assigned to the Depart- 
ment of the Interior, National Park Service, for convey- 
ance to the Fairfax County Department of Parks and 
Recreation for recreational purposes pursuant to the 
section 203(k)\(2) of the Federal Property and Adminis- 
trative Services Act of 1949 (40 U.S.C. 484(k)(2)). 

(B) CONDITION OF TRANSFER.— 
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(i) WATER SERVICES.—The United States Govern- 
ment shall not transfer any parcels under this para- 
graph unless the Fairfax County Water Authority cer- 
tifies that it will continue to provide water services 
to the Lorton Correctional Complex at the rate it pro- 
vided water services prior to the transfer. 

(ii) RESTRICTION ON TRANSFER.—No Federal agency 
may transfer the property under this paragraph until 
the prospective recipient of the property provides to 
such agency— 

(I) a land description survey suitable for 
transferring property under Virginia law; and 

(II) any necessary surveys to determine the 
presence of any hazardous substances, contami- 
nants or pollutants. 

(iii) LORTON CORRECTIONAL COMPLEX.—The Lorton 
Correctional Complex shall remain available for the 
District of Columbia Department of Corrections to 
house District of Columbia felony inmates until the 
last inmate at the Complex has been designated by 
the Bureau of Prisons or until December 31, 2003, 
whichever is earlier. 

(C) AUTHORIZATION.—The General Services Adminis- 
tration and the National Park Service is authorized to 
expend any funds necessary to ensure that the transfer 
or conveyance under subparagraph (A) complies with all 
applicable environmental and historic preservation laws. 
(3) WATER MAINS.—Any water mains located on or across 

the Lorton Correctional Complex on the date of the transfers 
under paragraph (2), that are owned by the Fairfax County 
Water Authority and provide water to the public, shall be 
permitted to remain in place, and shall be operated, maintained, 
repaired, and replaced by the Fairfax County Water Authority 
or a successor agency furnishing water to the public in Fairfax 
County or adjacent jurisdictions, but shall not interfere with 
operations of the Lorton Correctional Complex. 

(g) DistRICT OF COLUMBIA CORRECTIONS INFORMATION COUN- 


CIL.— 


(1) ESTABLISHMENT.—There is established a council to be 
known as the District of Columbia Correction Information 
Council (hereafter referred to as “Council”. 

(2) MEMBERSHIP.—The Council shall be composed of 3 mem- 
bers appointed as follows: 

(A) 2 individuals appointed by the mayor of the District 
of Columbia. 

(B) 1 individual appointed by the Council of the District 
of Columbia. 

(3) COMPENSATION.—Members of the Council may not 
receive pay, allowances, or benefits by reason of their service 
on the Council. 

(4) Duties.—The Council shall report to the Director of 
the Bureau of Prisons with advice and information regarding 
matters affecting the District of Columbia sentenced felon popu- 
lation. 

(h) TIMING OF INMATE TRANSFERS.—As soon as practicable after 


the date of the enactment of this Act, the Director of the Bureau 








PUBLIC LAW 105-33—AUG. 5, 1997 111 STAT. 737 


of Prisons shall begin the transferring of inmates to Bureau of 
Prison or private contract facilities required by this section. 


SEC. 11202. CORRECTIONS TRUSTEE. 


(a) APPOINTMENT AND REMOVAL OF TRUSTEE.— 

(1) APPOINTMENT.—Pursuant to the Federal Government’s 
assumption of responsibility for persons convicted of a felony 
offense under the District of Columbia Code, the Attorney Gen- 
eral, in consultation with the Chairman of the District of 
Columbia Financial Responsibility and Management Assistance 
Authority (hereafter in this chapter referred to as the “D.C. 
Control Board”), the Mayor of the District of Columbia, the 
District of Columbia Council, and the District of Columbia 
judiciary, shall select a Corrections Trustee, who shall be an 
independent officer of the government of the District of Colum- 
bia, to oversee financial operations of the District of Columbia 
Department of Corrections until the Bureau of Prisons has 
designated all felony offenders sentenced under the District 
of Columbia Code to a penal or correctional facility operated 
or contracted for by the Bureau of Prisons under section 11201. 

(2) REMOVAL.—The Corrections Trustee may be removed 
by the Mayor with the concurrence of the Attorney General. 
The Attorney General shall have the authority to remove the 
Corrections Trustee for misfeasance or malfeasance in office. 
At the request of the Corrections Trustee, the District of Colum- 
bia Financial Responsibility and Management Assistance 
Authority may exercise any of its powers and authorities on 
behalf of the Corrections Trustee. 

(b) DUTIES OF TRUSTEE.—Beginning on the date of appointment 
and continuing until the felony population sentenced pursuant to 
the District of Columbia Code residing at the Lorton Correctional 
Complex is transferred to a penal or correctional facility operated 
or contracted for by the Bureau of Prisons, the Corrections Trustee 
shall carry out the following responsibilities (notwithstanding any 
law of the District of Columbia to the contrary): 

(1) Exercise financial oversight over the District of Colum- 
bia Department of Corrections and allocate funds as enacted 
in law or as otherwise allocated, including funds for short 
term improvements which are necessary for the safety and 
security of staff, inmates and the community. 

(2) Purchase any necessary goods or services on behalf 
of the District of Columbia Department of Corrections consist- 
ent with Federal procurement regulations as they apply to 
the Bureau of Prisons. 

(c) FUNDING.— 

(1) IN GENERAL.—Funds available for the Corrections 
Trustee, staff and all necessary and appropriate ‘operations 
shall be made available to the extent provided in appropriations 
acts to the Corrections Trustee. Funding requests shall be 
proposed by the Corrections Trustee to the President and Con- 
gress for each Fiscal Year. 

(2) REIMBURSEMENT TO BUREAU OF PRISONS.—Upon receipt 
of Federal funds, the Corrections Trustee shall immediately 
provide an advance reimbursement to the Bureau of Prisons 
of all funds identified by the Congress for construction of new 
prisons and major renovations, which shall remain available 
until expended. The Bureau of Prisons shall be responsible 
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and accountable for determining how these funds shall be used 

for renovation and construction, including type, security level, 

and location of new facilities. 

(3) ACCOUNTABILITY AND REPORTS.—The District of Colum- 
bia Department of Corrections and the Bureau of Prisons shall 
maintain accountability for funds reimbursed from the Correc- 
tions Trustee, and shall provide expense reports by project 
at the request of the Corrections Trustee. 

(d) COMPENSATION AND DETAILEES.—The Corrections Trustee 
shall be compensated at a rate not to exceed the basic pay payable 
for Level IV of the Executive Schedule. The Corrections Trustee 
may appoint and fix the pay of additional staff without regard 
to the provisions of the District of Columbia Code governing appoint- 
ments and salaries, without regard to the provisions of title 5, 
United States Code, governing appointments in the competitive 
service, and without regard to the provisions of chapter 51 and 
subchapter III of chapter 53 of title 5, United States Code, relating 
to classification and General Schedule pay rates. Upon request 
of the Corrections Trustee, the head of any Federal department 
or agency may, on a reimbursable or non reimbursable basis, pro- 
vide services and detail any personnel of that department or agency 
to the Corrections Trustee to assist in carrying out his duties. 

(e) PROCUREMENT AND JUDICIAL REVIEW.—The provisions of 
the District of Columbia Code governing procurement shall not 
apply to the Corrections Trustee. The Corrections Trustee may 
seek judicial enforcement of his authority to carry out his duties. 

(f) PRESERVATION OF RETIREMENT AND CERTAIN OTHER RIGHTS 
OF FEDERAL EMPLOYEES WHO BECOME EMPLOYED BY THE CORREC- 
TIONS TRUSTEE.— 

(1) IN GENERAL.—A Federal employee who, within 3 days 
after separating from the Federal Government, is appointed 
Corrections Trustee or becomes employed by the Corrections 
Trustee— 

(A) shall be treated as an employee of the Federal 
Government for purposes of chapters 83, 84, 87, and 89 
of title 5 of the United States Code; and 

(B) if, after serving with the Trustee, such employee 
becomes reemployed by the Federal Government, shall be 
entitled to credit for the full period of such individual's 
service with the Trustee, for purposes of determining the 
applicable leave accrual rate. 

(2) REGULATIONS.—The Office of Personnel Management 
shall prescribe such regulations as may be necessary to carry 
out this subsection. 


SEC. 11203. PRIORITY CONSIDERATION FOR EMPLOYEES OF THE DIS- 
TRICT OF COLUMBIA. 


(a) ESTABLISHMENT.—As soon as practicable after appointment, 
the Bureau of Prisons, working with the Corrections Trustee, shall 
establish a priority consideration program to facilitate employment 
placement for employees of the District of Columbia Department 
of Corrections who are scheduled to be separated from service 
as a result of closing the Lorton Correctional Complex. 

(b) PROVISIONS.—The priority consideration program shall 
include provisions under which a vacant federal correctional institu- 
tion position established as a result of this Act and identified 
for external hiring shall not be filled by the appointment of any 
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individual from outside of the District of Columbia Department 
of Corrections if there is available any interested applicant within 
the District of Columbia Department of Corrections who meets 
all qualification and suitability requirements for Bureau of Prisons 
law enforcement positions, including those related to criminal his- 
tory, educational experience and level of functions, drug use, and 
work-related misconduct. The priority consideration program shall 
also include provisions under which an employee described in sub- 
section (a) who does not meet the qualification and suitability 
requirements for Bureau of Prisons law enforcement positions shall 
receive priority consideration for other Federal positions, and any 
such employee who is found to be well qualified for such a position 
may be ae without regard to the provisions of title 5, United 


States Code, governing appointments in the competitive service. 
Such program shall terminate one year after the closing of the Termination 
Lorton Correctional Complex. date. 
SEC. 11204. AMENDMENTS RELATED TO PERSONS WITH A MENTAL 
DISEASE OR DEFECT. 


Title 18, United States Code, is amended as follows: 
(1) Section 4246 is amended— 
(A) in subsection (a) by inserting “in the custody of 
the Bureau of Prisons” after “certifies that a person”; and 
(B) by adding at the end the following new subsection: 
“(h) DEFINITION.—As used in this chapter the term “State” 
includes the District of Columbia.”. 
(2) Section 4247(a) is amended— 
(A) in paragraph (1D) by striking “and” after the 
semicolon; 
(B) in paragraph (2) by striking the period and insert- 
ing “; and”; and 
(C) by adding at the end the following new paragraph: 
“(3) ‘State’ includes the District of Columbia.”. 
(3) Section 4247(j) of title 18, United States Code, is amend- 
ed by striking “This chapter does” and inserting “Sections 4241, 
4242, 4243, and 4244 do”. 


SEC. 11205. LIABILITY FOR AND LITIGATION AUTHORITY OF CORREC- 
TIONS TRUSTEE. 


(a) LIABILITY.—The District of Columbia shall defend any civil 
action or proceeding brought in any court or other official Federal, 
state, or municipal forum against the Corrections Trustee, or 
against the District of Columbia or it officers, employees, or agents, 
and shall assume any liability resulting from such an action or 
proceeding, if the action or proceeding arises from— 

(1) an inmate’s confinement with the District of Columbia 
Department of Corrections; 

(2) the District of Columbia’s operation or management 
of the buildings, facilities, or lands comprising the Lorton prop- 
erty; or 

(3) the District of Columbia’s operations or activities occur- 
ring on any property not specifically transferred to the adminis- 
trative control of the Federal Government pursuant to this 
Act. 

(b) LITIGATION.— 

(1) CORPORATION COUNSEL.—Subject to paragraph (2), the 
Corporation Counsel of the District of Columbia shall provide 
litigation services to the Corrections Trustee, except that the 
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Trustee may instead elect, either generally or in relation to 
particular cases or classes of cases, to hire necessary staff 
and personne! or enter into contracts for the provision of litiga- 
tion services at the Trustee’s expense. 

(2) ATTORNEY GENERAL.— 

(A) IN GENERAL.—Notwithstanding paragraph (1), with 
respect to any litigation involving the Corrections Trustee, 
the Attorney General may— 

(i) direct the litigation of the Trustee, and of the 

District of Columbia on behalf of the Trustee; and 

(ii) provide on a reimbursable or non-reimbursable 
basis litigation services for the Trustee at the Trustee’s 
request or on the Attorney General’s own initiative. 
(B) APPROVAL OF SETTLEMENT.—With respect to any 
litigation involving the Corrections Trustee, the Trustee 
may not agree to any settlement involving any form of 
equitable relief without the approval of the Attorney Gen- 
eral. The Trustee shall provide to the Attorney General 
such notice and reports concerning litigation as the Attor- 
ney General may direct. 
(C) DISCRETION.—Any decision to exercise any author- 
ity of the Attorney General under this subsection shall 
be in the sole discretion of the Attorney General and shall 
not be reviewable in any court. 
(c) LIMITATIONS.—Nothing in this section shall be construed— 

(1) as a waiver of sovereign immunity, or as limiting any 
other defense or immunity that would otherwise be available 
to the United States, the District of Columbia, their agencies, 
officers, employees, or agents; or 

(2) to obligate the District of Columbia to represent or 
indemnify the Corrections Trustee or any officer, employee, 
or agent where the Trustee (or any person employed by or 
acting under the authority of the Trustee) acts beyond the 
scope of his authority. 


SEC. 11206. PERMITTING EXPENDITURE OF FUNDS TO CARRY OUT CER- 
TAIN SEWER AGREEMENT. 


Notwithstanding the fourth sentence of section 446 of the Dis- 
trict of Columbia Self-Government and Governmental Reorganiza- 
tion Act, the District of Columbia is authorized to obligate or 
expend such funds as may be necessary during a fiscal year (begin- 
ning with fiscal year 1997) to carry out the Sewage Delivery System 
and Capacity Purchase Agreement between Fairfax County and 
the District of Columbia with respect to Project Number K00301, 
without regard to the amount appropriated for such purpose in 
the budget of the District of Columbia for the fiscal year. 


CHAPTER 2—SENTENCING 


SEC. 11211. TRUTH IN SENTENCING COMMISSION. 


(a) ESTABLISHMENT.—There is established as an independent 
agency of the District of Columbia a District of Columbia Truth 
in Sentencing Commission (hereafter in this chapter referred to 
as “the Commission”), which shall consist of 7 voting members. 
The Attorney General, or the Attorney General’s designee, shall 
be the chairperson of the Commission and shall have the duty 
to convene meetings of the Commission to ensure that it fulfills 
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its responsibilities under this Act. The members shall serve for 
the life of the Commission and shall be subject to removal only 
for neglect of duty, malfeasance in office, or other good cause 
shown. 

(b) MEMBERSHIP.—The members of the Commission shall have 
knowledge and responsibility with respect to criminal justice mat- 
ters. Two members of the Commission shall be judges of the Supe- 
rior Court of the District of Columbia, and shall be appointed 
by the chief judge of that court; one member shall be a representa- 
tive of the District of Columbia Council and shall be appointed 
by the chairperson or chairperson pro temp of the Council; one 
member shall be a representative of the executive branch of the 
District of Columbia government with official responsibilities for 
criminal justice matters in the District of Columbia and shall be 
appointed by the Mayor of the District of Columbia; one member 
shall be a representative of the District of Columbia Public Defender 
Service and shall be appointed by the Director of such Service; 
and one member shall be a representative of the United States 
Attorney for the District of Columbia and shall be appointed by 
the United States Attorney. A representative of the Federal Bureau 
of Prisons and a representative of the office of Corporation Counsel 
of the District of Columbia shall each serve as a non-voting, ex 
officio member. 

(c) VACANCY.—Any vacancy in the Commission shall be filled 
in the same manner as the original appointment. Members of 
the Commission shall receive no compensation for their services, 
but shall be reimbursed for travel, subsistence, and other necessary 
expenses incurred in the performance of duties vested in the 
Commission, but not in excess of the maximum amounts authorized 
under section 456 of title 28, United States Code. 


SEC. 11212. GENERAL DUTIES, POWERS, AND GOALS OF COMMISSION. 


(a) RECOMMENDATIONS.—The Commission shall, within 180 
days after the enactment of this Act, make recommendations to 
the District of Columbia Council for amendments to the District 
of Columbia Code with respect to the sentences to be imposed 
for all felonies committed on or after 3 years after the date of 
enactment of this Act. 

(b) CONTENTS OF RECOMMENDATIONS.—Such recommendations 
shall— 

(1) as to all felonies described in paragraph (h), meet the 
truth in sentencing standards of 20104(a\(1) of the Violent 
Crime Control and Law Enforcement Act of 1994; 

(2) as to all felonies ensure that— 

(A) an offender will have a sentence imposed that— 
(i) reflects the seriousness of the offense and the 
criminal history of the offender; and 
(ii) provides for just punishment, affords adequate 
deterrence to potential future criminal conduct of the 
offender and others, and provides the offender with 
needed educational or vocational training, medical 
care, and other correctional treatment; 
(B) good time shall be calculated pursuant to section 

3624 of title 18, United States Code; and 

(C) an adequate period of supervision will be imposed 
to follow release from the imprisonment. 
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(c) DEATH PENALTY.—The Commission shall not have the power 
to recommend a sentence of death for any offense nor for any 
offense a term of imprisonment less than that prescribed by the 
D.C. Code as a mandatory minimum sentence. 

(d) OTHER FEATURES OF RECOMMENDATIONS.—The Commission 
shall ensure that its reeommendations— 

(1) will be neutral as to the race, sex, marital status, 
ethnic origin, religious affiliation, national origin, creed, socio- 
economic status, and sexual orientation of offenders; 

(2) will include provisions designed to maximize the 
effectiveness of the drug court of the Superior Court of the 
District of Columbia; and 

(3) will be fully consistent with all other provisions of 
this Act, including provisions relating to the administration 
of probation, parole, and supervised release for District of 
Columbia Code offenders. 

(e) VOTE; TERMINATION.—The recommendations of the Commis- 
sion required under subsections (a)}(d) shall be adopted by a vote 
of not less than 6 of the members and when made shall be transmit- 
ted forthwith to the District of Columbia Council The Commission 
shall cease to exist 90 days after the transmittal of recommenda- 
tions to the Council or on the last date on which timely rec- 
ommendations may be made if the Commission is unable to agree 
on such recommendations. 

(f) RECOMMENDATIONS FOR IMPLEMENTATION.—In fulfilling its 
responsibilities, the Commission may adopt by a vote of not less 
than 6 of the members and transmit to the Superior Court of 
the District of Columbia recommended rules and principles for 
determining the sentence to be imposed, including— 

(1) whether to impose a sentence of probation, a term 
of imprisonment and/or a fine, and the amount or length 
thereof, and including intermediate sanctions in appropriate 
cases; and 

(2) whether multiple sentences of terms of imprisonment 
should run concurrently or consecutively. 

(g) PowERS.—The Commission is authorized— 

(1) to hold hearings and call witnesses that might assist 
the Commission in the exercise of its powers; 

(2) to perform such other functions as may be necessary 
to carry out the purposes of this section; and 

(3) except as otherwise provided, to conduct business, exer- 
cise powers, and fulfill duties by the vote of a majority of 
the members present at any meeting. 

(h) FELONIES DESCRIBED.—The felonies described in this sub- 
section are violations of any of the following provisions of law: 

(1) The following provisions relating to arson: 

(A) Section 820 of the Act entitled “An Act to establish 

a code of law for the District of Columbia,” approved March 

3, 1901 (DC Code, sec. 22-401). 

(B) Section 821 of the Act entitled “An Act to establish 

a code of law for the District of Columbia,” approved March 

3, 1901 (DC Code, sec. 22-402). 

(2) The following provisions relating to felony assault: 

(A) Section 803 of the Act entitled “An Act to establish 

a code of law for the District of Columbia,” approved March 

3, 1901 (DC Code, sec. 22-501). 
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(B) Section 804 of the Act entitled “An Act to establish 

a code of law for the District of Columbia,” approved March 

3, 1901 (DC Code, sec. 22-502). 

(C) Section 805 of the Act entitled “An Act to establish 

a code of law for the District of Columbia,” approved March 

3, 1901 (DC Code, sec. 22-503). 

(D) Section 806a of the Act entitled “An Act to establish 

a code of law for the District of Columbia,” approved March 

3, 1901 (DC Code, sec. 22-504.1). 

(E) Section 432 of the Revised Statutes, relating to 

the District of Columbia (DC Code, sec. 22-505). 

(F) Section 807 of the Act entitled “An Act to establish 

a code of law for the District of Columbia,” approved March 

3, 1901 (DC Code, sec. 22-506). 

(3) Section 502 of the District of Columbia Theft and White 
Collar Crimes Act of 1982 (DC Code, sec. 22-722) (relating 
to obstruction of justice). 

(4) Section 3 of the Act of February 13, 1885 (chapter 
58; 23 Stat. 303) (DC Code, sec. 22-901) (relating to cruelty 
to children). 

(5) Section 823 of the Act entitled “An Act to establish 
a code of law for the District of Columbia,” approved March 
3, 1901 (DC Code, sec. 22-1801) (relating to first degree bur- 
glary). 

(6) Section 812 of the Act entitled “An Act to establish 
a code of law for the District of Columbia,” approved March 
3, 1901 (DC Code, sec. 22-2101) (relating to kidnapping). 

(7) The following provisions relating to murder and man- 
slaughter: 

(A) Section 798 of the Act entitled “An Act to establish 

a code of law for the District of Columbia,” approved March 

3, 1901 (DC Code, sec. 22-2401). 

(B) Section 799 of the Act entitled “An Act to establish 

a code of law for the District of Columbia,” approved March 

3, 1901 (DC Code, sec. 22-2402). 

(C) Section 800 of the Act entitled “An Act to establish 

a code of law for the District of Columbia,” approved March 

3, 1901 (DC Code, sec. 22-2403). 

(D) Section 801 of the Act entitled “An Act to establish 

a code of law for the District of Columbia,” approved March 

3, 1901 (DC Code, sec. 22-2404). 

(E) Section 802 of the Act entitled “An Act to establish 

a code of law for the District of Columbia,” approved March 

3, 1901 (DC Code, sec. 22-2405). 

(F) Section 802a of the Act entitled “An Act to establish 

a code of law for the District of Columbia,” approved March 

3, 1901 (DC Code, sec. 22-2406). 

(8) Section 8 of the Act of July 15, 1932 (chapter 492; 
47 Stat. 698) (DC Code, sec. 22-2601) (relating to prison 
breach). 

(9) The Act entitled “An Act to prohibit the introduction 
of contraband into the District of Columbia penal institutions,” 
approved December 15, 1941 (DC Code, sec. 22~—2603). 

(10) Section 810 of the Act entitled “An Act to establish 
a code of law for the District of Columbia,” approved March 
3, 1901 (DC Code, sec. 22-2901) (relating to robbery). 
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(11) Section 8lla of the Act entitled “An Act to establish 
a code of law for the District of Columbia,” approved March 
3, 1901 (DC Code, sec. 22-2903) (relating to carjacking). 

(12) The Dangerous Weapons Act (DC Code, sec. 22-3201 
et seq.). 

(13) The following provisions relating to sex offenses: 

(A) Section 201 of the Anti-Sexual Abuse Act of 1994 

(DC Code, sec. 22-4102). 

(B) Section 202 of the Anti-Sexual Abuse Act of 1994 

(DC Code, sec. 22-4103). 

(C) Section 203 of the Anti-Sexual Abuse Act of 1994 

(DC Code, sec. 22-4104). 

(D) Section 204 of the Anti-Sexual Abuse Act of 1994 

(DC Code, sec. 22-4105). 

(E) Section 207 of the Anti-Sexual Abuse Act of 1994 

(DC Code, sec. 22-4108). 

(F) Section 208 of the Anti-Sexual Abuse Act of 1994 

(DC Code, sec. 22-4109). 

(G) Section 209 of the Anti-Sexual Abuse Act of 1994 

(DC Code, sec. 22-4110). 

(H) Section 212 of the Anti-Sexual Abuse Act of 1994 

(DC Code, sec. 22-4113). 

(1) Section 213 of the Anti-Sexual Abuse Act of 1994 

(DC Code, sec. 22-4114). 

(J) Section 214 of the Anti-Sexual Abuse Act of 1994 

(DC Code, sec. 22-4115). 

(K) Section 215 of the Anti-Sexual Abuse Act of 1994 

(DC Code, sec. 22-4116). 

(L) Section 217 of the Anti-Sexual Abuse Act of 1994 

(DC Code, sec. 22-4118). 

(M) Section 219 of the Anti-Sexual Abuse Act of 1994 

(DC Code, sec. 22-4120). 

(14) Section 401 of the District of Columbia Uniform Con- 
trolled Substances Act of 1981 (D.C. Code, sec. 33-541) (relating 
to recidivist drug offenders), but only in the case of a second 
or subsequent violation. 


SEC. 11213. DATA COLLECTION. 


(a) DATA FOR ATTORNEY GENERAL.—The Commission, the Supe- 
rior Court of the District of Columbia, the District of Columbia 
Department of Corrections, and other agencies as necessary shall 
provide to the Attorney General such data as are requested in 
furtherance of this Act. 

(b) SUPERIOR CouRT.—The Superior Court of the District of 
Columbia, in connection with defendants sentenced in such Court, 
shall provide to the Commission and the Attorney General such 
data as are requested for planning, statistical analysis or projecting 
iuture prison population levels. 


SEC. 11214. ENACTMENT OF AMENDMENTS TO DISTRICT OF COLUMBIA 
CODE. 


If, within 270 days after the date of the enactment of this 
Act, the Council of the District of Columbia has failed to amend 
the District of Columbia Code to enact in whole the recommenda- 
tions of the Commission under this chapter, or if the Commission 
fails to make such recommendations within the deadline established 
under such section, the Attorney General (after consultation with 
the Commission) shall promulgate within 90 days amendments 
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to the District of Columbia Code with respect to the sentences 
to be imposed for all offenses committed on or after 3 years after 
the date of the enactment of this Act. Such amendments shall 
be consistent with the standards of subsections (a) through (d) 
of section 11212. Such amendments shall take effect 30 days after Effective date 
the Attorney General transmits the recommendations to Congress. 


CHAPTER 3—OFFENDER SUPERVISION AND PAROLE 


SEC. 11231. PAROLE. 


(a) PAROLING JURISDICTION.— 

(1) JURISDICTION OF PAROLE COMMISSION TO GRANT OR DENY 
PAROLE AND TO IMPOSE CONDITIONS.—Not later than one year 
after date of the enactment of this Act, the United States 
Parole Commission shall assume the jurisdiction and authority 
of the Board of Parole of the District of Columbia to grant 
and deny parole, and to impose conditions upon an order of 
parole, in the case of any imprisoned felon who is eligible 
for parole or reparole under the District of Columbia Code. 
The Parole Commission shall have exclusive authority to amend 
or supplement any regulation interpreting or implementing 
the parole laws of the District of Columbia with respect to 
felons, provided that the Commission adheres to the rulemaking 
procedures set forth in section 4218 of title 18, United States 
Code. 

(2) JURISDICTION OF PAROLE COMMISSION TO REVOKE PAROLE 
OR MODIFY CONDITIONS.—On the date in which the District 
of Columbia Offender Supervision, Defender, and Courts Serv- 
ices Agency is established under section 11233, the United 
States Parole Commission shall assume any remaining powers, 
duties, and jurisdiction of the Board of Parole of the District 
of Columbia, including jurisdiction to revoke parole and to 
modify the conditions of parole, with respect to felons. 

(3) JURISDICTION OF SUPERIOR COURT.—On the date on 
which the District of Columbia Offender Supervision, Defender, 
and Courts Services Agency is established under section 11233, 
the Superior Court of the District of Columbia shall assume 
the jurisdiction and authority of the Board of Parole of the 
District of Columbia to grant, deny, and revoke parole, and 
to impose and modify conditions of parole, with respect to 
misdemeanants. 

(b) ABOLITION OF THE BOARD OF PAROLE.—On the date on 
which the District of Columbia Offender Supervision, Defender, 
and Courts Services Agency is established under section 11233, 
the Board of Parole established in the District of Columbia Board 
of Parole Amendment Act of 1987 shall be abolished. , 

(c) RULEMAKING AND LEGISLATIVE RESPONSIBILITY FOR PAROLE 
MATTERS.—The Parole Commission shall exercise the authority 
vested in it by this section pursuant to the parole laws and regula- 
tions of the District of Columbia, except that the Council of the 
District of Columbia and the Board of Parole of the District of 
Columbia may not revise any such laws or regulations (as in effect 
on the date of the enactment of this Act) without the concurrence 
of the Attorney General. 

(d) INCREASE IN THE AUTHORIZED NUMBER OF UNITED STATES 
PAROLE COMMISSIONERS.—Section 2(c) of the Parole Commission 
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18 USC 4201 Phaseout Act of 1996 (Public Law 104-232) is amended to read 
note as follows: 
“(c) The United States Parole Commission shall have no more 
than five members.”. 


SEC. 11232. PRETRIAL SERVICES, DEFENSE SERVICES, PAROLE, ADULT 
PROBATION AND OFFENDER SUPERVISION TRUSTEE. 


(a) APPOINTMENT AND REMOVAL.— 

(1) APPOINTMENT.—The Attorney General, in consultation 
with the Chairman of the District of Columbia Financial 
Responsibility and Management Assistance Authority (here- 
after in this section referred to as the “D.C. Control Board”) 
and the Mayor of the District of Columbia, shall appoint a 
Pretrial Services, Defense Services, Parole, Adult Probation 
and Offender Supervision Trustee, who shall be an independent 
officer of the government of the District of Columbia, to effec- 
tuate the reorganization and transition of functions and funding 
relating to pretrial services, defense services, parole, adult 
probation and offender supervision. 

(2) REMOVAL.—The Trustee may be removed by the Mayor 
with the concurrence of the Attorney General. The Attorney 
General shall have the authority to remove the Trustee for 
misfeasance or malfeasance in office. At the request of the 
Trustee, the District of Columbia Financial Responsibility and 
Management Assistance Authority may exercise any of its pow- 
ers and authorities on behalf of the Trustee. 

(b) AUTHORITY.—Beginning on the date of appointment, and 
continuing until the District of Columbia Offender Supervision, 
Defender, and Courts Services Agency is established under section 
11233, the Trustee shall— 

(1) have the authority to exercise all powers and functions 
authorized for the Director of the District of Columbia Offender 
Supervision, Defender and Courts Services Agency; 

(2) have the authority to direct the actions of all agencies 
of the District of Columbia whose functions will be assumed 
by or within the District of Columbia Offender Supervision, 
Defender and Courts Services Agency, and of the Board of 
Parole of the District of Columbia, including the authority 
to discharge or replace any officers or employees of these agen- 
cies, except that the Trustee may not direct the conduct of 
particular cases by the District of Columbia Public Defender 
Service; 

(3) exercise financial oversight over all agencies of the 
District of Columbia whose functions will be assumed by or 
within the District of Columbia Offender Supervision, Defender 
and Courts Services Agency, and over the Board of Parole 
of the District of Columbia, and allocate funds to these agencies 
as appropriated by Congress and allocated by the President; 

(4) receive and transmit to the District of Columbia Pretrial 
Services Agency all funds appropriated for such agency; and 

(5) receive and transmit to the District of Columbia Public 
Defender Service all funds appropriated for such agency. 

(c) COMPENSATION.—The Trustee shall be compensated at a 
rate not to exceed the basic pay payable for Level IV of the Executive 
Schedule. The Trustee may appoint and fix the pay of additional 
staff without regard to the provisions of the District of Columbia 
Code governing appointments and salaries, without regard to the 








PUBLIC LAW 105-33—AUG. 5, 1997 111 STAT. 747 


provisions of title 5, United States Code, governing appointments 
in the competitive service, and without regard to the provisions 
of chapter 51 and subchapter III of Chapter 53 of title 5, United 
States Code, relating to classification and General Schedule pay 
rates. Upon request of the Trustee, the head of any Federal depart- 
ment or agency may, on a reimbursable or non-reimbursable basis, 
provide services and/or detail any personnel of that department 
or agency to the Trusteeship to assist in carrying out its duties. 

(d) PROCUREMENT AND JUDICIAL REVIEW.—The provisions of 
the District of Columbia Code governing procurement shall not 
apply to the Trustee. The Trustee may enter into such contracts 
as the Trustee considers appropriate to carry out the Trustee’s 
duties. The Trustee may seek judicial enforcement of the Trustee’s 
authority to carry out the Trustee’s duties. 

(e) PRESERVATION OF RETIREMENT AND CERTAIN OTHER RIGHTS 
OF FEDERAL EMPLOYEE WHO BECOMES THE TRUSTEE OR FEDERAL 
EMPLOYEES WHO BECOME EMPLOYED BY THE TRUSTEE.— 

(1) IN GENERAL.—A Federal employee who, within 3 days 
after separating from the Federal Government, is appointed 
Trustee or becomes employed by the Trustee— 

(A) shall be treated as an employee of the Federal 
Government for purposes of chapters 83, 84, 87, and 89 
of title 5 of the United States Code; and 

(B) if, after serving with the Trustee, such employee 
becomes reemployed by the Federal Government, shall be 
entitled to credit for the full period of such individual’s 
service with the Trustee, for purposes of determining the 
applicable leave accrual rate. 

(2) REGULATIONS.—The Office of Personnel Management 
shall prescribe such regulations as may be necessary to carry 
out this subsection. 

(f) FUNDING.—Funds available for operations of the Trustee 
shall be made available to the extent provided in appropriations 
acts to the Trustee, through the State Justice Institute. Funding 
requests shall be proposed by the Trustee to the President and 
Congress for each Fiscal Year. 

(g) LIABILITY AND LITIGATION AUTHORITY.— 

(1) LIABILITY.—The District of Columbia shall defend any 
civil action or proceeding brought in any court or other official 
Federal, state, or municipal forum against the Trustee, or 
against the District of Columbia or its officers, employees, 
or agents, and shall assume any liability resulting from such 
an action or proceeding, if the action or proceeding arises from 
the— 

(A) supervision of offenders on probation, parole, or 
supervised release; 

(B) provision of pretrial services by the District of 
Columbia; or 

(C) activities of the District of Columbia Board of 
Parole. 

(2) LITIGATION. — 

(A) CORPORATION COUNSEL.—Subject to subparagraph 
(B), the Corporation Counsel of the District of Columbia 
shall provide litigation services to the Trustee, except that 
the Trustee may instead elect, either generally or in rela- 
tion to particular cases or classes of cases, to hire necessary 
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staff and personnel or enter into contracts for the provision 
of litigation services at the Trustee’s expense. 
(B) ATTORNEY GENERAL.— 

(i) IN GENERAL.—Notwithstanding subparagraph 
(A), with respect to any litigation involving the Trustee, 
the Attorney General may— 

(I) direct the litigation of the Trustee, and 
of the District of Columbia on behalf of the Trustee; 
and 

(II) provide on a reimbursable or non- 
reimbursable basis litigation services for the 
Trustee at the Trustee’s request or on the Attorney 
General’s own initiative. 

(ii) APPROVAL OF SETTLEMENT.—With respect to 
any litigation involving the Trustee, the Trustee may 
not agree to any settlement involving any form of 
equitable relief. without the approval of the Attorney 
General. The Trustee shall provide to the Attorney 
General such notice and reports concerning litigation 
as the Attorney General may direct. 

(iii) DISCRETION.—Any decision to exercise any 
authority of the Attorney General under this paragraph 
shall be in the sole discretion of the Attorney General 
and shall not be reviewable in any court. 

(3) LimITATIONS.—Nothing in this section shall be con- 
strued— 

(1) as a waiver of sovereign immunity, or as limiting any 
other defense or immunity that would otherwise be available 
to the United States, the District of Columbia, their agencies, 
officers, employees, or agents; or 

(2) to obligate the District of Columbia to represent or 
indemnify the Corrections Trustee or any officer, employee, 
or agent where the Trustee (or any person employed by or 
acting under the authority of the Trustee) acts beyond the 
scope of his authority. 

(h) CERTIFICATION.—The District of Columbia Offender Super- 
vision, Defender, and Courts Services Agency shall assume its 
duties pursuant to section 11233 when, within the period beginning 
one year after the date of the enactment of this subtitle and ending 
three years after the date of the enactment of this subtitle, the 
Trustee certifies to the Attorney General and the Attorney General 
concurs that the Agency can carry out the functions described 
in section 11233 and the United States Parole Commission can 
carry out the functions described in section 11231. 


SEC. 11233. OFFENDER SUPERVISION, DEFENDER AND COURTS SERV- 
ICES AGENCY. 


(a) ESTABLISHMENT.— There is established within the executive 
branch of the Federal Government the District of Columbia Offender 
Supervision, Defender, and Courts Services Agency (hereafter in 
this section referred to as the “Agency”) which shall assumes its 
duties not less than one year or more than three years after the 
enactment of this Act. 

(b) DiIRECTOR.— 

(1) APPOINTMENT AND COMPENSATION.—The Agency shall 
be headed by a Director appointed by the President, by and 
with the advice and consent of the Senate, for a term of six 
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years. The Director shall be compensated at the rate prescribed 
for Level IV of the Executive Schedule, and may be removed 
from office prior to the expiration of term only for neglect 
of duty, malfeasance in office, or other good cause shown. 

(2) POWERS AND DUTIES OF DIRECTOR.—The Director shall— 

(A) submit annual appropriation requests for the 
Agency to the Office of Management and Budget; 

(B) determine, in consultation with the Chief Judge 
of the United States District Court for the District of 
Columbia, the Chief Judge of the Superior Court of the 
District of Columbia, and the Chairman of the United 
States Parole Commission, uniform supervision and report- 
ing practices for the Agency; 

(C) hire and supervise supervision officers and support 
staff for the Agency; 

(D) direct the use of funds made available to the 
Agency; 

(E) enter into such contracts, leases, and cooperative 
agreements as may be necessary for the performance of 
the Agency’s functions, including contracts for substance 
abuse and other treatment and rehabilitative programs; 

(F) develop and operate intermediate sanctions pro- 
grams for sentenced offenders; and 

(G) arrange for the supervision of District of Columbia 
paroled offenders in jurisdictions outside the District of 
Columbia. 

(c) FUNCTIONS.— 

(1) IN GENERAL.—The Agency shall provide supervision, 
through qualified supervision officers, for offenders on proba- 
tion, parole, and supervised release pursuant to the District 
of Columbia Code. The Agency shall carry out its responsibil- 
ities on behalf of the court or agency having jurisdiction over 
the offender being supervised. 

(2) SUPERVISION OF RELEASED OFFENDERS.—The Agency 
shall supervise any offender who is released from imprisonment 
for any term of supervised release imposed by the Superior 
Court of the District of Columbia. Such offender shall be subject 
to the authority of the United States Parole Commission until 
completion of the term of supervised release. The United States 
Parole Commission shall have and exercise the same authority 
as is vested in the United States district courts by paragraphs 
(d) through (i) of section 3583 of title 18, United States Code, 
except that— 

(A) the procedures followed by the Commission in 
exercising such authority shall be those set forth in chapter 
311 of title 18, United States Code; and 

(B) an extension of a term of supervised release under 
subsection (e)(2) of section 3583 may only be ordered by 
the Superior Court upon motion from the Commission. 
(3) SUPERVISION OF PROBATIONERS.—Subject to appropria- 

tions and program availability, the Agency shall supervise all 
offenders placed on probation by the Superior Court of the 
District of Columbia. The Agency shall carry out the conditions Reports. 
of release imposed by the Superior Court (including conditions 
that probationers undergo training, education, therapy, counsel- 
ing, drug testing, or drug treatment), and shall make such 
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reports to the Superior Court with respect to an individual 
on probation as the Superior Court may require. 

(4) SUPERVISION OF DISTRICT OF COLUMBIA PAROLEES.— 
The Agency shall supervise all individuals on parole pursuant 
to the District of Columbia Code. The Agency shall carry out 
the conditions of release imposed by the United States Parole 
Commission or, with respect to a misdemeanant, by the Supe- 
rior Court of the District of Columbia, and shall make such 
reports to the Commission or Court with respect to an individ- 
ual on parole supervision as the Commission or Court may 
require. 

(d) AUTHORITY OF OFFICERS.—The supervision officers of the 


Agency shall have and exercise the same powers and authority 
as are granted by law to United States Probation and Pretrial 
Officers. 


(e) PRETRIAL SERVICES AGENCY AND PUBLIC DEFENDER SERV- 


ICE.— 


(1) INDEPENDENT ENTITIES.—The District of Columbia Pre- 
trial Services Agency established by subchapter I of chapter 
13 title 23, District of Columbia Code, and the District of 
Columbia Public Defender Service established by title III of 
the District of Columbia Court Reform and Criminal Procedure 
Act of 1970 (D.C. Code, sec. 1-2701 et seq.) shall function 
as independent entities within the Agency. 

(2) SUBMISSION ON BEHALF OF PRETRIAL SERVICES.—The 
Director of the Agency shall submit, on behalf of the District 
of Columbia Pretrial Services Agency and with the approval 
of the Director of the Pretrial Services Agency, an annual 
appropriation request to the Office of Management and Budget. 
Such request shall be separate from the request submitted 
for the Agency. 

(3) SUBMISSION ON BEHALF OF PUBLIC DEFENDER SERVICE.— 
The Director of the Agency shall submit, on behalf of the 
District of Columbia Public Defender Service and with the 
approval of the Director of the Public Defender Service, an 
annual appropriation request to the Office of Management and 
Budget. Such request shall be separate from that submitted 
for the Agency. 

(4) LIABILITY OF DISTRICT OF COLUMBIA.—The District of 
Columbia shall defend any civil action or proceeding brought 
in any court or other official Federal, state, or municipal forum 
against the District of Columbia Pretrial Services Agency, the 
District of Columbia Public Defender Service, or the District 
of Columbia or its officers, employees, or agents, and shall 
assume any liability resulting from such an action or proceed- 
ing, if the action or proceeding arises from the activities of 
the District of Columbia Pretrial Services Agency or the District 
of Columbia Public Defender Service prior to the date on which 
ihe Offender Supervision, Defender and Courts Services Agency 
assumes its duties. 

(5) LITIGATION.— 

(A) CORPORATION COUNSEL.—Subject to subparagraph 

(B), the Corporation Counsel of the District of Columbia 

shall provide litigation services to the District of Columbia 

Pretrial Services Agency and the District of Columbia Pub- 

lic Defender Service, except that the District of Columbia 
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Pretrial Services Agency and the District of Columbia Pub- 
lic Defender Service may instead elect, either generally 
or in relation to particular cases or classes of cases, to 
hire necessary staff and personnel or enter into contracts 
for the provision of litigation services at such agency’s 
expense. 

(B) ATTORNEY GENERAL.— 

(i) IN GENERAL.—Notwithstanding subparagraph 
(A), with respect to any litigation involving the District 
of Columbia Pretrial Services Agency, the Attorney 
General may— 

(I) direct the litigation of the agency, and of 
= District of Columbia on behalf of the agency; 
an 

(II) provide on a reimbursable or non- 
reimbursable basis litigation services for the 
agency at the agency’s request or on the Attorney 
General’s own initiative. 

(ii) APPROVAL OF SETTLEMENT.—With respect to 
any litigation involving the District of Columbia Pre- 
trial Services Agency, the agency may not agree to 
any settlement involving any form of equitable relief 
without the approval of the Attorney General. The Notices 
agency shall provide to the Attorney General such Reports. 
notice and reports concerning litigation as the Attorney 
General may direct. 

(iii) DISCRETION.—Any decision to exercise any 
authority of the Attorney General under this paragraph 
shall be in the sole discretion of the Attorney General 
and shall not be reviewable in any court. 


SEC. 11234. AUTHORIZATION OF APPROPRIATIONS. 


There are authorized to be appropriated through the State 
Justice Institute in each fiscal year such sums as may be necessary 
for the following: 

(1) District of Columbia Pretrial Services Agency. 

(2) District of Columbia Public Defender Service. 

(3) Supervision of offenders on probation, parole, or super- 
vised release for offenses under the District of Columbia Code. 

(4) Operation of the parole system for offenders convicted 
of offenses under the District of Columbia Code. 

(5) Operation of the Trusteeship described in section 11232. 


CHAPTER 4—DISTRICT OF COLUMBIA COURTS 


Subchapter A—Transfer of Administration and Financing of 
Courts to Federal Government 


SEC. 11241. AUTHORIZATION OF APPROPRIATIONS. 


(a) AUTHORIZATIONS.—There are authorized to be appropriated 
through the State Justice Institute in each fiscal year such sums 
as may be necessary for the following: 

(1) The Superior Court of the District of Columbia. 
(2) The District of Columbia Court of Appeals. 
(3) The District of Columbia Court System. 

(b) SUBMISSION TO OMB.—The Joint Committee on Judicial 

Administration in the District of Columbia shall include in its 
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submissions to the Office of Management and Budget and the 
Congress, the budget and appropriations requests of the Superior 
Court for the District of Columbia, the District of Columbia Court 
of Appeals, and the District of Columbia Court System. 


SEC. 11242. ADMINISTRATION OF COURTS UNDER DISTRICT OF COLUM- 
BIA CODE. 


(a) SUBMISSION OF ANNUAL BUDGET REQUESTS BY JOINT 
COMMITTEE ON JUDICIAL ADMINISTRATION.—Section 11-—1701(b\4), 
District of Columbia Code, is amended to read as follows: 

“(4) Submission of the annual budget requests of the Dis- 
trict of Columbia Court of Appeals, the Superior Court of the 
District of Columbia, and the District of Columbia Court System 
as the integrated budget of the District of Columbia courts, 
except that such requests may be modified upon the concurrence 
of four of the five members of the Joint Committee.”. 

(b) AUDIT OF ACCOUNTS OF CouURTS.—Section 11-—1723(a\(3), 
District of Columbia Code, is amended to read as follows: 

“(3) The Fiscal Officer shall be responsible for the approval 
of vouchers and the internal auditing of the accounts of the 
courts and shall arrange for an annual independent audit of 
the accounts of the courts.”. 

(c) APPOINTMENT AND REMOVAL OF COURT PERSONNEL.—Section 
11-—1725(b) of the District of Columbia Code is amended to read 
as follows: 

“(b) The Executive Officer shall appoint, and may remove, 
the Director of Social Services, the clerks of the courts, the Auditor- 
Master, and all other nonjudicial personnel for the courts (other 
than the Register of Wills and personal law clerks and secretaries 
of the judges) as may be necessary, subject to— 

“(1) regulations approved by the Joint Committee; and 

“(2) the approval of the chief judge of the court to which 
the personnel are or will be assigned. 

Appointments and removals of court personnel shall not be subject 
to the laws, rules, and limitations applicable to District of Columbia 
employees.”. 

(d) PROCUREMENT OF EQUIPMENT AND SUPPLIES.—Section 11- 
1742(b), District of Columbia Code, is amended to read as follows: 

“(b) The Executive Officer shall be responsible for the procure- 
ment of necessary equipment, supplies, and services for the courts 
and shall have power, subject to applicable law, to reimburse the 
District of Columbia government for services provided and to con- 
tract for such equipment, supplies, and services as may be nec- 
essary.”. 

(e) BUDGET AND EXPENDITURES.— 

(1) IN GENERAL.—Section 11-1743, District of Columbia 
Code, is amended to read as follows: 


“§ 11-1743. Annual Budget and Expenditures. 


“(a) The Joint Committee shall prepare and submit to the 
Mayor and the Council of the District of Columbia annual estimates 
of the expenditures and appropriations necessary for the mainte- 
nance and operations of the District of Columbia courts, and shall 
submit such estimates to Congress and the Director of the Office 
of Management and Budget after submitting them to the Mayor 
and the Council. All such estimates shall be included in the budget 
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without revision by the President but subject to the President’s 
recommendations. 

“(b) The District of Columbia Courts may make such expendi- 
tures as may be necessary to execute efficiently the functions vested 
in the Courts. 

“(c) All expenditures of the Courts shall be allowed and paid 
upon presentation of itemized vouchers signed by the certifying 
officer designated by the Joint Committee. All such expenditures 
shall be paid out of moneys appropriated for purposes of the 
Courts.”. 

(2) CLERICAL AMENDMENT.—The item relating to section 

11-1743 in the table of sections for subchapter III of chapter 

17 of title 11, District of Columbia Code, is amended to read 

as follows: 


‘11-1743. Annual budget and expenditures.” 


SEC. 11243. BUDGETING AND FINANCING REQUIREMENTS FOR COURTS 
UNDER HOME RULE ACT. 

(a) BUDGET OF CouURTS.—Section 445 of the District of Columbia 
Self-Government and Governmental Reorganization Act (DC Code, 
Title 11 App.) is amended to read as follows: 

“SEC. 445. The District of Columbia courts shall prepare and 
annually submit to the Director of the Office of Management and 
Budget, for inclusion in the annual budget, annual estimates of 
the expenditures and appropriations necessary for the maintenance 
and operation of the District of Columbia court system. The courts 
shall submit as part of their budgets both a multiyear plan and 
a multiyear capital improvements plan and shall submit a state- 
ment presenting qualitative and quantitative descriptions of court 
activities and the status of efforts to comply with reports of the 
Comptroller General of the United States.”. 

(b) FINANCIAL DUTIES OF THE MAyor.—Section 448(a)(6) of 
such Act (DC Code, sec. 47—310(a)(6)) is amended to read as follows: 

“(6) supervise and be responsible for the levying and collec- 
tion of all taxes, special assessments, license fees, and other 
revenues of the District, as required by law, and receive all 
moneys receivable by the District from the Federal Government 
or from any agency or instrumentality of the District, except 
that this paragraph shall not apply to moneys from the District 
of Columbia Courts.”. 

(c) FUNDS OF THE DistTrict.—Section 450 of such Act (DC 
Code, sec. 47-130), is amended to read as follows: 

“Sec. 450. The General Fund of the District shall be composed 
of those District revenues which on the effective date of this title 
are paid into the Treasury of the United States and credited either 
to the General Fund of the District or its miscellaneous receipts, 
but shall not include any revenues which are applied. by law to 
any special fund existing on the date of enactment of this title. 
The Council may from time to time establish such additional special 
funds as may be necessary for the efficient operation of the govern- 
ment of the District. All money received by any agency, officer, 
or employee of the District in its or his official capacity shall 
belong to the District government and shall be paid promptly to 
the Mayor for deposit in the appropriate fund, except that all 
money received by the District of Columbia Courts shall be depos- 
ited in the Treasury of the United States or the Crime Victims 
Fund.”. 
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(d) REDUCTIONS IN BUDGETS OF INDEPENDENT AGENCIES.—Sec- 
tion 453(c) of such Act (DC Code, sec. 47-304.1(c)) is amended 
to read as follows: 

“(c) Subsection (a) shall not apply to amounts appropriated 
or otherwise made available to the Council or to the District of 
Columbia Financial Responsibility and Management Assistance 
Authority established under section 101(a) of the District of Colum- 
bia Financial Responsibility and Management Assistance Act of 
1995.”. 

(e) TREATMENT OF COURT FEES IN CALCULATION OF LIMITS 
ON DISTRICT BORROWING.—Section 603 of such Act (DC Code, sec. 
47-313) is amended— 

(1) in subsection (b}— 
(A) in paragraph (1)— 
(i) in the first sentence, by striking “less court 
fees, any fees” and inserting “less any fees”; and 
(ii) in the second sentence, by striking “section 
2501 , title 47 of the District of Columbia Code, as 
amended” and inserting “title VI of the District of 
Columbia Revenue Act of 1939”; 
(B) in paragraph (3)(A), by striking “less court fees, 
any fees” and inserting “less any fees”; and 
(2) in subsection (c), by striking the last sentence (relating 
to budget estimates of the District of Columbia courts). 


SEC. 11244. AUDITING OF ACCOUNTS OF COURT SYSTEM. 


(a) POWERS OF DISTRICT OF COLUMBIA AUDITOR.—Section 455 
of the District of Columbia Self-Government and Governmental 
Reorganization Act (DC Code, sec. 47-117) is amended by adding 
at the end the following new subsection: 

“(g) This section shall not apply to the District of Columbia 
Courts or the accounts and operations thereof.”. 

(b) SUBMISSION OF GAO AuDIT REPORTS TO MAYOR AND COUN- 
CIL.—Section 715(b) of title 31, United States Code (DC Code, 
sec. 47-118.1(b)), is amended by striking “and the Mayor” and 
inserting “and (other than the audit reports of the District of 
Columbia Courts) the Mayor”. 

(c) INDEPENDENT ANNUAL AUDIT.—Section 4 of Public Law 94— 
399 (DC Code, sec. 47-119) is amended by adding at the end 
the following new subsection: 

“(d) This section shall not apply to the District of Columbia 
Courts or the financial operations thereof.”. 


SEC. 11245. MISCELLANEOUS BUDGETING AND FINANCING REQUIRE- 
MENTS FOR COURTS UNDER DISTRICT LAW. 


(a) DEPOSIT OF PUBLIC FUNDS.—Section 2(21) of the District 
of Columbia Depository Act of 1977 (DC Code, sec. 47-341(21)) 
is amended by striking “a court, agency” and inserting “an agency”. 
(b) REPROGRAMMING OF BUDGET AMOUNTS.—Section 4(h) of D.C. 
Law 3-100 (DC Code, sec. 47—363(h)) is amended by striking “the 
District of Columbia courts,”. 
(c) CONTROL OF GRANT FUNDS.—(1) Section 3(1) of D.C. Law 
3-104 (DC Code, sec. 47—382(1)) is amended to read as follows: 
“(1) ‘Agency’ means the highest organizational structure 
of the District at which budgeting data is aggregated, but 
shall not include the District of Columbia Courts.” 
(2) Section 4(b) of D.C. Law 3-104 (DC Code, sec. 47—383(b)) 
is amended to read at follows: 
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“(b) The Trustees of the University of the District of Columbia, 
the Board of Education, and the D.C. General Hospital Commission 
shall submit to the Mayor two copies of the application and com- 
pleted approval form, as an advisory notice, concurrent with submit- 
ting the application and completed approval form to a grant-making 
agency in accordance with rules and regulations issued pursuant 
to subsection (c) of this section.”. 


SEC. 11246. OTHER PROVISIONS RELATING TO ADMINISTRATION OF 
DISTRICT OF COLUMBIA COURTS. 


(a) JUROR FEES.—Section 11-1912(a), District of Columbia 
Code, is amended to read as follows: 

“(a) Notwithstanding section 602(a) of the District of Columbia 
Self-Government and Governmental Reorganization Act, grand and 
petit jurors serving in the Superior Court shall receive fees and 
expenses at rates established by the Board of Judges of the Superior 
Court”, except that such fees and expenses may not exceed the 
respective rates paid to such jurors in the Federal system.”. 

(b) COMPENSATION AND BENEFITS FOR COURT PERSONNEL.— 

(1) IN GENERAL.—Section 11-1726, District of Columbia 

Code, is amended to read as follows: 


“$ 11-1726. Compensation and benefits for court personnel. 


“(a) In the case of nonjudicial employees of the District of 
Columbia courts whose compensation is not otherwise fixed by 
this title, the Executive Officer shall fix the rates of compensation 
of such employees without regard to chapter 51 and subchapter 
III of chapter 53 of title 5, United States Code. Any rates so 
established shall be subject to the limitation on pay fixed by 
administrative action in section 5373 of such title. In fixing the 
rates of compensation of nonjudicial employees under this section, 
the Executive Officer may be guided by the rates of compensation 
fixed for employees in the executive and judicial branches of the 
Federal Government or State or local governments occupying the 
same or similar positions or occupying positions of similar respon- 
sibility, duty, and difficulty. 

“(b)(1) Nonjudicial employees of the District of Columbia courts 
shall be treated as employees of the Federal Government solely 
for purposes of any of the following provisions of title 5, United 
States Code: 

“(A) Subchapter 1 of chapter 81 (relating to compensation 
for work injuries). 

“(B) Chapter 83 (relating to retirement). 

“(C) Chapter 84 (relating to the Federal Employees’ Retire- 
ment System). 

“(D) Chapter 87 (relating to life insurance). 

“(E) Chapter 89 (relating to health insurance). 

“(2) The employing agency shall make contributions under the 
provisions referred to paragraph (1) at the same rates applicable 
to agencies of the Federal Government. 

“(3) An individual who is a nonjudicial employee of the District 
of Columbia courts on the date of the enactment of the Balanced 
Budget Act of 1997 may make, within 60 days after such date, 
an election under section 8351 or section 8432 of title 5, United 
States Code, to participate in the Thrift Savings Plan for Federal 
employees. 
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“(cX1) Judicial employees of the District of Columbia courts 
shall be treated as employees of the Federal Government for pur- 
poses of any of the following provisions of title 5, United States 
Code: 

“(A) Subchapter 1 of chapter 81 (relating to compensation 
for work injuries). 

“(B) Chapter 87 (relating to life insurance). 

“(C) Chapter 89 (relating to health insurance). 

“(2) The employing agency shall make contributions under the 
provisions referred to paragraph (1) at the same rates applicable 
to agencies of the Federal Government. 

“(3) For purposes of section 8706(b) and section 8901(3)B) 
of title 5, United States Code, benefits paid from the retirement 
system for judicial employees of the District of Columbia courts 
or from the system providing benefits to survivors of such employees 
shall be considered an annuity. 

“(4) For purposes of section 8901(3)(A) of title 5, United States 
Code, the retirement system for judicial employees of the District 
of Columbia courts shall be considered a retirement system for 
employees of the Government.”. 

(2) CLERICAL AMENDMENT.—The table of sections for sub- 
chapter II of chapter 15 of title 11, District of Columbia Code, 

is amended by amending the item relating to section 11-1726 

to read as follows: 


“11-1726. Compensation and benefits for court personnel.”. 


(3) EFFECTIVE DATE.—The amendments made by this sub- 
section shall apply with respect to all months beginning after 
the date on which the Director of the Office of Personnel 
Management issues regulations to carry out section 11-1726, 
District of Columbia Code (as amended by paragraph (1)). 

(c) RETIREMENT PERIOD FOR EXECUTIVE OFFICER.—Section 11- 
1703(d), District of Columbia Code, is amended by striking the 
period at the end and inserting the following: “, except that the 
Executive Officer (if initially hired after October 1, 1997) shall 
be eligible for retirement under subchapter III of chapter 15 when 
the Executive Officer has completed 7 years of service as Executive 
Officer, whether continuous or not.”. 


Subchapter B—Judicial Retirement Program 


SEC. 11251. JUDICIAL RETIREMENT AND SURVIVORS ANNUITY FUND. 


(a) ESTABLISHMENT OF FUND.—Section 11-1570, District of 
Columbia Code, is amended to read as follows: 


“§ 11-1570. The District of Columbia Judicial Retirement and 
Survivors Annuity Fund. 


“(a) There is established in the Treasury a fund known as 
the District of Columbia Judicial Retirement and Survivors Annuity 
Fund (hereafter in this section referred to as the ‘Fund’), which 
shall consist of the following assets: 

“(1) Amounts deposited by, or deducted and withheld from 

the salary and retired pay of, a judge under section 1563 

or 1567 of this title, which shall be credited to an individual 

account of the judge. 
“(2) Amounts transferred from the District of Columbia 

Judges’ Retirement Fund under section 124(c)\(1) of the District 
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of Columbia Retirement Reform Act, as amended by section 

11252 of the Balanced Budget Act of 1997. 

“(3) Amounts deposited under subsection (d). 

“(4) Any return on investment of the assets of the Fund. 
“(b\(1) The Secretary of the Treasury (hereafter in this section 

referred to as the ‘Secretary’) shall be responsible for the adminis- 
tration of the Fund. The Secretary may carry out such responsibil- 
ities through an agreement with a Trustee or contractor (who 
may be the Trustee or contractor appointed to carry out responsibil- 
ities relating to Federal benefit payments under title I of the 
National Capital Revitalization and Self-Government Improvement 
Act of 1997) and an enrolled actuary (as defined in section 
7701(a\(35) of the Internal Revenue Code of 1986) who is a member 
of the American Academy of Actuaries (who may be the enrolled 
actuary engaged under such Act). 

“(2) The chief judges of the District of Columbia Court of 
Appeals and Superior Court of the District of Columbia shall submit 
to the President and the Secretary an annual estimate of the 
expenditures and appropriations necessary for the maintenance 
and operation of the Fund, and such supplemental and deficiency 
estimates as may be required from time to time for the same 
purposes, according to law. 

“(3) The Secretary may cause periodic examinations of the 
Fund to be made by an enrolled actuary (as defined in section 
7701(a\(35) of the Internal Revenue Code of 1986) who is a member 
of the American Academy of Actuaries. 

“(c(1) Amounts in the Fund are available for the payment 
of judges’ retirement pay, annuities, refunds, and allowances under 
this subchapter. 

“(2) Notwithstanding any other provision of District law or 
any other law, rule, or regulation, the Secretary may review benefit 
determinations under this subchapter made prior to the date of 
the enactment of the National Capital Revitalization and Self- 
Government Improvement Act of 1997, and shall make initial bene- 
fit determinations after such date. 

“(d)(1) Subject to the availability of appropriations, there shall 
be deposited in the Fund, not later than the close of each fiscal 
year (beginning with the first fiscal year which ends more than 
6 months after the replacement plan adoption date described in 
section 103(13) of the National Capital Revitalization and Self- 
Government Improvement Act of 1997), an amount equal to the 
sum of— 

“(A) the normal cost for the year; 

“(B) the annual amortization amount for the year (which 
may not be less than zero); and 

“(C) the covered administrative expenses for the year. 

“(2) For purposes of this subsection: 

“(A) The ‘original unfunded liability’ is the amount that 
is the present value as of June 30, 1997, of future benefits 
payable from the Fund (net the sum of future normal cost 
and plan assets as of such date). 

“(B) The ‘annual amortization amount’ is the amount deter- 
mined by the enrolled actuary to be necessary to amortize 
in equal annual installments (until fully amortized)— 

“(i) the original unfunded liability over a 30-year 
period; 
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“(ii) a net experience gain or loss over a 10-year period; 
and 

“(iii) any other changes in actuarial liability over a 
20-year period. 

“(C) The ‘covered administrative expenses’ are the expenses 
determined by the Secretary (on an annual basis) to be nec- 
essary to administer the Fund. 

“(3) Deposits made under this subsection shall be taken from 
sums available for that fiscal year for the payment of the expenses 
of the Court, and shall not be credited to the account of any 
individual. 

“(e) The Secretary shall invest such portion of the Fund as 
is not in the judgment of the Secretary required to meet current 
withdrawals. Such investments shall be in public debt securities 
with maturities suitable to the needs of the Fund, as determined 
by the Secretary, and bearing interest at rates determined by 
the Secretary, taking into ‘consideration current market yields on 
outstanding marketable obligations of the United States of com- 
parable maturities. 

“(f) None of the moneys mentioned in this subchapter shall 
be assignable, either in law or in equity, or be subject to execution, 
levy, attachment, garnishment, or other legal process (except to 
the extent permitted pursuant to the District of Columbia Spouse 
Equity Act of 1988). 

“(g) Notwithstanding any other provision of District law, rule, 
or regulation, any civil action brought— 

“(1) by an individual to enforce or clarify rights to benefits 
from the Fund; or 

“(2) by the Secretary— 

“(A) to enforce any claim arising (in whole or in part) 
under this section or any contract entered into to carry 
out this section, 

“(B) to recover benefits improperly paid from the Fund 
or to clarify an individual’s rights to benefits from the 
Fund, or 

“(C) to enforce any provision of this section or any 
contract entered into to carry out this section, 

shall be brought in the United States District Court for the District 
of Columbia.”. 

(b) CLERICAL AMENDMENT.—The table of sections for subchapter 
III of chapter 15 of title 11, District of Columbia Code, is amended 
by amending the item relating to section 11-1570 to read as follows: 


“11-1570. The District of Columbia Judicial Retirement and Survivors Annuity 
Fund.”. 


SEC. 11252. TERMINATION OF CURRENT FUND AND PROGRAM. 


(a) TERMINATION OF JUDGES’ RETIREMENT FUND.—Section 124 
of the District of Columbia Retirement Reform Act (DC Code, sec. 
1-714) is amended by striking subsection (c) and inserting the 
following: 

“(cX1) Notwithstanding any other provision of this Act or the 
amendments made by this Act, upon the date the assets of the 
Retirement Fund described in title I of the National Capital Revital- 
ization and Self-Government Improvement Act of 1997 are trans- 
ferred, the assets of the District of Columbia Judges’ Retirement 
Fund established under subsection (a) shall be transferred to the 
District of Columbia Judicial Retirement and Survivors Annuity 
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Fund under section 11—1570, District of Columbia Code, and no 
amounts shall be deposited into the District of Columbia Judges’ 
Retirement Fund after the date on which the assets are so trans- 
ferred. 

“(2) The District of Columbia Judges’ Retirement Fund estab- 
lished under subsection (a) shall be continued in the Treasury 
and appropriated for the purposes provided in this Act until such 
time as all amounts in such Fund have been expended or transferred 
to the District of Columbia Judicial Retirement and Survivors Annu- 
ity Fund pursuant to paragraph (1). Thereafter any payments of 
retirement pay, annuities, refunds, and allowances for judicial 
personnel of the District of Columbia shall be paid from the District 
of Columbia Judicial Retirement and Survivors Annuity Fund in 
accordance with subchapter III of chapter 15 of title 11, District 
of Columbia Code.”. 

(b) REMOVAL OF JUDGES FROM RETIREMENT BOARD.—Section 
121(bX 1A) of the District of Columbia Retirement Reform Act 
(DC Code, sec. 1-711(b)(1)(A)) is amended— 

(1) in the matter preceding clause (i), by striking “13” 

and inserting “11”; 

(2) by striking clause (vii); and 
(3) by redesignating clauses (viii) and (ix) as clauses (vii) 
and (viii). 


SEC. 11253. CONFORMING AMENDMENTS. 


(a) TRANSFER OF AUTHORITY OVER FUND TO SECRETARY OF 
TREASURY.—Title 11, District of Columbia Code, is amended as 
follows: 

(1) In sections 11—1561(8XC), 11—-1562(c), 11—1563(b), 11- 
1563(c), 11-1564(d\6), 11-1564(dX7), 11-1566(a), and 11- 
1570(c), by striking “Commissioner [Mayor]” each place it 
appears and inserting “Secretary of the Treasury”. 

(2) In sections 11—1566(b\(2), 11—1567(a), 11—1567(b), by 
striking “Mayor” each place it appears and inserting “Secretary 
of the Treasury”. 

(3) In sections 11-1564(d\X2XA) and 11-1568.1(1\B), by 
striking “Mayor of the District of Columbia” each place it 
appears and inserting “Secretary of the Treasury”. 

(4) In section 11—1563(a), by striking “paid to the Custodian 
of Retirement Funds (as defined in section 102(6) of the District 
of Columbia Retirement Reform Act)” and inserting “paid to 
the Secretary of the Treasury”. 

(b) DEFINITION OF FUND.—Section 11-1561(4), District of 
Columbia Code, is amended to read as follows: 

“(4) The term ‘fund’ means the District of Columbia Judicial 
Retirement and Survivors Annuity Fund established by sections 
11-1570.”. 

(c) TREATMENT OF FEDERAL SERVICE OF JUDGES.—Section 11- 
1564(d)(4), District of Columbia Code, is amended by striking 
“Judges’ Retirement Fund established by section 124(a) of the Dis- 
trict of Columbia Retirement Reform Act” and inserting “Judicial 
Retirement and Survivors Annuity Fund under section 11-1570”. 
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Subchapter C—Miscellaneous Conforming and 
Administrative Provisions 


SEC. 11261. TREATMENT OF COURTS UNDER MISCELLANEOUS DIS- 
TRICT LAWS. 


(a) FINANCIAL RESPONSIBILITY AND MANAGEMENT ASSISTANCE 
Act.—Paragraph (5) of section 3C5 of the District of Columbia 
Financial Responsibility and Management Assistance Act of 1995 
(DC Code, sec. 47-393(5)) is amended to read as follows: 

“(5) The term ‘District government’ means the government 
of the District of Columbia, including any department, agency 
or instrumentality of the government of the District of Colum- 
bia; any independent agency of the District of Columbia estab- 
lished under part F of title IV of the District of Columbia 
Self-Government and Governmental! Reorganization Act or any 
other agency, board, or commission established by the Mayor 
or the Council; the Council of the District of Columbia; and 
any other agency, public authority, or public benefit corporation 
which has the seduoaies to receive monies directly or indirectly 
from the District of Columbia (other than monies received 
from the sale of goods, the provision of services, or the loaning 
of funds to the District of Columbia), except that such term 
does not include the Authority.”. 

(b) MERIT PERSONNEL AcT.—(1) Section 201 of the District 
of Columbia Comprehensive Merit Personnel Act of 1978 (DC Code, 
sec. 1-602.1) is amended— 

(A) by striking “(a) Except as provided in subsection (b) 
or unless” and inserting “Unless”; a 

(B) by striking subsection (b). 

(2) Section 301(13) of the District of Columbia Comprehensive 
Merit Personnel Act of 1978 (DC Code, sec. 1-603.1(13)) is amended 
by striking “, the Superior Court of the District of Columbia, and 
the District of Columbia Court of Appeals shall be considered 
independent agencies” and inserting “shall be considered an 
independent agency”. 


SEC. 11262. REPRESENTATION OF INDIGENTS IN CRIMINAL CASES. 


(a) BUDGET.—Section 11-2607, District of Columbia Code, is 
amended to read as follows: 


“§ 11-2607. Preparation of Budget. 


“The joint committee shall prepare and include in its annual 
budget requests for the District of Columbia court system estimates 
of the expenditures and appropriations necessary for furnishing 
representation by private attorneys to persons entitled to represen- 
tation in accordance with section 2601 of this title.”. 

(b) AUTHORIZATION OF APPROPRIATIONS.—Section 11-2608 of 
the District of Columbia Code is amended to read as follows: 


“§ 11-2608. Authorization of appropriations. 


“There are authorized to be appropriated through the State 
Justice Institute such sums as may be necessary to pay for represen- 
tation by private attorneys and related services under this chapter. 
When so specified in appropriation Acts, such appropriations shall 
remain available until expended.”. 

(c) REPEAL AUTHORITY OF COUNCIL.— 
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(1) IN GENERAL. 
Code, is repealed. 

(2) CLERICAL AMENDMENT.—The table of sections for chap- 
ter 26 of title 11, District of Columbia Code, is amended by 
striking the item relating to section 11-2609. 


CHAPTER 5—PRETRIAL SERVICES AGENCY AND PUBLIC 
DEFENDER SERVICE 
SEC. 11271. AMENDMENTS AFFECTING PRETRIAL SERVICES AGENCY. 


(a) IN GENERAL.—Sections 23-1304 through 23-1308 of the 
District of Columbia Code are amended to read as follows: 


Section 11-2609, District of Columbia 





“$ 23-1304. Executive committee; composition; appointment 
and qualifications of Director 


“(a) The agency shall be advised by an executive committee 
of seven members, of which four members shall constitute a quorum. 
The Executive Committee shall be composed of the following persons 
or their designees: the Chief Judge of the United States Court 
of Appeals for the District of Columbia Circuit, the Chief Judge 
of the United States District Court for the District of Columbia, 
the Chief Judge of the District of the Columbia Court of Appeals, 
the Chief Judge of the Superior Court of the District of Columbia, 
the United States Attorney for the District of Columbia, the Director 
of the District of Columbia Public Defender Service, and the Director 
of the District of Columbia Offender Supervision, Defender and 
Courts Services Agency 

“(b) The Chief Judge of the United States Court of Appeals 
for the District of Columbia Circuit and the Chief Judge of the 
United States District Court for the District of Columbia, in con- 
sultation with the other members of the executive committee, shall 
appoint a Director of the agency who shall be a member of the 
bar of the District of Columbia 


“§ 23-1305. Duties of director; compensation 


“(a) The Director of the agency shall be responsible for the 
supervision and execution of the duties of the agency. The Director 
shall be compensated as a member of the Senior Executive Service 
pursuant to subchapter VIII of chapter 53 of title 5, United States 
Code 


“§ 23-1306. Chief assistant and other agency personnel; com- 
pensation 


“The Director shall employ a chief assistant who shall be com- 
pensated as a member of the Senior Executive Service pursuant 
to section 5382 of title 5, United States Code. The Director shall 
employ such agency personnel as may be necessary, properly to 
conduct the business of the agency. All employees other than the 
chief assistant shall receive compensation that is comparable to 
levels of compensation established for Federal pretrial services 
agencies 


“§ 23-1307. Annual reports 


“(a) The Director shall each year submit to the executive 
committee and to the Director of the District of Columbia Offender 
Supervision, Defender and Courts Services Agency a report as to 
the Pretrial Services Agency’s administration of its responsibilities 
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for the previous fiscal year. The Director shall include in the report 
a statement of financial condition, revenues, and expenses for the 
past fiscal year 


“§ 23-1308. Appropriation; budget 


“There are authorized to be appropriated through the State 
Justice Institute in each fiscal year such sums as may be necessary 
to carry out the provisions of this subchapter. Funds appropriated 
by Congress for the District of Columbia Pretrial Services Agency 
shall be received by the Director of the District of Columbia Offender 
Supervision, Defender and Courts Services Agency, and shall be 
disbursed by that Director to and on behalf of the District of 
Columbia Pretrial Services Agency. The District of Columbia trial 
Services Agency shall submit to the Director of the District of 
Columbia Offender Supervision, Defender and Courts Services 
Agency at the time and in the form prescribed by that Director, 
reports of its activities and financial position and its proposed 
budget.”. 

(b) CLERICAL AMENDMENT.—The table of sections for subchapter 
I of chapter 13 of title 23, District of Columbia Code, is amended 
by striking the items relating to sections 23-1304 through 23- 
1308 and inserting the following: 


“23-1304. Executive committee; composition; appointment and qualifications of Di- 
rector 


“23-1305. Duties of director: compensation 

“23-1306. Chief assistant and other agency personnel; compensation 
‘23-1307. Annual reports 

“23-1308. Appropriation: budget 


SEC. 11272. AMENDMENTS AFFECTING PUBLIC DEFENDER SERVICE. 


(a) BOARD OF TRUSTEES. —Section 303(a) of the District of 
Columbia Court Reform and Criminal Procedure Act of 1970 (DC 
Code, sec. 1—2703(a)) is amended to read as follows 

“(a) The Service shall be advised on matters of general policy 
by a Board of Trustees.” 

(b) APPOINTMENT OF DIRECTOR AND DEPUTY DIRECTOR.—Section 
304 of such Act (DC Code, sec. 1-2704) is amended to read as 
follows: 


“SEC. 304. DIRECTOR AND DEPUTY DIRECTOR; APPOINTMENT; DUTIES; 
MEMBERSHIP IN BAR REQUIRED. 


“The Chief Judge of the United States Court of Appeals for 
the District of Columbia Circuit and the Chief Judge of the United 
States District Court for the District of Columbia, in consultation 
with the persons described in subparagraphs (B) through (D) of 
section 303(b)\(1) and the Board of Trustees, shall appoint a Director 
and Deputy Director of the Service. The Director shall be respon- 
sible for the supervision and execution of the duties of the Service 
The Deputy Director shall assist the Director and shall perform 
such duties as the Director may prescribe. The Director and Deputy 
Director shall be members of the bar of the District of Columbia. 
The Director of the District of Columbia Offender Supervision, 
Defender and Courts Services Agency shall fix the compensation 
of the Director and the Deputy Director, but the compensation 
of the Director shall not exceed the compensation received by the 
United States Attorney for the District of Columbia.”. 

(c) ANNUAL REPORT AND AupDiT.—Section 306 of such Act (DC 
Code, sec. 1-2706) is amended— 
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(1) in subsection (a}— 

(A) by striking “Board of Trustees” and inserting 
“Director”, and 

(B) by striking “and to the Mayor of the District of 
Columbia” and inserting “to the Director of the District 
of Columbia Offender Supervision, Defender and Courts 
Services Agency, and to the Office of Management and 
Budget”; and 
(2) in subsection (b}— 

(A) by striking “Board of Trustees” and inserting 
“Director”; and 

(B) by striking “the Administrative Office of the United 
States Courts” and inserting “the Director of the District 
of Columbia Offender Supervision, Defender and Courts 
Services Agency”. 

(d) APPROPRIATIONS.—Section 307 of such Act (DC Code, sec. 
1-2707) is amended— 

(1) by amending subsection (a) to read as follows: 

“(a) There are authorized to be appropriated through the State 
Justice Institute in each fiscal year such sums as may be necessary 
to carry out the provisions of this chapter. Funds appropriated 
by Congress for the District of Columbia Public Defender Service 
shall be received by the Director of the District of Columbia Offender 
Supervision, Defender and Courts Services Agency, and shall be 
disbursed by that Director to and on behalf of the Service. The Reports. 
Service shall submit to the Director of the District of Columbia 
Offender Supervision, Defender and Courts Services Agency, at 
the time and in the form prescribed by that Director, reports of 
its activities and financial position and its proposed budget.”; and 

(2) in subsection é), by striking “Upon approval of the 

Board of Trustees, the” and inserting “The” . 


CHAPTER 6—MISCELLANEOUS PROVISIONS 


SEC. 11281. TECHNICAL ASSISTANCE AND RESEARCH. 


There are authorized to be appropriated to the National Appropriation 
Institute of Justice in each fiscal year (beginning with fiscal year authorization. 
1998) such sums as may be necessary for the following activities: 

(1) Research and demonstration projects, evaluations, and 

technical assistance to assess and analyze the crime problem 

in the District of Columbia, and to improve the ability of 

the criminal justice and other systems and entities in the 

District of Columbia to prevent, solve, and punish crimes. 

(2) The establishment of a locally-based corporation or 

institute in the District of Columbia supporting research and 

demonstration projects relating to the prevention, solution, or 

punishment of crimes in the District of Columbia, including 

the provision of related technical assistance. 


SEC. 11282. EXEMPTION FROM PERSONNEL AND BUDGET CEILINGS 
FOR TRUSTEES AND RELATED AGENCIES. 


The Trustees described in sections 11202 and 11232 and the 
activities and personnel of, and the funds allocated or otherwise 
available to, the Trustees and the agencies over which the Trustees 
exercise financial oversight pursuant to those sections, shall not 
be subject to any general personnel or budget limitations which 
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otherwise apply to the District of Columbia government or its 
agencies in any appropriations act. 


Subtitle D—Privatization of Tax Collection 
and Administration 


SEC. 11301. FINDINGS. 


Congress finds as follows: 

(1) The District of Columbia government has historically 
had a poor record of determining and collecting all revenue 
it is due under its revenue code. 

(2) The impact on the District’s financial condition of poor 
administration and collection is significant and has contributed 
both to the size of its accumulated operating deficit and to 
the difficulty in balancing the budget going forward. 

(3) More complete’ collection of taxes would not only 
increase District of Columbia revenues, but would give residents 
and businesses a sense of equity and that all were paying 
their fair share. 

(4) Once District tax processing and collection is com- 
petently managed it will be possible for the District government 
to accurately assess the true value of its many taxes and 
determine that some may be reduced or eliminated without 
a significant negative impact on revenues. 

(5) Any reduction or elimination of non-productive or 
counterproductive taxes or taxes which cost more to administer 
than they produce in revenue would significantly improve the 
negative atmosphere surrounding the District of Columbia tax 
system and its enforcement. 


SEC. 11302. AUTHORIZING CHIEF FINANCIAL OFFICER TO PRIVATIZE 
TAX ADMINISTRATION AND COLLECTION. 


The Chief Financial Officer of the District of Columbia may 
enter into contracts with a private entity for the administration 
and collection of taxes of the District of Columbia. 


Subtitle E—Financing of District of 
Columbia Accumulated Deficit 


SEC. 11401. FINDINGS. 


Congress finds as follows: 

(1) The District of Columbia government sold accumulated 
deficit financing bonds in 1991. 

(2) Between 1991 and the end of fiscal year 1997 the 
District of Columbia government is expected to accumulate 
an operating deficit in excess of $500,000,000. 

(3) Requiring the District of Columbia budget for fiscal 
year 1998 to be balanced will ensure that no further addition 
is made to the accumulated operating deficit. 

(4) In every other example of an American city in financial 
crisis, a vital and necessary component of recovery was to 
finance the accumulated operating deficit. 

(5) Carrying forward an accumualted operating deficit of 
more than $500,000,000 has a significant negative impact on 
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the District of Columbia’s cash flow and financial condition 
and on its ability to improve its credit rating. 

(6) It is not feasible to carry forward such a debt with 
an expectation of paying it off gradually from future budget 
surpluses. 

(7) Financing the accumulated deficit would improve the 
District’s cash management position and allow more normal 
cash management techniques. 


SEC. 11402. AUTHORIZATION FOR INTERMEDIATE-TERM ADVANCES OF 
FUNDS BY THE SECRETARY OF THE TREASURY TO LIQ- 
UIDATE THE ACCUMULATED GENERAL FUND DEFICIT OF 
THE DISTRICT OF COLUMBIA. 


Title VI of the District of Columbia Revenue Act of 1939 (DC 
Code, sec. 47-3401 et seq.) is amended— 
(1) by redesignating sections 602 through 605 as sections 
603 through 606, respectively; and 
(2) by inserting after section 601 the following: 


“SEC. 602. INTERMEDIATE-TERM ADVANCES FOR LIQUIDATION OF 
DEFICIT. 


“(a) IN GENERAL.—If the conditions in subsection (b) are satis- 
fied, the Secretary shall make an advance of funds from time 
to time, out of any money in the Treasury not otherwise 
appropriated and to the extent provided in advance in annual 
appropriations Acts, for the purpose of assisting the District gov- 
ernment in liquidating the outstanding accumulated operating defi- 
cit of the general fund of the District government existing as of 
September 30, 1997. 

“(b) CONDITIONS TO MAKING ANY  INTERMEDIATE-TERM 
dla Secretary shall make an advance under this section 
l — 

“(1) the Mayor delivers to the Secretary the following 
instruments, in form and substance satisfactory to the Sec- 
retary— 

“(A) a financing agreement in which the Mayor agrees 
to procedures for requisitioning advances; 

“(B) a requisition for an advance under this section; 
and 

“(C) a promissory note evidencing the District govern- 
ment’s obligation to reimburse the Treasury for the 
requisitioned advance, which note may be a general obliga- 
tion bond issued under section 461(a) of the District of 

Columbia Self-Government and Governmental 

Reorganization Act by the District government to the 

Secretary if the Secretary determines that such a bond 

is satisfactory; 

“(2) the date on which the requisitioned advance is 
requested to be made is not later than 3 years from the date 
of enactment of the Balanced Budget Act of 1997; 

“(3) the District government delivers to the Secretary— 

“(A) evidence demonstrating to the satisfaction of the 
Secretary that, at the time of the Mayor’s requisition for 
an advance, the District government is effectively unable 
to obtain credit in the public credit markets or elsewhere 
in sufficient amounts and on sufficiently reasonable terms 
to meet the District government’s need for financing to 
accomplish the purpose described in subsection (a); and 
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“(B) a schedule setting out the anticipated timing and 
amounts of requisitions for advances under this section; 
“(4) the Authority certifies to the Secretary that— 

“(A) there is an approved financial plan and budget 
in effect under the District of Columbia Financial Respon- 
sibility and Management Assistance Act of 1995 for the 
fiscal year in which the requisition is to be made; 

“(B) at the time that the Mayor’s requisition for an 
advance is delivered to the Secretary, the District govern- 
ment is in compliance with the approved financial plan 
and budget; 

“(C) both the receipt of funds from such advance and 
the reimbursement of Treasury for such advance are 
consistent with the approved financial plan and budget 
for the year; 

“(D) such advance will not adversely affect the financial 
stability of the District government; and 

“(E) at the time that the Mayor’s requisition for an 
advance is delivered to the Secretary, the District govern- 
ment is effectively unable to obtain credit in the public 
credit markets or elsewhere in sufficient amounts and on 
sufficiently reasonable terms to meet the District govern- 
ment’s need for financing to accomplish the purpose 
described in subsection (a); 

“(5) the Inspector General of the District of Columbia cer- 
tifies to the Secretary the information described in subpara- 
graphs (A) through (D) of paragraph (4), and in making this 
certification, the Inspector General may rely upon an audit 
conducted by an outside auditor engaged by the Inspector Gen- 
eral under section 208(a)(4) of the District of Columbia Procure- 
ment Practices Act of 1985 if, after reasonable inquiry, the 
Inspector General concurs in the findings of such audit; 

“(6) the Secretary determines that— 

“(A) there is reasonable assurance of reimbursement 
for the requisitioned advance; and 

“(B) the debt owed by the District government to the 
Treasury on account of the requisitioned advance will not 
be subordinate to any other debt owed by the District 
or to any other claims against the District; and 

7) the Secretary receives from such persons as the Sec- 
retary determines to be appropriate such additional certifi- 
cations and opinions relating to such matters as the Secretary 
determines to be appropriate. 

“(c) AMOUNT OF ANY INTERMEDIATE-TERM ADVANCE.— 

“(1) IN GENERAL.—Except as provided in paragraph (3), 
if the conditions in paragraph (2) are satisfied, each advance 
made under this section shall be in the amount designated 
by the Mayor in the Mayor's requisition for such advance. 

“(2) CONDITIONS APPLICABLE TO DESIGNATED AMOUNT.— 
Paragraph (1) applies if— 

“(A) the Mayor certifies that the amount designated 
in the Mayor’s requisition for such advance is needed to 
accomplish the purpose described in subsection (a) within 
30 days of the time that the Mayor’s requisition is delivered 
to the Secretary; and 

“(B) the Authority concurs in the Mayor’s certification 
under subparagraph (A). 
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“(3) MAXIMUM AMOUNT.—Notwithstanding paragraph (1), 
the aggregate amount of all advances made under this section 
shall not be greater than $300,000,000. 

“(d) MATURITY OF ANY INTERMEDIATE-TERM ADVANCE.— 

“(1) IN GENERAL.—Except as provided in paragraphs (2) 
and (3), each advance made under this section shall mature 
on the date designated by the Mayor in the Mayor’s requisition 
for such advance. 

“(2) LATEST PERMISSIBLE MATURITY DATE.—Notwithstand- 
ing paragraph (1), the maturity date for any advance made 
under this section shall not be later than 10 years from the 
date on which the first advance under this section is made. 

“(4) SECRETARY'S RIGHT TO REQUIRE EARLY REIMBURSE- 
MENT.—Notwithstanding paragraph (1), if the Secretary 
determines, at any time while any advance made under this 
section has not been fully reimbursed, that the District is 
able to obtain credit in the public credit markets or elsewhere 
in sufficient amounts and on sufficiently reasonable terms, 
in the judgment of the Secretary, to refinance all or a portion 
of the unpaid balance of such advance in the public credit 
markets or elsewhere without adversely affecting the financial 
stability of the District government, the Secretary may require 
reimbursement for all or a portion of the unpaid balance of 
such advance at any time after the Secretary makes the 
determination. 

“(e) INTEREST RATE.—Each advance made under this section 
shall bear interest at an annual rate equal to a rate determined 
by the Secretary at the time that the Secretary makes such advance 
taking into consideration the prevailing yield on outstanding 
marketable obligations of the United States with remaining periods 
to maturity comparable to the repayment schedule of such advance, 
plus ¥s of 1 percent. 

“(f) OTHER TERMS AND CONDITIONS.—Each advance made under 
this section shall be on such other terms and conditions, including 
repayment schedule, as the Secretary determines to be appropriate. 

“(g) DEPOSIT OF ADVANCES.—As provided in section 204(b) of 
the District of Columbia Financial Responsibility and Management 
Assistance Act of 1995, advances made under this section for the 
account of the District government shall be deposited by the Sec- 
retary into an escrow account held by the Authority.”. 


SEC. 11403. CONFORMING AMENDMENTS. 


(a) AMENDMENT TO SECTION 601.—Section 601 of the District 
of Columbia Revenue Act of 1939 (DC Code, sec. 47-3401) is amend- 
ed— 

(1) in subsection (c)(2)(B\iIV), by striking “602(b)” and 
inserting “603(b)”; and 
(2) in subsection (d)\(2)B)iii), by striking “602(b)” and 

inserting “603(b)”. 

(b) AMENDMENT TO SECTION 604.—Section 604 of the District 
of Columbia Revenue Act of 1939 (DC Code, sec. 47-—3401.3) is 
amended— 

(1) in subsection (a)(2)(A)(i), by striking “602” and inserting 

“603”; and 

(2) in subsection (a(2)(B)i), by striking “602” and inserting 

“603”. 
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District of 
Columbia Bond 
Financing 
Improvements 
Act of 1997 


SEC. 11404. TECHNICAL CORRECTIONS. 
Section 601 of the District of Columbia Revenue Act of 1939 
DC Code, sec. 47-3401) is amended— 
1) in subsection (a\(3\D), by striking “September 30, 1995’ 
and inserting “September 30, 1996”; 
2) in subsection (b\(2\E), by striking “September 30, 1996” 
and inserting “September 30, 1997”; 
3) in subsection (c)(2)B\i), by striking “October 1, 1995” 
and inserting “September 30, 1995”; 
4) in subsection (d\(2BXiXID, by striking “September 30, 
1997” and inserting “September 30, 1998”; 
5) in subsection (d)(2B\ii— 
A) by striking “September 30, 1995” and inserting 
“October 1, 1995”; and 
B) by striking “September 30, 1997” and inserting 
“October 1, 1997”; and 
(6) in subsection (d\2\C\iv), by striking “September 30, 
1997” and inserting “September 30, 1998”. 


SEC. 11405. AUTHORIZATION FOR ISSUANCE OF GENERAL OBLIGATION 

BONDS BY THE DISTRICT OF COLUMBIA TO FINANCE OR 

REFUND ITS ACCUMULATED GENERAL FUND DEFICIT. 

Section 461(a) of the District of Columbia Self-Government 

and Governmental Reorganization Act (DC Code, sec. 47-321(a)) 
is amended— 

(1) in paragraph (1), by inserting “to finance or refund 
the outstanding accumulated operating deficit of the general 
fund of the District of $500,000,000, existing as of September 
30, 1997,” after “existing as of September 30, 1990,”; and 

(2) in paragraph (2), by inserting “existing as of September 
30, 1990” after “operating deficit”. 


Subtitle F—District of Columbia Bond 
Financing Improvements 


SEC. 11501. SHORT TITLE. 


This subtitle may be cited as the “District of Columbia Bond 
Financing Improvements Act of 1997”. 
SEC. 11502. FINDINGS. 

Congress finds as follows: 

(1) The bond authorization provision of the District of 
Columbia Self-Government and Governmental Reorganization 
Act (commonly known as the “Home Rule Act”) have not been 
updated to conform with changes in the municipal securities 
marketplace. 

(2) The Home Rule Act unduly limits the ability of the 
District to take advantage of cost savings, investment 
opportunities, and other efficiencies generally available to 
municipal securities issuers. 

(3) Section 461 of the Home Rule Act limits the ability 
of the District government to implement cost-effective capital 
planning to the extent that it does not permit the District 
access to interim capital financing in anticipation of its periodic 
long-term borrowings. 
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(4) Section 462 of the Home Rule Act prevents the re- 
programming of unused bond proceeds from dormant projects 
to other pending, authorized, and viable projects. 

(5) Section 466 of the Home Rule Act requires that the 
District undertake competitive bond sales even under cir- 
cumstances in which greater efficiencies can be achieved 
through negotiated sales. 

(6) Section 490 of the Home Rule Act does not permit 
the issuance and sale of taxable and tax-exempt bonds for 
the full range of economic development and governmental pur- 
poses permitted the States and their political subdivisions. 


SEC. 11503. AMENDMENT TO SECTION 462 (RELATING TO CONTENTS 
OF BORROWING LEGISLATION AND ELECTIONS ON ISSU- 
ING GENERAL OBLIGATION BONDS). 


Section 462(a) of the District of Columbia Self-Government 
and Governmental Reorganization Act (DC Code, sec. 47-322(a)) 
is amended to read as follows: 

“(a) The Council may by act authorize the issuance of general 
obligation bonds for the purposes specified in section 461. Such 
an Act shall contain, at least, provisions— 

“(1) briefly describing the projects or categories of projects 
to be financed by the Act; 

“(2) identifying the act authorizing each such project or 
category of projects; 

“(3) setting forth the maximum amount of the principal 
of the indebtedness which may be incurred for the projects 
to be financed; 

“(4) setting forth the maximum rate of interest to be paid 
on such indebtedness; 

“(5) setting forth the maximum allowable maturity for the 
a and the maximum debt service payable in any year; 
an 

“(6) setting forth, in the event that the Council determines 
in its discretion to submit the question of issuing such bonds 
to a vote of the qualified voters of the District, the manner 
of holding such election, the date of such election, the manner 
of voting for or against the incurring of such indebtedness, 
and the Seen of ballot to be used at such election.”. 


SEC. 11504. AMENDMENT TO SECTION 466 (RELATING TO PUBLIC OR 
NEGOTIATED SALE OF GENERAL OBLIGATION BONDS). 


Section 466 of the District of Columbia Self-Government and 
Governmental Reorganization Act (DC Code, sec. 47-326) is amend- 
ed by striking all after the heading and inserting the following: 

“SEC. 466. General obligation Saaade issued under this part 
may be sold at a private sale on a negotiated basis (in such manner 
as the Mayor may determine to be in the public interest), or 
may be sold at public sale upon sealed proposals after publication 
of a notice of such public sale at least once not less than 10 
days prior to the date fixed for sale in a daily newspaper carrying 
municipal bond notices and devoted primarily to financial news 
or to the subject of State and municipal bonds published in the 
city of New York, New York, and in 1 or more newspapers of 
general circulation published in the District. Such notice of public 
sale shall state, among other things, that no proposal shall be 
considered unless there is deposited with the District as a down 
payment a certified check, cashier’s check, or surety for an amount 
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equal to at least 2 percent of the pe amount of general obligation 
bonds bid for, and the Mayor shall reserve the right to reject 
any and all bids.”. 


SEC. 11505. AMENDMENT TO SECTION 467 (RELATING TO AUTHORITY 
TO CREATE SECURITY INTERESTS IN DISTRICT REVE- 
NUES). 


Section 467 of the District of Columbia Self-Government and 
Governmental Reorganization Act (D.C. Code Sec. 47-326.1.) is 
amended by striking all after the heading and inserting the follow- 
ing: 

“SEC. 467. (a) IN GENERAL.—An act of the Council authorizing 
the issuance of general obligation bonds or notes under section 
461(a), section 471(a), section 472(a), or section 475(a) may create 
a security interest in any District revenues as additional security 
for the payment of the bonds or notes authorized by such act. 

“(b) CONTENTS OF AcCTS.—Any such act creating a security 
interest in District revenues may contain provisions (which may 
be part of the contract with the holders of such bonds or notes)— 

“(1) describing the particular District revenues which are 
subject to such security interest; 

“(2) creating a reasonably required debt service reserve 
fund or any other special fund; 

“(3) authorizing the Mayor of the District to execute a 
trust indenture securing the bonds or notes; 

“(4) vesting in the trustee under such a trust indenture 
such properties, rights, powers, and duties in trust as may 
be necessary, convenient, or desirable; 

“(5) authorizing the Mayor of the District to enter into 
and amend agreements concerning— 

“(A) the custody, collection, use, disposition, security, 
investment, and payment of the proceeds of the bonds 
or notes and the District revenues which are subject to 
such security interest; and 

“(B) the doing of any act (or the refraining from doing 
any act) that the District would have the right to do in 
the absence of such an agreement; 

“(6) prescribing the remedies of the holders of the bonds 
or notes in the event of a default; and 

“(7) authorizing the Mayor to take any other actions in 
connection with the issuance, sale, delivery, security, and pay- 
ment of the bonds or notes. 

“(c) TIMING AND PERFECTION OF SECURITY INTERESTS.—Not- 
withstanding article 9 of title 28 of the District of Columbia Code, 
any security interest in District revenues created under subsection 
(a) shall be valid, binding, and perfected from the time such security 
interest is created, with or without the physical delivery of any 
funds or any other property and with or without any further action. 
Such security interest shall be valid, binding, and perfected whether 
or not any statement, document, or instrument relating to such 
security interest is recorded or filed. The lien created by such 
security interest is valid, binding, and perfected with respect to 
any individual or legal entity having claims against the District, 
= or not such individual or legal entity has notice of such 
ien. 

“(d) OBLIGATIONS AND EXPENDITURES NOT SUBJECT TO APPRO- 
PRIATION.—The fourth sentence of section 446 shall not apply to 
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any obligation or expenditure of any District revenues to secure 
any general obligation bond or note under subsection (a).”. 


SEC. 11506. AMENDMENT TO SECTION 472 (RELATING TO BORROWING 
IN ANTICIPATION OF REVENUES). 


Section 472 of the District of Columbia Self-Government and 
Governmental Reorganization Act (DC Code, sec. 47-328) is amend- 
ed by striking all after the heading and inserting the following: 

“Sec. 472. (a) IN GENERAL.—In anticipation of the collection 
or receipt of revenues for a fiscal year, the Council may by act 
authorize the issuance of general obligation notes for such fiscal 
year, to be known as revenue anticipation notes. 

“(b) LIMIT ON AGGREGATE NOTES OUTSTANDING.—The total 
amount of all revenue anticipation notes issued under subsection 
(a) outstanding at any time during a fiscal year shall not exceed 
20 percent of the total anticipated revenue of the District for such 
fiscal year, as certified by the Mayor under this subsection. The Certification. 
Mayor shall certify, as of a date which occurs not more than 
15 days before each original issuance of such revenue anticipation 
notes, the total anticipated revenue of the District for such fiscal 
year. 

“(c) PERMITTED OUTSTANDING DURATION.—Any revenue 
anticipation note issued under subsection (a) may be renewed. 
Any such note, including any renewal note, shall be due and payable 
not later than the last day of the fiscal year during which the 
note was originally issued. 

“(d) EFFECTIVE DATE OF AUTHORIZATION ACTS; PAYMENTS NOT 
SUBJECT TO APPROPRIATION.— 

“(1) EFFECTIVE DATE.—Notwithstanding section 602(c)(1), 
any act of the Council authorizing the issuance of revenue 
anticipation notes under subsection (a) shall take effect— 

“(A) if such act is enacted during a control year (as 
defined in section 305(4) of the District of Columbia Finan- 
cial Responsibility and Management Assistance Act of 
1995), on the date of approval by the District of Columbia 
Financial Responsibility and Management Assistance 
Authority; or 

“(B) if such act is enacted during any other year, 
on the date of enactment of such act. 

“(2) PAYMENTS NOT SUBJECT TO APPROPRIATION.—The 
fourth sentence of section 446 shall not apply to any amount 
obligated or expended by the District for the payment of the 
principal of, interest on, or redemption premium for any reve- 
nue anticipation note issued under subsection (a).”. 


SEC. 11507. ADDITION OF NEW SECTION 475 (RELATING TO GENERAL 
OBLIGATION BOND ANTICIPATION NOTES). 


(a) IN GENERAL.—Subpart 2 of part E of title IV of the District 
of Columbia Self-Government and Governmental Reorganization 
Act is amended by adding at the end the following new section: 


“BOND ANTICIPATION NOTES 


“SEC. 475. (a) AUTHORIZING ISSUANCE.— 

“(1) IN GENERAL.—In anticipation of the issuance of general 
obligation bonds, the Council may by act authorize the issuance 
of general obligation notes to be known as bond anticipation 
notes in accordance with this section. 
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“(2) PURPOSES; PERMITTING ISSUANCE OF GENERAL OBLIGA- 
TION BONDS TO COVER INDEBTEDNESS.—The proceeds of bond 
anticipation notes issued under this section shall be used for 
the purposes for which general obligation bonds may be issued 
under section 461, and such notes shall constitute indebtedness 
which may be refunded through the issuance of general obliga- 
tion bonds under such section. 

“(b) MAXIMUM ANNUAL DEBT SERVICE AMOUNT.—The Act of 
the Council authorizing the issuance of bond anticipation notes 
shall set forth for the bonds anticipated by such notes an estimated 
maximum annual debt service amount based on an estimated sched- 
ule of annual principal payments and an estimated schedule of 
annual interest payments (based on an estimated maximum average 
annual interest rate for such bonds over a period of 30 years 
from the earlier of the date of issuance of the notes or the date 
of original issuance of prior notes in anticipation of those bonds). 
Such estimated maximum annual debt service amount as estimated 
at the time of issuance of the original bond anticipation notes 
shall be included in the calculation required by section 603(b) 
while such notes or renewal notes are outstanding. 

“(c) PERMITTED OUTSTANDING DURATION.—Any bond anticipa- 
tion note, including any renewal note, shall be due and payable 
not later than the last day of the third fiscal year following the 
fiscal year during which the note was originally issued. 

“(d) GENERAL AUTHORITY OF COUNCIL.—If provided for in Act 
of the Council authorizing such an issue of bond anticipation notes, 
bond anticipation notes may be issued in succession, in such 
amounts, at such times, and bearing interest rates within the 
permitted maximum authorized by such Act. 

“(e) EFFECTIVE DATE OF AUTHORIZATION ACTS; PAYMENTS NOT 
SUBJECT TO APPROPRIATION.— 

“(1) EFFECTIVE DATE.—Notwithstanding section 602(c)(1), 
any act of the Council authorizing the renewal of bond anticipa- 
tion notes under subsection (c) or the issuance of general obliga- 
tion bonds under section 461(a) to refund any bond anticipation 
notes shall take effect— 

“(A) if such act is enacted during a control year (as 
defined in section 305(4) of the District of Columbia Finan- 
cial Responsibility and Management Assistance Act of 
1995), on the date of approval by the District of Columbia 
Financial Responsibility and Management Assistance 
Authority; or 

“(B) if such act is enacted during any other year, 
on the date of enactment of such act. 

“(2) PAYMENT NOT SUBJECT TO APPROPRIATION.—The fourth 
sentence of 446 shall not apply to any amount obligated or 
expended by the District for the payment of the principal of, 
interest on, or redemption premium for any bond anticipation 
note issued under this section.”. 

(b) CLERICAL AMENDMENT.—The table of contents for the Dis- 
trict of Columbia Self-Government and Governmental Reorganiza- 
tion Act is amended by adding at the end of the items relating 
to subpart 2 of part E of title IV the following new item: 


“Sec. 475. Bond anticipation notes.”. 
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SEC. 11508. AMENDMENT TO SECTION 490 (RELATING TO REVENUE 
BONDS AND OTHER OBLIGATIONS). 


Section 490 of the District of Columbia Self-Government and 
Governmental Reorganization Act (DC Code, sec. 47-334), as 
amended by section 2 of the District of Columbia Water and Sewer 
Authority Act of 1996, is amended— 

(1) in subsection (a)— 
(A) by amending paragraphs (1) through (3) to read 
as follows: 

“(a(1) Subject to paragraph (2), the Council may by act or 
by resolution authorize the issuance of taxable and tax-exempt 
revenue bonds, notes, or other obligations to borrow money to 
lfinance, refinance, or reimburse and to assist in the financing, 
refinancing, or reimbursing of or for capital projects and other 
undertakings by the District or by any District instrumentality, 
or on behalf of any qualified applicant, including capital projects 
or undertakings in the areas oF housing; health facilities; transit 
and utility facilities; manufacturing; sports, convention, and enter- 
tainment facilities; recreation, tourism and hospitality facilities; 
facilities to house and equip operations of the District government 
or its instrumentalities; oulilie infrastructure development and 
redevelopment; elementary, secondary and college and university 
facilities; educational programs which provide loans for the payment 
of educational expenses for or on behalf of students; facilities used 
to house and equip operations related to the study, development, 
application, or production of innovative commercial or industrial 
technologies and social services; water and sewer facilities (as 
defined in paragraph (5)); pollution control facilities; solid and 
hazardous waste disposal facilities; parking facilities, industrial 
and commercial development; authorized capital expenditures of 
the District; and any other property or project that will, as deter- 
mined by the Council, contribute to the health, education, safety, 
or welfare, of, or the creation or preservation of jobs for, residents 
of the District, or to economic development of the District, and 
any facilities or property, real or personal, used in connection with 
or supplementing any of the foregoing; lease-purchase financing 
of any of the foregoing facilities or property; and any costs related 
to the issuance, carrying, security, liquidity or credit enhancement 
of or for revenue bonds, notes, or other obligations, including, 
capitalized interest and reserves, and the costs of bond insurance, 
letters of credit, and guaranteed investment, forward purchase, 
remarketing, auction, and swap agreements. Any such financing, 
refinancing, or reimbursement may be effected by loans made 
directly or indirectly to any individual or legal entity, by the pur- 
chase of any mortgage, note, or other security, or by the purchase, 
lease, or sale of any property. 

“(2) Any revenue bond, note, or other obligation issued under 
paragraph (1) shall be a special obligation of the District and 
shall be a negotiable instrument, whether or not such revenue 
bond, note, or other obligation is a security as defined in section 
28:8-102(1)a) of title 28 of the District of Columbia Code. 

“(3) Any revenue bond, note, or other obligation issued under 
paragraph (1) shall be paid and secured (as to principal, interest, 
and any premium) as provided by the act or resolution of the 
Council authorizing the issuance of such revenue bond, note, or 
other obligation. Any act or resolution of the Council, or any delega- 
tion of Council authority under subsection (a)(6), authorizing the 
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issuance of revenue bonds, notes, or other obligations may provide 
for (A) the payment of such revenue bonds, notes, or other obliga- 
tions from any available revenues, assets, property (including water 
and sewer enterprise fund revenues, assets, or other property in 
the case of bonds, notes, or obligations issued with respect to 
water and sewer facilities), and (B) the securing of such revenue 
bond, note, or other obligation by the mortgage of real property 
or the creation of a security interest in available revenues, assets, 
or other property (including water and sewer enterprise fund reve- 
nues, assets, or other property in the case of bonds, notes, or 
obligations issued with respect to water and sewer facilities).”, 

(B) by amending paragraph (4)(A) to read as follows: 

“(4)(A) In authorizing the issuance of any revenue bond, 
note, or other obligation under paragraph (1), the Council may 
enter into, or authorize the Mayor to enter into, any agreement 
concerning the acquisition, use, or disposition of any available 
revenues, assets, or property. Any such agreement may create 
a security interest in any available revenues, assets, or prop- 
erty, may provide for the custody, collection, security, invest- 
ment, and payment of any available revenues (including any 
funds held in trust) for the payment of such revenue bond, 
note, or other obligation, may mortgage any property, may 
provide for the acquisition, construction, maintenance, and dis- 
position of the undertaking financed or refinanced using the 
proceeds of such revenue bond, note, or other obligation, and 
may provide for the doing of any act (or the refraining from 
doing of any act) which the District has the right to do in 
the absence of such agreement. Any such agreement may be 
assigned for the benefit of, or made a part of any contract 
with, any holder of such revenue bond, note, or other obligation 
issued under paragraph (1).”, and 

(C) by adding at the end the following new paragraph: 

“(6A) The Council may by act delegate to any District 
instrumentality the authority of the Council under subsection 
(a1) to issue taxable or tax-exempt revenue bonds, notes, 
or other obligations to borrow money for the purposes specified 
in this subsection. For purposes of this paragraph, the Council 
shall specify for what undertakings revenue bonds, notes, or 
other obligations may be issued under each delegation made 
pursuant to this paragraph. Any District instrumentality may 
exercise the authority and the powers incident thereto delegated 
to it by the Council as described in the first sentence of this 
paragraph only in accordance with this paragraph and shall 
be consistent with this paragraph and the terms of the delega- 
tion. 

“(B) Revenue bonds, notes, or other obligations issued by 
a District instrumentality under a delegation of authority 
described in subparagraph (A) shall be issued by resolution 
of that instrumentality, and any such resolution shall not be 
considered to be an act of the Council. 

“(C) Nothing in this paragraph shall be construed as 
restricting, impairing, or superseding the authority otherwise 
vested by law in any District instrumentality.”; 

(2) by amending subsection (b) to read as follows: 

“(b) No property owned by the United States may be mortgaged 
or made subject to any security interest to secure any revenue 
bond, note, or other obligation issued under subsection (a)(1).”; 
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(3) by amending subsection (c) to read as follows: 

“(c) Any and all such revenue bonds, notes, or other obligations 
issued under subsection (a)(1) shall not be general obligations of 
the District, shall not be a pledge of or involve the faith and 
credit or taxing power of the District (other than with respect 
to any dedicated taxes) and shall not constitute a debt of the 
District, and shall not constitute lending of the public credit for 
private undertakings for purposes of section 602(a)(2).”; 

(4) by amending subsection (f) to read as follows: 

“(f) The fourth sentence of section 446 shall not apply to— 

“(1) any amount (including the amount of any accrued 
interest or premium) obligated or expended from the proceeds 
of the sale of any revenue bond, note, or other obligations 
issued under subsection (a)(1); 

“(2) any amount obligated or expended for the payment 
of the principal of, interest on, or any premium for any revenue 
bond, note, or other obligation issued under subsection (a)(1); 

“(3) any amount obligated or expended pursuant to provi- 
sions made to secure any revenue bond, note, or other obliga- 
tions issued under subsection (a)(1); and 

“(4) any amount obligated or expended pursuant to commit- 
ments made in connection with the issuance of revenue bonds, 
notes, or other obligations for repair, maintenance, and capital 
improvements relating to undertakings financed through any 
revenue bond, note, or other obligation issued under subsection 
(a)(1).”; and 

(5) by adding at the end the following new subsections: 
“(i) The revenue bonds, notes, or other obligations issued under 

subsection (a)(1) are not general obligation bonds of the District 
government and shall not be included in determining the aggregate 
amount of all outstanding obligations subject to the limitation speci- 
fied in section 603(b). 

“(j) The issuance of revenue bonds, notes, or other obligations 
by the District where the ultimate obligation to repay such revenue 
bonds, notes, or other obligations is that of one or more non- 
governmental persons or entities may be authorized by resolution 
of the Council. The issuance of all other revenue bonds, notes, 
or other obligations by the District shall be authorized by act 
of the Council. 

“(k) During any control period (as defined in section 209 of 
the District of Columbia Financial Responsibility and Management 
Assistance Act of 1995), any act or resolution of the Council 
authorizing the issuance of revenue bonds, notes, or other obliga- 
tions under subsection (a1) shall be submitted to the District 
of Columbia Financial Responsibility and Management Assistance 
Authority for certification in accordance with section 204 of that 
Act. Any certification issued by the Authority during a control 
period shall be effective for purposes of this subsection for revenue 
bonds, notes, or other obligations issued pursuant to such act or 
resolution of the Council whether the revenue bonds, notes, or 
other obligations are issued during or subsequent to that control 
period. 

“(1) The following provisions of law shall not apply with respect 
to property acquired, held, and disposed of by the District in accord- 
ance with the terms of any lease-purchase financing authorized 
pursuant to subsection (a)(1): 
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1) The Act entitled ‘An Act authorizing the sale of certain 
real estate in the District of Columbia no longer required for 
public purposes’, approved August 5, 1939 (53 Stat. 1211; DC 
Code sec. 9-401 et seq. 

(2) Subchapter III of chapter 13 of title 16, District of 
Columbia Code 

(3) Any other provision of District of Columbia law that 
prohibits or restricts lease-purchase financing. 
“(m) For purposes of this section, the following definitions shall 


apply: 


“(1) The term ‘revenue bonds, notes, or other obligations’ 
means special fund bonds, notes, or other obligations (including 
refunding bonds, notes, or other obligations) used to borrow 
money to finance, assist in financing, refinance, or repay, 
restore or reimburse moneys used for purposes referred to 
in subsection (a1) the principal of and interest, if any, on 
which are to be paid and secured in the manner described 
in this section and which are special obligations and to which 
the full faith and credit of the District of Columbia is not 
pledged. 

“(2) The term ‘District instrumentality’ means any agency 
or instrumentality (including an independent agency or 
instrumentality), authority, commission, board, department, 
division, office, body, or officer of the District of Columbia 
government duly established by an act of the Council or by 
the laws of the United States, whether established before or 
after the date of enactment of the District of Columbia Bond 
Financing Improvements Act of 1997. 

“(3) The term ‘available revenues’ means gross revenues 
and receipts, other than general fund tax receipts, lawfully 
available for the purpose and not otherwise exclusively commit- 
ted to another purpose, including enterprise funds, grants, sub- 
sidies, contributions, fees, dedicated taxes and fees, investment 
income and proceeds of revenue bonds, notes, or other obliga- 
tions issued under this section. 

“(4) The term ‘enterprise fund’ means a fund or account 
for operations that are financed or operated in a manner similar 
to private business enterprises, or established so that separate 
determinations may more readily be made periodically of reve- 
nues earned, expenses incurred, or net income for management 
control, accountability, capital maintenance, public policy, or 
other purposes. 

“(5) The term ‘dedicated taxes and fees’ means taxes and 
surtaxes, portions thereof, tax increments, or payments in lieu 
of taxes, and fees that are dedicated pursuant to law to the 
payment of the debt service on revenue bonds, notes, or other 
obligations authorized under this section, the provision and 
maintenance of reserves for that purpose, or the provision 
of working capital for or the maintenance, repair, reconstruction 
or improvement of the undertaking to which the revenue bonds, 
notes, or other obligations relate. 

“(6) The term ‘tax increments’ means taxes, other than 
the special tax provided for in section 481 and pledged to 
the payment of general obligation indebtedness of the District, 
allocable to the increase in taxable value of real property or 
the increase in sales tax receipts, each from a certain date 
or dates, in prescribed areas, to the extent that such increases 
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are not otherwise exclusively committed to another purpose 
and as further provided for pursuant to an act of the Council.”. 


SEC. 11509. CONFORMING AMENDMENT. 


The fourth sentence of section 446 of the District of Columbia 
Self-Government and Governmental Reorganization Act (DC Code, 
sec. 47-304) is amended to read as follows: “Except as provided 
in section 467(d), section 471(c), section 472(d)\(2), section 475(e)(2), 
section 483(d), and section 490(f), (g), and (hX3), no amount may 
be obligated or expended by any officer or employee of the District 
of Columbia government unless such amount has been approved 
by Act of Congress, and then only according to such Act.”. 


Subtitle G—District of Columbia 
Government Budget 


SEC. 11601. ELIMINATION OF THE ANNUAL FEDERAL PAYMENT TO 
THE DISTRICT OF COLUMBIA. 


(a) ELIMINATION OF PAYMENT.— 

(1) IN GENERAL.—Title V of the District of Columbia Self- 
Government and Governmental Reorganization Act (DC Code, 
sec. 47-3406 et seq.) is hereby repealed. 

(2) CLERICAL AMENDMENT.—The table of contents of such 
Act is amended by striking the items relating to title V. 

(b) CONFORMING AMENDMENTS.— 

(1) HOME RULE ACT.—The District of Columbia Self-Govern- 
ment and Governmental Reorganization Act is amended as 
follows: 

(A) In section 103(10) (DC Code, sec. 1—202(10)), by 
striking “the annual Federal payment to the District 
authorized under title V,”. 

(B) In section 483 (DC Code, sec. 47—331.2), by striking 
subsection (c). 

(C) In section 603(c) (DC Code, sec. 47-313(c)), by 
striking the fourth sentence. 

(D) In section 603(f1),(DC Code, sec. 47—313(f)(1)), 
by striking “(other than the fourth sentence)”. 

(2) FINANCIAL RESPONSIBILITY AND MANAGEMENT ASSIST- 
ANCE ACT.—The District of Columbia Financial Responsibility 
and Management Assistance Act of 1995 is amended— 

(A) by striking section 205 (DC Code, sec. 47—392.5); 
and 

(B) in the table of contents for such Act, by striking 
the item relating to section 205. 

(3) PROCUREMENT PRACTICES ACT.—Section 208(a)(2) of the 
District of Columbia Procurement Practices Act of 1985 (DC 
Code, sec. 1-1182.8(a)(2)) is amended— 

(1) by striking subparagraph (B); 

= redesignating subparagraph (C) as subparagraph 
(B); an 

(3) in subparagraph (B), as so redesignated, by striking 
“Amounts deposited in the dedicated fund described in subpara- 
graph (B)” and inserting “Amounts appropriated for the Inspec- 
tor General”. 
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(4) DISTRICT OF COLUMBIA REVENUE ACT OF 1939.—The 


District of Columbia Revenue Act of 1939 (DC Code, sec. 47- 
3401 et seq.) is amended as follows: 


(A) In section 603(b) (as redesignated by section 
11402)— 

(i) in paragraph (5), by adding “and” at the end; 

(ii) in paragraph (6), by striking “; and” and insert- 
ing a period; and 

(ili) by striking paragraph (7). 

(B) In section 603(c) (as redesignated by section 11402), 
by amending subparagraph (C) to read as follows: 

“(C) APPLICABLE LIMIT DEFINED.—In this paragraph, 
the ‘applicable limit’ for a fiscal year is equal to 15 percent 
of the total anticipated revenues of the District government 
for such fiscal year, as certified by the Mayor at the time 
of the Mayor’s requisition for an advance.”. 

(C) In section 605(b) (as redesignated by section 
11402)— 

(i) by striking paragraph (1) and redesignating 
paragraphs (2) through (4) as paragraphs (1) through 
(3); 

(ii) in paragraph (1) (as so redesignated), by strik- 
ing “OTHER” in the heading; 

(iii) in paragraph (1) (as so redesignated), by strik- 
ing “If, after” and all that follows through “the Sec- 
retary” and inserting “The Secretary”; 

(iv) in paragraph (1) (as so redesignated), by strik- 
ing “to individuals,” and inserting “to individuals 
(including any Federal contribution authorized to be 
appropriated pursuant to section 11601(c)(2) of the Bal- 
anced Budget Act of 1997),”; 

(v) in paragraph (2) (as so redesignated), by strik- 
ing “paragraphs (1) and (2)” and inserting “paragraph 
(1)”; and 

(vi) in paragraph (3) (as so redesignated), by strik- 
ing “(1) through (3)” and inserting “(1) and (2)”. 


(c) FEDERAL CONTRIBUTION TO OPERATIONS OF GOVERNMENT 
OF NATION’S CAPITAL.— 





(1) FINDINGS.—Congress finds as follows: 

(A) Congress has restricted the overall size of the Dis- 
trict of Columbia’s economy by limiting the height of build- 
ings in the District and imposing other limitations relating 
to the Federal presence in the District. 

(B) Congress has imposed limitations on the District’s 
ability to tax income earned in the District of Columbia. 

(C) The unique status of the District of Columbia as 
the seat of the government of the United States imposes 
unusual costs and requirements which are not imposed 
on other jurisdictions and many of which are not directly 
reimbursed by the Federal government. 

(D) These factors play a significant role in causing 
the relative tax burden on District residents to be greater 
than the burden on residents in other jurisdictions in the 
Washington, D.C. metropolitan area and in other cities 
of comparable size. 
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(2) FEDERAL CONTRIBUTION.—There is authorized to be Appropriation 
appropriated a Federal contribution towards the costs of the authorization. 
operation of the government of the Nation’s capital— 

(A) for fiscal year 1998, $190,000,000; and 
(B) for each subsequent fiscal year, such amount as 

may be necessary for such contribution. 

In determining the amount appropriated pursuant to the 
authorization under this paragraph, Congress shall take into 
account the findings described in paragraph (1). 


SEC. 11602. REQUIREMENT THAT THE DISTRICT OF COLUMBIA BAL- 
ANCE ITS BUDGET IN FY 1998. 


(a) IN GENERAL.—Section 201(c\(1) of the District of Columbia 
Financial Responsibility and Management Assistance Act of 1995 
is amended— 

(1) in subparagraph (A), by striking “1999” and inserting 

“1998”; and 

(2) in subparagraph (B), by striking “1996, 1997, and 1998,” 

and inserting “1996 and 1997,”. 

(b) CONFORMING AMENDMENT.—Section 603(f) of the District 
of Columbia Self-Government and Governmental Reorganization 
Act (DC Code, sec. 47—313(f)) is amended by striking “Act of 1995)— 
” and all that follows through “(2) the Council” and inserting “Act 
of 1995), the Council”. 


SEC. 11603. PERMITTING EXPEDITED SUBMISSION AND APPROVAL OF 
CONSENSUS BUDGET AND FINANCIAL PLAN. 


(a) FINDINGS.—Congress finds the following: 

(1) The District of Columbia Financial Responsibility and 
Management Assistance Act (hereafter in this subsection 
referred to as the “Act”) was structured as to preserve the 
maximum prerogatives of each branch of elected self-govern- 
ment consistent with returning the District of Columbia to 
full financial stability and health. 

(2) The Act was intended to eliminate unnecessary bureau- 
cratic barriers and procedures throughout the District govern- 
ment, including the bud et process. 

(3) Preservation of home rule and self-government are 
consistent with cooperation between elected officials and the 
Authority in drawing the annual budget and other matters 
affecting the District of Columbia government, and are pref- 
erable to achieve greater efficiency, communication among the 
parties, and avoidance of conflict and delay. 

(b) IN GENERAL.—Section 202 of the District of Columbia Finan- 
cial Responsibility and Management Assistance Act of 1995 is 
amended by adding at the end the following new subsection: 

“(i) EXPEDITED SUBMISSION AND APPROVAL OF CONSENSUS 
BUDGET AND FINANCIAL PLAN.—Notwithstanding any other provi- 
sion of this section, if the Mayor, the Council, and the Authority 
jointly develop a financial plan and budget for the fiscal year 
which meets the requirements applicable under section 201 and 
which the Mayor, Council, and Authority certify reflects a consensus 
among them— 

“(1) such financial plan and budget shall serve as the 
budget of the District government for the fiscal year adopted 
by the Council under section 446 of the District of Columbia 
Self-Government and Governmental Reorganization Act; and 
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“(2) the Mayor shall transmit the financial plan and budget 
to the President and Congress under such section.”. 
(c) EFFECTIVE DATE.—The amendment made by subsection (b) 
shall apply with respect to fiscal years beginning with fiscal year 
1998. 


SEC. 11604. INCREASE IN MAXIMUM AMOUNT OF PERMITTED DISTRICT 
BORROWING. 


Section 603(b) of the District of Columbia Self-Government 
and Governmental Reorganization Act (DC Code, sec. 47—313(b)) 
is amended by striking “14 per centum” each place it appears 
in paragraph (1) and paragraph (3) and inserting “17 percent”. 


Subtitle H—Miscellaneous Provisions 


CHAPTER 1—REGULATORY REFORM IN THE DISTRICT 
OF COLUMBIA 


SEC..11701. REVIEW AND REVISION OF REGULATIONS AND PERMIT 
AND APPLICATION PROCESSES. 


(a) REVIEW OF CURRENT REGULATIONS BY AUTHORITY.— 

(1) IN GENERAL.—Not later than 6 months after the date 
of the enactment of this title, the District of Columbia Financial 
Responsibility and Management Assistance Authority shall 
complete a review of regulations of the District of Columbia 
in effect as of the date of the enactment of this title and 
analyze the extent to which such regulations unnecessarily 
and inappropriately impair economic development in the Dis- 
trict of Columbia and the financial stability and management 
efficiency of the District of Columbia government. To the great- 
est extent possible, such review shall take into account the 
work and recommendations of the Business Regulatory Reform 
Commission pursuant to the Business Regulatory Reform 
Commission Act of 1994 (DC Code, sec. 2—4101 et seq.) and 
other existing and ongoing public and private regulatory reform 
efforts. The Authority x granedhears the findings of its review 
to the Mayor, Council, and Congress. 

(2) REVISION.—Based on the review conducted under para- 
graph (1) and taking into account actions by the Council and 
the Executive nema of the District of Columbia government, 
the Authority shall take such additional actions as it considers 
appropriate to repeal or revise the regulations of the District 
of Columbia, in accordance with (and subject to the terms 
and conditions described in) section 207 of the District of Colum- 
bia Financial Responsibility and Management Assistance Act 
of 1995. 

(b) SURVEY AND REVISION OF PERMIT AND APPLICATION PROC- 
ESSES.— 

(1) IN GENERAL.—Not later than 6 months after the date 
of the enactment of this title, the Authority shall complete 
a review of the current processes of the District of Columbia 
for obtaining permits and applications of all types and analyze 
the extent to which such processes and their completion times 
vary from the processes applicable in other jurisdictions. To 
the greatest extent possible, such review shall take into account 
the work and recommendations of the Business Regulatory 
Reform Commission pursuant to the Business Regulatory 
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Reform Commission Act of 1994 (DC Code, sec. 2—4101 et 
seq.) and other existing and ongoing public and private regu- 
latory reform efforts. The Authority shall transmit the findings 
of its review to the Mayor, Council, and Congress. 

(2) REVISION.—Based on the review conducted under para- 
graph (1) and taking into account actions by the Council and 
the Executive Branch of the District of Columbia government, 
the Authority shall take such additional actions as it considers 
appropriate to repeal or revise the permit and application proc- 
esses (and their completion times) of the District of Columbia, 
in accordance with (and subject to the terms and conditions 
described in) section 207 of the District of Columbia Financial 
Responsibility and Management Assistance Act of 1995. In 
carrying out such repeals or revisions, the Authority shall seek 
to ensure that the average time required to obtain a permit 
or application from the District of Columbia is consistent with 
the average time for other similar jurisdictions in the United 
States. 

(c) REPORTS TO CONGRESS.—Upon the expiration of the 6-month 
period which begins on the date of the enactment of this title 
and on a quarterly basis thereafter, the Authority shall submit 
a report to Congress describing the steps taken to carry out the 
requirements of this section and the effectiveness of the regulatory, 
permit, and application processes of the District of Columbia. 


SEC. 11702. REPEAL OF CLEAN AIR COMPLIANCE FEE ACT OF 1994. 


(a) REPEAL.— 

(1) IN GENERAL.—Effective March 21, 1995, the Clean Air Effective date 
Compliance Fee Act of 1994 is hereby repealed (DC Code, 
sec. 47-2731 et seq.), except as provided in subsection (b). 

(2) CONFORMING AMENDMENT.—Section 2(b)(2) of the Stable 
and Reliable Source of Revenues for WMATA Act of 1982 (DC 
Code, sec. 1-2466(b)\(2)) is amended by striking subparagraph 
(H). 

(b) EXCEPTION FOR PROVISIONS EXEMPTING DELIVERY OF NEWS- 
PAPERS FROM APPLICATION OF CERTAIN TAXES.—Subsection (a) shall 
not apply to section 14 of the Clean Air Compliance Fee Act of 
1994. 


SEC, 11703. REPEAL REQUIREMENT FOR CONGRESSIONAL AUTHORIZA- 
TION OF CERTAIN MERGERS INVOLVING DISTRICT OF 
COLUMBIA PUBLIC UTILITY CORPORATIONS. 


Section 11 of the Act of March 4, 1913 (37 Stat. 1006; DC 
Code, sec. 43-802) is hereby repealed. 


SEC. 11704. EXEMPTION OF CERTAIN CONTRACTS FROM COUNCIL 
REVIEW. 


(a) IN GENERAL.—Section 451 of the District of Columbia Self- 
Government and Governmental Reorganization Act (sec. 1—-1130, 
D.C. Code) is amended by adding at the end the following new 
subsection: 

“(d) EXEMPTION FOR CERTAIN CONTRACTS.—The requirements 
of this section shall not apply with respect to any of the following 
contracts: 

“(1) Any contract entered into by the Washington Conven- 
tion Center Authority for preconstruction activities, project 
management, design, or construction. 
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“(2) Any contract entered into by the District of Columbia 
Water and Sewer Authority established pursuant to the Water 
and Sewer Authority Establishment and Department of Public 
Works Reorganization Act of 1996, other than contracts for 
the sale or lease of the Blue Plains Wastewater Treatment 
Plant. 

“(3) At the option of the Council, any contract for a highway 
improvement project carried out under title 23, United States 
Code.”. 

(b) EFFECTIVE DATE.—The amendment made by subsection (a) 
shall apply with respect to contracts entered into on or after the 
date of the enactment of this title. 


CHAPTER 2—OTHER MISCELLANEOUS PROVISIONS 


SEC. 11711. REVISIONS TO FINANCIAL RESPONSIBILITY AND MANAGE- 
MENT ASSISTANCE ACT. 


(a) USE OF INTEREST ON ACCOUNTS OF AUTHORITY FOR BENEFIT 
OF DisTRICT.—Section 106 of the District of Columbia Financial 
Responsibility and Management Assistance Act of 1995 (DC Code, 
sec. 47-391.6) is amended by adding at the end the following 
new subsection: 

“(d) USE OF INTEREST ON ACCOUNTS FOR DISTRICT.— 

“(1) IN GENERAL.—Notwithstanding any other provision of 
this Act, the Authority may transfer or otherwise expend any 
amounts derived from interest earned on accounts held by 
the Authority on behalf of the District of Columbia for such 
purposes as it considers appropriate to promote the economic 
stability and management aiiclunan of the District government. 

“(2) SPENDING NOT SUBJECT TO APPROPRIATION BY CON- 
GRESS.—Notwithstanding subsection (a)(3), any amounts trans- 
ferred or otherwise expended pursuant to paragraph (1) may 
be obligated or expended without approval by Act of Congress.”. 
(b) APPOINTMENT OF INSPECTOR GENERAL.—Section 303(e)1) 

of such Act (DC Code, sec. 1-1182.8 note) is amended by striking 
“the Authority” and inserting “the Mayor”. 


SEC. 11712. COOPERATIVE AGREEMENTS BETWEEN FEDERAL AGEN- 
CIES AND METROPOLITAN POLICE DEPARTMENT. 


(a) AGREEMENTS.—Each covered Federal law enforcement 
agency may enter into a cooperative agreement with the Metropoli- 
tan Police Department of the District of Columbia to assist the 
Department in carrying out crime prevention and law enforcement 
activities in the District of Columbia, including taking appropriate 
action to enforce subsection (e) (except that nothing in such an 
agreement may be construed to grant authority to the United 
States to prosecute violations of subsection (e)). 

(b) CONTENTS OF AGREEMENT.—An agreement entered into 
between a covered Federal law enforcement agency and the Metro- 
politan Police Department pursuant to this section may include 
agreements relating to— 

(1) sending personnel of the agency on patrol in areas 
of the District of Columbia which immediately surround the 
area of the agency’s jurisdiction, and granting personnel of 
the agency the power to arrest in such areas; 

(2) sharing and donating equipment and supplies with 
the Metropolitan Police Department; 
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(3) operating on shared radio frequencies with the Metro- 
politan Police Department; 

(4) permitting personnel of the agency to carry out process- 
ing and papering of suspects they arrest in the District of 
Columbia; and 

(5) such other items as the agency and the Metropolitan 
Police Department may agree to include in the agreement. 
(c) COORDINATION WITH U.S. ATTORNEY’S OFFICE.—Agreements 

entered into pursuant to this section shall be coordinated in advance 
with the United States Attorney for the District of Columbia. 

(d) COVERED FEDERAL LAW ENFORCEMENT AGENCIES 
DESCRIBED.—In this section, the term “covered Federal law enforce- 
ment agency” means any of the following: 

(1) United States Capitol Police. 

(2) United States Marshals Service. 

(3) Library of Congress Police. 

(4) Bureau of Engraving and Printing Police Force. 

(5) Supreme Court Police. 

(6) Amtrak Police Department. 

(7) Department of Protective Services, United States Holo- 
caust Museum. 

(8) Government Printing Office Police. 

(9) United States Park Police. 

(10) Bureau of Alcohol, Tobacco, and Firearms. 

(11) Drug Enforcement Administration. 

(12) Federal Bureau of Investigation. 

(13) Criminal Investigation Division, Internal Revenue 
Service. 

(14) Department of the Navy Police Division, Naval District 
Washington. 

(15) Naval Criminal Investigative Service. 

(16) 11th Security Police Squadron, Bolling Air Force Base. 

(17) United States Army Military District of Washington. 

(18) United States Customs Service. 

(19) Immigration and Naturalization Service. 

(20) Postal Inspection Service, United States Postal Service. 

(21) Uniformed Division, United States Secret Service. 

(22) United States Secret Service. 

(23) National Zoological Part Police. 

(24) Federal Protective Service, General Services Adminis- 
tration, National Capital Region. 

(25) Defense Protective Service, Department of Defense 
Washington Headquarters Services. 

(26) Office of Protective Services, Smithsonian Institution. 

(27) Office of Protective Services, National Gallery of Art. 

(28) United States Army Criminal Investigation Command, 
Department of the Army Washington District, 3rd Military 
Police Group. 

(29) Marine Corps Law Enforcement. 

(30) Department of State Diplomatic Security. 

(31) United States Coast Guard. 

(32) United States Postal Police. 

(e) CERTAIN PROHIBITED ACTIVITY.—Effective with respect to 
conduct occurring on or after the date of the enactment of this 
title, whoever in the District of Columbia knowingly and willfully 
obstructs any bridge connecting the District of Columbia and the 
Commonwealth of Virginia— 
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(1) shall be fined not less than $1,000 and not more than 
$5,000, and in addition may be imprisoned not more than 
30 days; or 

(2) if applicable, shall be subject to prosecution by the 
District of Columbia under the provisions of District law and 
regulation amended by the Safe Streets Anti-Prostitution 
Amendment Act of 1996 (D.C. Law 11-130). 


SEC. 11713. PERMITTING GARNISHMENT OF WAGES OF OFFICERS AND 
EMPLOYEES OF DISTRICT OF COLUMBIA GOVERNMENT. 


Section 2 of D.C. Law 2—14 (DC Code, sec. 1-516) is amended— 
(1) by striking “After July 25” and inserting “(a) After 
July 25”; and 
(2) by adding at the end the following new subsection: 
“(b) After October 1, 1997, wages salaries, annuities, retirement 
and disability benefits, and other remuneration based upon employ- 
ment, or other income owed by, due from, and payable by the 
government of the District of Columbia to any individual shall 
be subject to attachment, garnishment, assignment, or withholding 
in accordance with subchapter III of chapter 5 of title 16 of the 
District of Columbia Code in the same manner and to the same 
extent as if the government of the District of Columbia were a 
private person.”. 


SEC. 11714. PERMITTING EXCESS APPROPRIATIONS BY WATER AND 
SEWER AUTHORITY FOR CAPITAL PROJECTS. 


(a) IN GENERAL.—Section 445A of the District of Columbia 
Self-Government and Governmental Reorganization Act (DC Code, 
sec. 43-1691), as added by section 4(a) of the District of Columbia 
Water and Sewer Authority Act of 1996, is amended— 

(1) by striking “The District” and inserting “(a) IN GEN- 

ERAL.—The District”; and 

(2) by adding at the end the following new subsection: 

“(b) PERMITTING EXPENDITURE OF EXCESS REVENUES FOR CAP- 
ITAL PROJECTS IN EXCESS OF BUDGET.—Notwithstanding the 
amount appropriated for the District of Columbia Water and Sewer 
Authority for capital projects for a fiscal year, if the revenues 
of the Authority for the year exceed the estimated revenues of 
the Authority provided in the annual budget of the District of 
Columbia for the fiscal year, the Authority may obligate or expend 
an additional amount for capital projects during the year equal 
to the amount of such excess revenues.”. 

(b) CONFORMING AMENDMENT.—The fourth sentence of section 
446 of such Act (DC Code, sec. 47-304), as amended by section 
2(cX2) of the District of Columbia Water and Sewer Authority 
Act of 1996, is amended by striking “in section 467(d)” and inserting 
“in section 445A(b), section 467(d)”. 

(c) EFFECTIVE DATE.—The amendments made by this section 
shall apply with respect to fiscal years beginning on or after October 
1, 1996. 


SEC. 11715. REQUIRING CERTAIN FEDERAL OFFICIALS TO PROVIDE 
NOTICE BEFORE CARRYING OUT ACTIVITIES AFFECTING 
REAL PROPERTY LOCATED IN DISTRICT OF COLUMBIA. 


(a) HEADS OF FEDERAL AGENCIES.— 
(1) IN GENERAL.—Except as provided in subsection (d), the 
head of any Federal agency may not carry out any activity 
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— affects real property located in the District of Columbia 
unless— 

(A) not later than 60 days before carrying out such 
activity, the head of the agency provides a notice describing 
such activity and the property affected to the Administrator 
of General Services and the Administrator of General Serv- 
ices transmits such notice to the individuals described in 
subsection (c); and 

(B) the head of the agency provides the individuals 
described in subsection (c) with the opportunity to present 
oral or written comments on the activity to a representative 
of the head of the agency before the head of the agency 
carries out the activity. 

(2) FEDERAL AGENCY DEFINED.—In subsection (a), the term 
“Federal agency” means an executive department (as defined 
in section 101 of title 5, United States Code). 

(b) ARCHITECT OF THE CAPITOL.—Except as provided in sub- 
section (d), the Architect of the Capitol may not carry out any 
activity that affects real property located in the District of Columbia 
unless— 

(1) not later than 60 days before carrying out such activity, 
the Architect provides a notice describing such activity and 
the property affected to the Committee on Transportation and 
Infrastructure of the House of Representatives and the Commit- 
tee on Environment and Public Works of the Senate and such 
Committees transmit such notice to the individuals described 
in subsection (c); and 

(2) the Architect provides the individuals described in sub- 
section (c) with the opportunity to present oral or written 
comments on the activity to a representative of the Architect 
before the Architect carries out the activity. 

(c) INDIVIDUALS DESCRIBED.—The individuals described in this 
paragraph (with respect to the activity and the real property 
involved) are the Mayor of the District of Columbia, the Chair 
of the Council of the District of Columbia, and the Chair of the 
Advisory Neighborhood Commission (as established pursuant to 
section 738 of the District of Columbia Self-Government and 
Governmental Reorganization Act) in whose neighborhood such 
property is located. 

(d) EXCEPTION FOR EMERGENCIES.—The head of a Federal 
agency or the Architect of the Capitol may waive the requirements 
of subsection (a) if the head of the agency or the Architect finds 
that compliance with the requirements would jeopardize the public 
safety or the national security interests of the United States, but 
only if the head of the agency or the Architect— 

(1) certifies such finding and the reasons for such finding 
to the individuals described in subsection (c) and to Congress; 
and 

(2) at the earliest time practicable, provides such individ- 
uals with the notice described in paragraph (1) of subsection 
(a) or (b) (whichever is applicable) and the opportunity to 
present comments described in paragraph (2) of subsection 
(a) or (b). 

(e) EFFECTIVE DATE.—Section 1 shall apply to activities carried 
out after the expiration of the 60-day period that begins on the 
date of the enactment of this title. 
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SEC. 11716. REPEAL TERM OF DEED OF CONVEYANCE TO CERTAIN 
HOSPITAL. 


Section 2 of the Act of June 6, 1952 (chapter 486; 66 Stat. 
288) (DC Code, sec. 32-121) is hereby repealed. 


SEC. 11717. SHORT TITLE OF HOME RULE ACT. 


(a) IN GENERAL.—Section 101 of the District of Columbia Self- 
Government and Governmental Reorganization Act is amended by 
striking “District of Columbia Self-Government and Governmental 
Reorganization Act” and inserting “District of Columbia Home Rule 
Act”. 

(b) REFERENCES IN LAW.—Any reference in law or regulation 
to the District of Columbia Self-Government and Governmental 
Reorganization Act shall be deemed to be a reference to the District 
of Columbia Home Rule Act. 


CHAPTER 3—EFFECTIVE DATE; GENERAL PROVISIONS 


SEC. 11721. EFFECTIVE DATE. 


Except as otherwise provided in this title, the provisions of 
this title shall take effect on the later of October 1, 1997, or 
the day the District of Columbia Financial Responsibility and 
Management Assistance Authority certifies that the financial plan 
and budget for the District government for fiscal year 1998 meet 
the requirements of section 201(c1) of the District of Columbia 
Financial Responsibility and Management Assistance Act of 1995, 
as amended by this title. 


SEC. 11722. TECHNICAL ASSISTANCE. 


Any Federal agency (as defined in section 101 of title 31, 
United States Code) may provide, at the discretion of the head 
of the agency, technical assistance to, and training for, personnel 
of the Government of the District of Columbia. Bash assistance 
shall be limited to assistance that does not interfere with the 
mission of the agency. The authority provided by this section shall 
expire three years from the date of enactment of this statute. 


SEC. 11723. LIABILITY. 


(a) District OF COLUMBIA.—The District of Columbia shall 
defend any civil action or proceeding pending on the effective date 
of this title in any court or other official municipal, state, or federal 
forum against the District of Columbia or its officers, employees, 
or agents, and shall assume any liability resulting from such an 
action or proceeding. 

(b) STATE JUSTICE INSTITUTE.—The State Justice Institute shall 
not be liable for damages or equitable relief on the basis of the 
activities or operations of any federal or District of Columbia agency 
which receives funds through the State Justice Institute pursuant 
to this title. 

(c) UNITED STATES.—The United States, its officers, employees, 
and agents, and its agencies shall not— 

(1) be responsible for the payment of any judgments, liabil- 
ities or costs resulting from any action or proceeding against 
the District of Columbia or its agencies, officers, employees, 
or agents; 

(2) be subject to liability in any case on the basis of the 
activities of the District of Columbia or its agencies, officers, 
employees, or agents; or 
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(3) be subject to liability in any case under section 1979 

of the Revised Statutes (42 U.S.C. 1983). 

(d) LIMITATIONS.—Nothing in this section shall be construed 
as a waiver of sovereign immunity, or as limiting any other defense 
or immunity that would otherwise be available to the United States, 
the District of Columbia, their agencies, officers, employees, or 
agents. 


Approved August 5, 1997. 


HOUSE REPORTS: Nos. 105-149 (Comm. on the Budget) and 105-217 (Comm. of 
Conference). 
CONGRESSIONAL RECORD, Vol. 143 (1997): 
June 25, considered and passed House; considered and passed Senate, 
amended, in lieu of S. 947. 
July 30, House agreed to conference report. Senate considered conference 
report. 
July 31, Senate agreed to conference report. 
WEEKLY COMPILATION OF PRESIDENTIAL DOCUMENTS, Vol. 33 (1997): 
Aug. 5, Presidential remarks and statement. 
Aug. 11, Presidential remarks and special message on line item veto 
FEDERAL REGISTER, Vol. 62 (1997): 
Aug. 12, Cancellation of item pursuant to Line Item Veto Act. 
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* Public Law 105-34 
105th Congress 


An Act 


To provide for reconciliation pursuant to subsections (b)(2) and (d) of section 105 
of the concurrent resolution on the budget for fiscal year 1998. 


Be it enacted by the Senate and House of Representatives of 
the United States of America in Congress assembled, 


SECTION 1. SHORT TITLE; ETC. 


(a) SHORT TITLE.—This Act may be cited as the “Taxpayer 
Relief Act of 1997”. 

(b) AMENDMENT OF 1986 CoDE.—Except as otherwise expressly 
provided, whenever in this Act an amendment or repeal is expressed 
in terms of an amendment to, or repeal of, a section or other 
provision, the reference shall be considered to be made to a section 
or other provision of the Internal Revenue Code of 1986. 

(c) SECTION 15 Not To AppLy.—No amendment made by this 
Act shall be treated as a change in a rate of tax for purposes 
of section 15 of the Internal Revenue Code of 1986. 

(d) WAIVER OF ESTIMATED TAX PENALTIES.—No addition to 
tax shall be made under section 6654 or 6655 of the Internal 
Revenue Code of 1986 for any period before January 1, 1998, 
for any payment the due date of which is before January 16, 
1998, with respect to any underpayment attributable to such period 
to the extent such underpayment was created or increased by 
any provision of this Act. 

(e) TABLE OF CONTENTS.—The table of contents for this Act 
is as follows: 

Sec. 1. Short title; etc. 


TITLE I—CHILD TAX CREDIT 
Sec. 101. Child tax credit 


TITLE II—EDUCATION INCENTIVES 
Subtitle A—Tax Benefits Relating to Education Expenses 


Sec. 201. Hope and lifetime learning credits. 

Sec. 202. Deduction for interest on education loans. _ 

Sec. 203. Penalty-free withdrawals from individual retirement plans for higher edu- 
cation expenses. 


Subtitle B—Expanded Education Investment Savings Opportunities 
PART I—QUALIFIED TUITION PROGRAMS 
Sec. 211. Modifications of qualified State tuition programs 
PART II—EDUCATION INDIVIDUAL RETIREMENT ACCOUNTS 
Sec. 213. Education individual retirement accounts. 
Subtitle C—Other Education Initiatives 
Sec. 221. Extension of exclusion for employer-provided educational assistance. 


* Note: This law contains items that were cancelled by the President pursuant to the Line 
Item Veto Act. For more information, see the Federal Register entry under “LEGISLATIVE 
HISTORY” at the end of this law 
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Sec. 222. — of limitation on qualified 501(c)(3) bonds other than hospital 
nds 

Sec. 223. Increase in arbitrage rebate exception for governmental bonds used to fi- 
nance education facilities. 

Sec. 224. Contributions of computer technology and equipment for elementary or 
secondary school purposes. 

Sec. 225. Treatment of cancellation of certain student loans. 

Sec. 226. Incentives for education zones. 


TITLE III—SAVINGS AND INVESTMENT INCENTIVES 


Subtitle A—Retirement Savings 


Sec. 301. Restoration of IRA deduction for certain taxpayers 

Sec. 302. Establishment of nondeductible tax-free individual retirement accounts. 

Sec. 303. Distributions from certain plans may be used without penalty to purchase 
first homes. 

Sec. 304. Certain bullion not treated as collectibles. 


Subtitle B—Capital Gains 


Sec. 311. 20 percent maximum capital gains rate for individuals 

Sec. 312. Exemption from tax for gain on sale of principal residence 

Sec. 313. Rollover of gain from sale of qualified stock. 

Sec. 314. Amount of net capital gain taken into account in computing alternative 
tax on capital gains for corporations not to exceed taxable income of the 
corporation. 


TITLE IV—ALTERNATIVE MINIMUM TAX REFORM 


Sec. 401. nee from alternative minimum tax for small corporations 
Sec. 402. Repeal of separate depreciation lives for minimum tax purposes. 
Sec. 403. Minimum tax not to apply to farmers’ installment sales. 


TITLE V—ESTATE, GIFT, AND GENERATION-SKIPPING TAX PROVISIONS 


Subtitle A—Estate and Gift Tax Provisions 


Sec. 501. Cost-of-living adjustments relating to estate and gift tax provisions 

Sec. 502. Family-owned business exclusion. 

Sec. 503. Modifications to rate of interest on portion of estate tax extended under 
section 6166 

Sec. 504. Extension of treatment of certain rents under section 2032A to lineal de- 
scendants 

Sec. 505. Clarification of judicial review of eligibility for extension of time for pay- 
ment of estate tax 

Sec. 506. Gifts may not be revalued for estate tax purposes after expiration of stat- 
ute of limitations. 

Sec. 507. Repeal of throwback rules applicable to certain domestic trusts 

Sec. 508. Treatment of land subject to a qualified conservation easement 


Subtitle B—Generation-Skipping Tax Provision 


Sec. 511. Expansion of exception from generation-skipping transfer tax for trans- 
fers to individuals with deceased parents 


TITLE VI—EXTENSIONS 


Sec. 601. Research tax credit 

Sec. 602. Contributions of stock to private foundations 
Sec. 603. Work opportunity tax credit 

Sec. 604. Orphan drug tax credit 


TITLE VII—INCENTIVES FOR REVITALIZATION OF THE DISTRICT OF 
COLUMBIA : 
Sec. 701. Tax incentives for revitalization of the District of Columbia 
TITLE VIII—WELFARE-TO-WORK INCENTIVES 
Sec. 801. Incentives for employing long-term family assistance recipients 


TITLE IX—MISCELLANEOUS PROVISIONS 


Subtitle A—Provisions Relating to Excise Taxes 


Sec. 901. General revenue portion of highway motor fuels taxes deposited into 
Highway Trust Fund. 
Sec. 902. Repeal of tax on diesel fuel used in recreational boats. 





111 STAT. 790 PUBLIC LAW 105-34—AUG. 5, 1997 





Sec. 903. Continued application of tax on imported recycled Halon-1211 

Sec. 904. Uniform rate of tax on vaccines 

Sec. 905. Operators of multiple gasoline retail outlets treated as wholesale distribu- 
tor for refund purposes 

Sec. 906. Exemption of electric and other clean-fuel motor vehicles from luxury 
automobile classification 

Sec. 907. Rate of tax on certain special fuels determined on basis of BTU equiva- 
lency with gasoline 

Sec. 908. Modification of tax treatment of hard cider 

Sec. 909. Study of feasibility of moving collection point for distilled spirits excise 
tax 

Sec. 910. Clarification of authority to use semi-generic designations on wine labels 


Subtitle B—Revisions Relating to Disasters 


Sec. 911. Authority to postpone certain tax-related deadlines by reason of presi- 
dentially declared disaster. 

Sec. 912. Use of certain appraisals to establish amount of disaster loss. 

Sec. 913. Treatment of livestock sold on account of weather-related conditions 

Sec. 914. Mortgage financing for residences located in disaster areas 

Sec. 915. Abatement of interest on underpayments by taxpayers in presidentially 
declared disaster areas 


Subtitle C—Provisions Relating to Employment Taxes 


Sec. 921. Clarification of standard to be used in determining employment tax sta- 
tus of securities brokers 

Sec. 922. Clarification of exemption from self-employment tax for certain termi- 
nation payments received by former insurance salesmen. 


Subtitle D—Provisions Relating to Small Businesses 


Sec. 931. Waiver of penalty through June 30, 1998, on small businesses failing to 
make electronic fund transfers of taxes. 

Sec. 932. Clarification of treatment of home office use for administrative and man- 
agement activities. 

Sec. 933. Averaging of farm income over 3 years 

Sec. 934. Increase in deduction for health insurance costs of self-employed individ- 
uals. 

Sec. 935. Moratorium on certain regulations. 


Subtitle E—Brownfields 
Sec. 941. Expensing of environmental remediation costs 


Subtitle F—Empowerment Zones, Enterprise Communities, Brownfields, and 
Community Development Financial Institutions 


CHAPTER 1—ADDITIONAL EMPOWERMENT ZONES 
Sec. 951. Additional empowerment zones. 


CHAPTER 2—NEW EMPOWERMENT ZONES 


Sec. 952. Designation of new empowerment zones. 

Sec. 953. Volume cap not to apply to enterprise zone facility bonds with respect to 
new empowerment zones. 

Sec. 954. Modification to eligibility criteria for designation of future enterprise 
zones in Alaska or Hawaii 


CHAPTER 3—TREATMENT OF EMPOWERMENT ZONES AND ENTERPRISE COMMUNITIES 


Sec. 955. Modifications to enterprise zone facility bond rules for all empowerment 
zones and enterprise communities. 

Sec. 956. Modifications to enterprise zone business definition for all empowerment 
zones and enterprise communities. 


Subtitle G—Other Provisions 


Sec. 961. Use of estimates of shrinkage for inventory accounting. 

Sec. 962. Assignment of workmen’s compensation liability eligible for exclusion re- 
lating to personal injury liability assignments. 

Sec. 963. Tax-exempt status for certain State worker’s compensation act companies. 

Sec. 964. Election for 1987 partnerships to continue exception from treatment of 
publicly traded partnerships as corporations. 

Sec. 965. Exclusion from unrelated business taxable income for certain sponsorship 
payments 

Sec. 966. Associations of holders of timeshare interests to be taxed like other home- 
owners associations 
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Sec. 967. Additional advance refunding of certain Virgin Island bonds. 

Sec. 968. Nonrecognition of gain on sale of stock to certain farmers’ cooperatives 

Sec. 969. Increased deductibility of business meal expenses for individuals subject 
to Federal hours of service 

Sec. 970. Clarification of de minimis fringe benefit rules to no-charge employee 
meals 

Sec. 971. Exemption of the incremental cost of a clean fuel vehicle from the limits 
on depreciation for vehicles. 

Sec. 972. Temporary suspension of taxable income limit on percentage depletion for 
marginal production. 

Sec. 973. Increase in standard mileage rate expense deduction for charitable use of 

assenger automobile. 

Sec. 974. Clarification of treatment of certain receivables purchased by cooperative 
hospital service organizations. 

Sec. 975. Deduction in computing adjusted gross income for expenses in connection 
with service performed by certain officials. 

Sec. 976. Combined employment tax reporting demonstration project. 

Sec. 977. Elective carryback of existing carryovers of National Railroad Passenger 
Corporation. 


Subtitle H—Extension of Duty-Free Treatment Under Generalized System of 
Preferences 


Sec. 981. Generalized System of Preferences. 
TITLE X—REVENUES 


Subtitle A—Financial Products 


Sec. 1001. Constructive sales treatment for appreciated financial positions. 

Sec. 1002. Limitation on exception for investment companies under section 351 

Sec. 1003. Gains and losses from certain terminations with respect to property 

Sec. 1004. Determination of original issue discount where pooled debt obligations 
subject to acceleration. 

Sec. 1005. Denial of interest deductions on certain debt instruments. 


Subtitle B—Corporate Organizations and Reorganizations 


Sec. 1011. Tax treatment of certain extraordinary dividends. 

Sec. 1012. Application of section 355 to distributions in connection with acquisi- 
tions and to intragroup transactions. 

Sec. 1013. Tax treatment of redemptions involving related corporations. 

Sec. 1014. Certain preferred stock treated as boot. 

Sec. 1015. Modification of holding period applicable to dividends received deduc- 
tion. 


Subtitle C—Administrative Provisions 


1021. Reporting of certain payments made to attorneys. 

1022. Decrease of threshold for reporting payments to corporations performing 
services for Federal agencies. 

1023. Disclosure of return information for administration of certain veterans 

rograms. 

1024. Goathanmes levy on certain payments. 

1025. Modification of levy exemption. 

1026. Confidentiality and disclosure of returns and return information. 

1027. Returns of beneficiaries of estates and trusts required to file returns con- 
sistent with estate or trust return or to notify Secretary of inconsist- 
ency. 

1028. Registration and other provisions relating to confidential corporate tax 
shelters. 


£ REE F FF 


Subtitle D—Excise and Employment Tax Provisions 


1031. Extension and modification of taxes funding Airport and Airway Trust 
Fund; increased deposits into such Fund. 

1032. Kerosene taxed as diesel fuel. 

1033. Restoration of Leaking Underground Storage Tank Trust Fund taxes. 

1034. Application of communications tax to prepaid telephone cards. 

1035. Extension of temporary unemployment tax. 


Subtitle E—Provisions Relating to Tax-Exempt Entities 


1041. Expansion of look-thru rule for interest, annuities, royalties, and rents 
derived by subsidiaries of tax-exempt organizations. 

1042. Termination of certain exceptions fen rules relating to exempt organi- 
zations which provide commercial-type insurance 
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Subtitle F—Foreign Provisions 


Definition of foreign personal holding company income 

Personal property used predominantly in the United States treated as 
not property of a like kind with respect to property used predominantly 
outside the United States 

Holding period requirement for certain foreign taxes 

Denial of treaty benefits for certain payments through hybrid entities 
Interest on underpayments not reduced by foreign tax credit carrybacks 
Clarification of period of limitations on claim for credit or refund attrib- 
utable to foreign tax credit carryforward 

Repeal of exception to alternative minimum foreign tax credit limit 


Subtitle G—Partnership Provisions 


Allocation of basis among properties distributed by partnership 

Repeal of requirement that inventory be substantially appreciated with 
respect to sale or exchange of partnership interest 

Extension of time for taxing precontribution gain 


Subtitle H—Pension Provisions 


Pension accrued benefit distributable without consent increased to 
$5,000 

Election to receive taxable cash compensation in lieu of nontaxable park- 
ing benefits 

Repeal of excess distribution and excess retirement accumulation tax. 
Increase in tax on prohibited transactions. 

Basis recovery rules for annuities over more than one life 


Subtitle I—Other Revenue Provisions 


Termination of suspense accounts for family corporations required to use 
accrual method of accounting. 
— of taxable years to which net operating losses may be car- 
ried. 
Modifications to taxable years to which unused credits may be carried. 
Expansion of denial of deduction for certain amounts paid in connection 
with insurance. 
Improved enforcement of the application of the earned income credit. 
Limitation on property for which income forecast method may be used 
Expansion of requirement that involuntarily converted property be re- 
_— with property —— from an unrelated person. 

reatment of exception from installment sales rules for sales of property 
by a manufacturer to a dealer. 
Limitations on charitable remainder trust eligibility for certain trusts. 
Expanded SSA records for tax enforcement 
Modification of estimated tax safe harbors 


TITLE XI—SIMPLIFICATION AND OTHER FOREIGN-RELATED PROVISIONS 


Sec 


Sec. 


Sec 


Sec 


Sec. 


Sec 


Sec 


1101. 


1102 
1103 


1104 
1105 
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1112. 
1113. 


Subtitle A—General Provisions 


Certain individuals exempt from foreign tax credit limitation. 

Exchange rate used in translating foreign taxes. 

Election to use simplified section 904 limitation for alternative minimum 
tax 

Treatment of personal transactions by individuals under foreign cur- 
rency rules 

Foreign tax credit treatment of dividends from noncontrolled section 902 
corporations. 


Subtitle B—Treatment of Controlled Foreign Corporations 


Gain on certain stock sales by controlled foreign corporations treated as 
dividends. 

Miscellaneous modifications to subpart F. 

Indirect foreign tax credit allowed for certain lower tier companies. 


Subtitle C—Treatment of Passive Foreign Investment Companies 


. 1121. 


1122 
1123 


United States shareholders of controlled foreign corporations not subject 
to PFIC inclusion. 

Election of mark to market for marketable stock in passive foreign in- 
vestment company. 

Valuation of assets for passive foreign investment company determina- 
tion 
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Sec. 1124. Effective date 


Subtitle D—Repeal of Excise Tax on Transfers to Foreign Entities 


Sec. 1131. Repeal of excise tax on transfers to foreign entities; recognition of gain 
on certain transfers to foreign trusts and estates 


Subtitle E—Information Reporting 


Sec. 1141. Clarification of application of return requirement to foreign partner- 
ships. 

Sec. 1142. Controlled foreign partnerships subject to information reporting com- 

arable to information reporting for controlled foreign corporations 

Sec. 1143. Modifications relating to returns required to be filed by reason of 
changes in ownership interests in foreign partnership. 

Sec. 1144. Transfers of property to foreign partnerships subject to information re- 
porting comparable to information reporting for such transfers to foreign 
corporations. 

Sec. 1145. Extension of statute of limitations for foreign transfers 

Sec. 1146. Increase in filing thresholds for returns as to organization of foreign cor- 
porations and acquisitions of stock in such corporations 


Subtitle F—Determination of Foreign or Domestic Status of Partnerships 
Sec. 1151. Determination of foreign or domestic status of partnerships 


Subtitle G—Other Simplification Provisions 


Sec. 1161. Transition rule for certain trusts. 

Sec. 1162. Repeal of stock and securities safe harbor requirement that principal of- 
fice be outside the United States. 

Sec. 1163. Miscellaneous clarifications. 


Subtitle H—Other Provisions 


1171. Treatment of computer software as FSC export property. 
Sec. 1172. Adjustment of dollar limitation on section 911 exclusion 
Sec. 1173. United States property not to include certain assets acquired by dealers 
in ordinary course of trade or business. 
Sec. 1174. Treatment of nonresident aliens engaged in international transportation 
services. 
Sec. 1175. Exemption for active financing income. 


TITLE XII—SIMPLIFICATION PROVISIONS RELATING TO INDIVIDUALS AND 
BUSINESSES 


Subtitle A—Provisions Relating to Individuals 


Sec. 1201. Basic standard deduction and minimum tax exemption amount for cer- 
tain dependents. 

Sec. 1202. Increase in amount of tax exempt from estimated tax requirements. 

Sec. 1203. Treatment of certain reimbursed expenses of rural mail carriers 

Sec. 1204. Treatment of traveling expenses of covinin Federal employees engaged 
in criminal investigations. 

Sec. 1205. Payment of tax by commercially acceptable means. 


Subtitle B—Provisions Relating to Businesses Generally 


Sec. 1211. Modifications to look-back method for long-term contracts. 
Sec. 1212. Minimum tax treatment of certain property and casualty insurance com- 


anies. 
Sec. 1213 Bualified lessee construction allowances for short-term leases. 
Subtitle C—Simplification Relating to Electing Large Partnerships 


PART I—GENERAL PROVISIONS 


Sec. 1221. Simplified flow-through for electing large partnerships. 

Sec. 1222. Simplified audit procedures for electing large partnerships. 

Sec. 1223. Due A for furnishing information to partners of electing large part- 
nerships. 

Sec. 1224. Returns required on magnetic media. 

Sec. 1225. Treatment of partnership items of individual retirement accounts. 

Sec. 1226. Effective date. 


PART II—PROVISIONS RELATED TO TEFRA PARTNERSHIP PROCEEDINGS 


Sec. 1231. Treatment of partnership items in deficiency proceedings. 
Sec. 1232. Partnership return to be determinative of audit procedures to be fol- 
lowed. 
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Sec. 1241 
Sec. 1242 


Sec. 1243 
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Provisions relating to statute of limitations 

Expansion of small partnership exception 

Exclusion of partial settlements from 1-year limitation on assessment 

Extension of time for filing a request for administrative adjustment 

Availability of innocent spouse relief in context of partnership proceed- 

ings 

Determination of penalties at partnership level 

Provisions relating to court jurisdiction, etc 

Treatment of premature petitions filed by notice partners or 5-percent 
roups 

eas in case of appeals from certain proceeding 

Suspension of interest where delay in computational adjustment result- 

ing from certain settlements 

Special rules for administrative adjustment requests with respect to bad 

debts or worthless securities 


PART III—PROVISION RELATING TO CLOSING OF PARTNERSHIP TAXABLE YEAR WITH 


Sec. 1246 


RESPECT TO DECEASED PARTNER, ETC. 


Closing of partnership taxable year with respect to deceased partner, 
etc. 


Subtitle D—Provisions Relating to Real Estate Investment Trusts 
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1257 


1281 
1282 
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1284 
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1258. 
1259. 
1260. 
1261. 
1262. 
1263. 


Clarification of limitation on maximum number of shareholders 
De minimis rule for tenant services income 

Attribution rules applicable to stock ownership 

Credit for tax paid by REIT on retained capital gains 

Repeal of 30-percent gross income requirement 

Modification of earnings and profits rules for determining whether REIT 
has earnings and profits from non-REIT year 

Treatment of Seadoo property 

Payments under hedging instruments 

Excess noncash income. 

Prohibited transaction safe harbor 

Shared appreciation mortgages. 

Wholly owned subsidiaries 

Effective date. 


Subtitle E—Provisions Relating to Regulated Investment Companies 
1271. 


Repeal of 30-percent gross income limitation 


Subtitle F—Taxpayer Protections 


Reasonable cause exception for certain penalties. 

Clarification of period for filing claims for refunds. 

Repeal of authority to disclose whether prospective juror has been au- 
dited 

Clarification of statute of limitations. 

Awarding of administrative costs 


TITLE XIII—SIMPLIFICATION PROVISIONS RELATING TO ESTATE AND GIFT 


1304 


1308 


1310 


1312 


RE R PRE RELL RRRE 


1314 


1301. 
1302. 
1303. 


1305. 
1306. 
1307. 


1309. 
1311. 


1313. 


TAXES 


Gifts to charities exempt from gift tax filing requirements. 

Clarification of waiver of certain rights of recovery. 

Transitional rule under section 2056A. 

Treatment for estate tax purposes of short-term obligations held by non- 
resident aliens. 

Certain revocable trusts treated as part of estate. 

Distributions during first 65 days often year of estate. 

Separate share rules available to estates. 

Executor of estate and beneficiaries treated as related persons for dis- 
allowance of losses, etc. 

Treatment of funeral trusts. 

Adjustments for gifts within 3 years of decedent's death. 

Clarification of treatment of survivor annuities under qualified ter- 
minable interest rules. 

Treatment under qualified domestic trust rules of forms of ownership 
which are not trusts 

Opportunity to correct certain failures under section 2032A. 

Authority to waive requirement of United States trustee for qualified do- 
mestic trusts 
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TITLE XIV—SIMPLIFICATION PROVISIONS RELATING TO EXCISE TAXES, 
TAX-EXEMPT BONDS, AND OTHER MATTERS 
Subtitle A—Excise Tax Simplification 
PART I—EXCISE TAXES ON HEAVY TRUCKS AND LUXURY CARS 
Sec. 1401. Increase in de minimis limit for after-market alterations for heavy 
trucks and luxury cars 


Sec. 1402. Credit for tire tax in lieu of exclusion of value of tires in computing 
price. 


PART II—PROVISIONS RELATED TO DISTILLED SPIRITS, WINES, AND BEER 


Sec. 1411. Credit or refund for imported bottled distilled spirits returned to dis- 
tilled spirits plant. 

Sec. 1412. Authority to cancel or credit export bonds without submission of records 

Sec. 1413 — of required maintenance of records on premises of distilled spirits 

ant 

Sec. 1414. Fermented material from any brewery may be received at a distilled 
spirits plant. 

Sec. 1415. Repeal of requirement for wholesale dealers in liquors to post sign 

Sec. 1416. Refund of tax to wine returned to bond not limited to unmerchantable 
wine. 

Sec. 1417. Use of additional ameliorating material in certain wines 

Sec. 1418. Domestically produced beer may be withdrawn free of tax for use of for- 
eign embassies, legations, etc. 

Sec. 1419. Beer may be withdrawn free of tax for destruction 

Sec. 1420. Authority to allow drawback on exported beer without submission of 
records. 

Sec. 1421. Transfer to brewery of beer imported in bulk without payment of tax. 

Sec. 1422. Transfer to bonded wine cellars of wine imported in bulk without pay- 
ment of tax. 


ParT III—OTHER EXCISE TAX PROVISIONS 


Sec. 1431. Authority to grant exemptions from registration requirements 

Sec. 1432. Repeal of expired provisions. 

Sec. 1433. Simplification of imposition of excise tax on arrows. 

Sec. 1434. Modifications to retail tax on heavy trucks. 

Sec. 1435. Skydiving flights exempt from tax on transportation of persons by air 

Sec. 1436. Allowance or credit of refund for tax-paid aviation fuel purchased by reg- 
istered producer of aviation fuel. 


Subtitle B—Tax-Exempt Bond Provisions 


Sec. 1441. Repeal of $100,000 limitation on unspent proceeds under 1-year excep- 
tion from rebate. 

Sec. 1442. Exception from rebate for earnings on bona fide debt service fund under 
construction bond rules. 

Sec. 1443. Repeal of debt service-based limitation on investment in certain nonpur- 

se investments 
Sec. 1444. Re al of expired provisions 
Sec. 1445. Effective date 


Subtitle C—Tax Court Procedures 


Sec. 1451. Overpayment determinations of Tax Court. 

Sec. 1452. Redetermination of interest pursuant to motion. 

Sec. 1453. Application of net worth requirement for awards of litigation costs. 
Sec. 1454. Proceedings for determination of employment status. 


Subtitle D—Other Provisions 


Sec. 1461. Extension of due date of first quarter estimated tax payment by private 
foundations. 
Sec. 1462. Clarification of authority to withhold Puerto Rico income taxes from sal- 
aries of Federal employees. 
ec. 1463. Certain notices disregarded under provision increasing interest rate on 
large corporate underpayments. 


TITLE XV—PENSIONS AND EMPLOYEE BENEFITS 


Subtitle A—Simplification 


Sec. 1501. Matching contributions of self-employed individuals not treated as elec- 
tive employer contributions. 


Wn 
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Sec. 1502. Modification of prohibition of assignment or al lienation 

Sec. 1503. Elimination of ps - rwork burdens on plans 

Sec. 1504. Modification of 403(b exclusion allowance to conform to 415 modifica 
tions 

Sec. 1505. Extension of moratorium on application of certain nondiscrimination 
rules to State and local gove rame nts 

Sec. 1506. Clarification of certain rules relating to employee stock ownership plans 
of S corporations 

Sec. 1507 Mo dification of 10-percent tax for nondeductible contributions 

Sec. 1508. Modification of funding requirements for certain plans 


sc. 1509. Clarification of disqualification rules relating to acceptance of rollover 






contribDuti ons 


Sec. 1510. New technologies in retirement plans 
Subtitle B—Other Provisions Relating to Pensions and Employee Benefits 


Increase in current liability funding limi 





nf 
Sec Special rules for church plans ; 
Sec Repeal of —_ yn of unrelated business income tax to ESOPs 
Sec Diversification of section 401(k) plan investments 
Sec Section 1 40 1(k) plans for certain irrigation and drainage entities 
Se Portability of permissive service credit under governmental pension 


] ians 


\ 
; 
ec. 1527. Removal of dollar limitation on benefit payments from a defined benefit 

















ore maintained for certain police and fire e pens. 
Sec. 1528. Survivor benefits for public safety officers killed in the line duty 
Sec. 1529. Trea it of certain disability benefits received by former e officers 
Sec. 15 of employees 
to Certain Health Acts 
Sec. 1531 to the Internal Revenue Code of 1986 to implement the 
nd Mothers’ Health Protection Act of 1996 and the Mental 
Act of 1996 
oe 1532 ating to church plans 
Subtitle D—Provisions Re Amendments 

SE 54 P Ss is rela g to pian ; am 

ITLE -HNICAL AMENDMENTS RELATED TO SMALL BUSINESS 

CTION ACT OF 1996 AND OTHER LEGISLATION 

Se l€ Coor n with ¢ 
mec lf 4 ats t2 Act yf IME 
Se 1602 ate ty and Acc tabilit 
Ser 1603 ated 
Sec 1604 $10ns 

TITLE TION OF LIMITED TAX BENEFITS SUBJECT TO 

LINE ITEM VETO 

Se 1701. Identification of limited tax benefits subject to line item vet 


TITLE I—CHILD TAX CREDIT 


SEC. 101. CHILD TAX CREDIT. 

(a) IN GENERAL.—Subpart A of part IV of subchapter A of 
chapter 1 (relating to nonrefundable personal credits) is amended 
by inserting after section 23 the following new section: 

“SEC. 24. CHILD TAX CREDIT. 

‘(a) ALLOWANCE OF CREDIT.—There shall be allowed as a credit 
against the tax imposed by this chapter for the taxable year with 
a ct to each qualifying child of the taxpayer an amount equal 
to ee ($400 i. the case of taxable years beginning in 1998). 

b) LIMITATION BASED ON ADJUSTED GROSS INCOME.— 
1) IN GENERAL.—The amount of the credit allowable under 
subsection (a) shall be reduced (but not below zero) by $50 
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for each $1,000 (or fraction thereof) by which the taxpayer’s 
modified adjusted gross income exceeds the threshold amount. 
For purposes of the preceding sentence, the term ‘modified 
adjusted gross income’ means adjusted gross income increased 
by any amount excluded from gross income under section 911, 
931, or 933. 

“(2) THRESHOLD AMOUNT.—For purposes of paragraph (1), 
the term ‘threshold amount’ means— 

“(A) $110,000 in the case of a joint return, 

“(B) $75,000 in the case of an individual who is not 
married, and 

“(C) $55,000 in the case of a married individual filing 
a separate return. 

For purposes of this paragraph, marital status shall be deter- 
mined under section 7703. 
“(c) QUALIFYING CHILD.—For purposes of this section— 

“(1) IN GENERAL.—The term ‘qualifying child’ means any 
individual if— 

“(A) the taxpayer is allowed a deduction under section 
151 with respect to such individual for the taxable year, 

“(B) such individual has not attained the age of 17 
as of the close of the calendar year in which the taxable 
year of the taxpayer begins, and 

“(C) such individual bears a relationship to the tax- 
payer described in section 32(c)(3)(B). 

“(2) EXCEPTION FOR CERTAIN NONCITIZENS.—The term 
‘qualifying child’ shall not include any individual who would 
not be a dependent if the first sentence of section 152(b)(3) 
were applied without regard to all that follows ‘resident of 
the United States’. 

“(d) ADDITIONAL CREDIT FOR FAMILIES WITH 3 OR MORE CHIL- 
DREN.— 

“(1) IN GENERAL.—In the case of a taxpayer with 3 or 
more qualifying children for any taxable year, the amount 
of the credit allowed under this section shall be equal to the 
greater of— 

“(A) the amount of the credit allowed under this section 
(without regard to this subsection and after application 
of the limitation under section 26), or 

“(B) the alternative credit amount determined under 
paragraph (2). 

“(2) ALTERNATIVE CREDIT AMOUNT.—For purposes of this 
subsection, the alternative credit amount is the amount of 
the credit which would be allowed under this section if the 
limitation under paragraph (3) were applied in lieu of the 
limitation under section 26. : 

“(3) LIMITATION.—The limitation under this paragraph for 
any taxable year is the limitation under section 26 (without 
regard to this subsection)— 

“(A) increased by the taxpayer’s social security taxes 
for such taxable year, and 

“(B) reduced by the sum of— 

“(i) the credits allowed under this part other than 
under subpart C or this section, and 

“(ii) the credit allowed under section 32 without 
regard to subsection (m) thereof. 
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“(4) UNUSED CREDIT TO BE REFUNDABLE.—If the amount 
of the credit under paragraph (1)(B) exceeds the amount of 
the credit under paragraph (1)(A), such excess shall be treated 
as a credit to which subpart C applies. The rule of section 
32(h) shall apply to such excess. 

“(5) SOCIAL SECURITY TAXES.—For purposes of paragraph 
(3)}— 

“(A) IN GENERAL.—The term ‘social security taxes’ 

means, with respect to any taxpayer for any taxable year— 

“(i) the amount of the taxes imposed by sections 

3101 and 3201(a) on amounts received by the taxpayer 

during the calendar year in which the taxable year 
begins, 

“(ii) 50 percent of the taxes imposed by section 
1401 on the self-employment income of the taxpayer 
for the taxable year, and 

“(iii) 50 percent of the taxes imposed by section 
3211(a\(1) on amounts received by the taxpayer during 
the calendar year in which the taxable year begins. 
“(B) COORDINATION WITH SPECIAL REFUND OF SOCIAL 

SECURITY TAXES.—The term ‘social security taxes’ shall not 

include any taxes to the extent the taxpayer is entitled 

to a special refund of such taxes under section 6413(c). 

“(C) SPECIAL RULE.—Any amounts paid pursuant to 
an agreement under section 3121(1) (relating to agreements 
entered into by American employers with respect to foreign 
affiliates) which are equivalent to the taxes referred to 
in subparagraph (A)(i) shall be treated as taxes referred 
to in such subparagraph. 

“(e) IDENTIFICATION REQUIREMENT.—No credit shall be allowed 


under this section to a taxpayer with respect to any qualifying 
child unless the taxpayer includes the name and taxpayer identifica- 
tion number of such qualifying child on the return of tax for the 
taxable year. 


“(f) TAXABLE YEAR Must BE FULL TAXABLE YEAR.—Except 


in the case of a taxable year closed by reason of the death of 
the taxpayer, no credit shall be allowable under this section in 
the case of a taxable year covering a period of less than 12 months.”. 


(b) SUPPLEMENTAL CREDIT.—Section 32 is amended by adding 


at the end the following new subsection: 


“(m) SUPPLEMENTAL CHILD CREDIT.— 

“(1) IN GENERAL.—In the case of a taxpayer with respect 
to whom a credit is allowed under section 24 for the taxable 
year, there shall be allowed as a credit under this section 
an amount equal to the supplemental child credit (if any) 
determined for such taxpayer for such taxable year under para- 
graph (2). Such credit shall be in addition to the credit allowed 
under subsection (a). 

“(2) SUPPLEMENTAL CHILD CREDIT.—For purposes of this 
subsection, the supplemental child credit is an amount equal 
to the excess (if any) of— 

“(A) the amount determined under section 24(d)(1)(A), 

over 
“(B) the amount determined under section 24(d)(1)(B). 
The amounts referred to in subparagraphs (A) and (B) shall 
be determined as if section 24(d) applied to all taxpayers. 
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“(3) COORDINATION WITH SECTION 24.—The amount of the 
credit under section 24 shall be reduced by the amount of 
the credit allowed under this subsection.”. 

(c) HiGH RISK POOLS PERMITTED TO COVER SPOUSES AND 
DEPENDENTS OF HIGH RISK INDIVIDUALS.—Paragraph (26) of section 
501(c) is amended by adding at the end the following flush sentence: 

“A spouse and any qualifying child (as defined in section 24(c)) 

of an individual described in subparagraph (B) (without regard 

to this sentence) shall be treated as described in subparagraph 

(B).”. 

(d) CONFORMING AMENDMENTS.— 

(1) Section 1324(b)\(2) of title 31, United States Code, is 
amended by inserting before the period at the end “, or enacted 
by the Taxpayer Relief Act of 1997”. 

(2) Paragraph (2) of section 6213(g) (relating to the defini- 
tion of mathematical or clerical errors) is amended by striking 
“and” at the end of subparagraph (G), by striking the period 
at the end of subparagraph (H) and inserting “, and”, and 
by ow after subparagraph (H) the following new subpara- 
graph: 

“(I) an omission of a correct TIN required under section 

24(e) (relating to child tax credit) to be included on a 

return.”. 

(3) The table of sections for subpart A of part IV of sub- 
chapter A of chapter 1 is amended by inserting after the item 
relating to section 23 the following new item: 


“Sec. 24. Child tax credit.”. 


(e) EFFECTIVE DATE.—The amendments made by this section 26 USC 24 note. 
shall apply to taxable years beginning after December 31, 1997. 


TITLE II—EDUCATION INCENTIVES 


Subtitle A—Tax Benefits Relating to 
Education Expenses 


SEC. 201. HOPE AND LIFETIME LEARNING CREDITS. 


(a) IN GENERAL.—Subpart A of part IV of subchapter A of 
chapter 1 (relating to nonrefundable personal credits) is amended 
by inserting after section 25 the following new section: 


“SEC. 25A. HOPE AND LIFETIME LEARNING CREDITS. 


“(a) ALLOWANCE OF CREDIT.—In the case of an individual, there 
shall be allowed as a credit against the tax imposed by this chapter 
for the taxable year the amount equal to the sum of— : 

“(1) the Hope Scholarship Credit, plus 

“(2) the Lifetime Learning Credit. 

“(b) HOPE SCHOLARSHIP CREDIT.— 

“(1) PER STUDENT CREDIT.—In the case of any eligible stu- 
dent for whom an election is in effect under this section for 
any taxable year, the Hope Scholarship Credit is an amount 
equal to the sum of— 

“(A) 100 percent of so much of the qualified tuition 
and related expenses paid by the taxpayer during the tax- 
able year (for education furnished to the eligible student 
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during any academic period beginning in such taxable year) 

as does not exceed $1,000, plus 

“(B) 50 percent of such expenses so paid as exceeds 
$1,000 but does not exceed the applicable limit. 

“(2) LIMITATIONS APPLICABLE TO HOPE SCHOLARSHIP 
CREDIT.— 

“(A) CREDIT ALLOWED ONLY FOR 2 TAXABLE YEARS.— 
An election to have this section apply with respect to any 
eligible student for purposes of the Hope Scholarship Credit 
under subsection (a1) may not be made for any taxable 
year if such an election (by the taxpayer or any other 
individual) is in effect with respect to such student for 
any 2 prior taxable years. 

“(B) CREDIT ALLOWED FOR YEAR ONLY IF INDIVIDUAL 
IS AT LEAST ¥% TIME STUDENT FOR PORTION OF YEAR.— 
The Hope Scholarship Credit under subsection (a)(1) shall 
not be allowed for a taxable year with respect to the quali- 
fied tuition and related expenses of an individual unless 
such individual is an eligible student for at least one aca- 
demic period which begins during such year. 

“(C) CREDIT ALLOWED ONLY FOR FIRST 2 YEARS OF POST- 
SECONDARY EDUCATION.—The Hope Scholarship Credit 
under subsection (a)(1) shall not be allowed for a taxable 
year with respect to the qualified tuition and related 
expenses of an eligible student if the student has completed 
(before the beginning of such taxable year) the first 2 
years of postsecondary education at an eligible educational 
institution. 

“(D) DENIAL OF CREDIT IF STUDENT CONVICTED OF A 
FELONY DRUG OFFENSE.—The Hope Scholarship Credit 
under subsection (a)(1) shall not be allowed for qualified 
tuition and related expenses for the enrollment or attend- 
ance of a student for any academic period if such student 
has been convicted of a Federal or State felony offense 
consisting of the possession or distribution of a controlled 
substance before the end of the taxable year with or within 
which such period ends. 

“(3) ELIGIBLE STUDENT.—For purposes of this subsection, 
the term ‘eligible student’ means, with respect to any academic 
period, a student who— 

“(A) meets the requirements of section 484(a)(1) of 
the Higher Education Act of 1965 (20 U.S.C. 1091(a)(1)), 
as in effect on the date of the enactment of this section, 
and 

“(B) is carrying at least ¥% the normal full-time work 
load for the course of study the student is pursuing. 

“(4) APPLICABLE LIMIT.—For purposes of paragraph (1)B), 
the applicable limit for any taxable year is an amount equal 
to 2 times the dollar amount in effect under paragraph (1)A) 
for such taxable year. 

“(c) LIFETIME LEARNING CREDIT.— 

“(1) PER TAXPAYER CREDIT.—The Lifetime Learning Credit 
for any taxpayer for any taxable year is an amount equal 
to 20 percent of so much of the qualified tuition and related 
expenses paid by the taxpayer during the taxable year (for 
education furnished during any academic period beginning in 
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such taxable year) as does not exceed $10,000 ($5,000 in the 
case of taxable years beginning before January 1, 2003). 

“(2) SPECIAL RULES FOR DETERMINING EXPENSES.— 

“(A) COORDINATION WITH HOPE SCHOLARSHIP.—The 
qualified tuition and related expenses with respect to an 
individual who is an eligible student for whom a Hope 
Scholarship Credit under subsection (a)(1) is allowed for 
the taxable year shall not be taken into account under 
this subsection. 

“(B) EXPENSES ELIGIBLE FOR LIFETIME LEARNING 
CREDIT.—For purposes of paragraph (1), qualified tuition 
and related expenses shal ates expenses described in 
subsection (f)(1) with respect to any course of instruction 
at an eligible educational institution to acquire or improve 
job skills of the individual. 

“(d) LIMITATION BASED ON MODIFIED ADJUSTED GROSS 
INCOME.— 

“(1) IN GENERAL.—The amount which would (but for this 
subsection) be taken into account under subsection (a) for the 
taxable year shall be reduced (but not below zero) by the 
amount determined under paragraph (2). 

“(2) AMOUNT OF REDUCTION.—The amount determined 
under this paragraph is the amount which bears the same 
ratio to the amount which would be so taken into account 
as— 

“(A) the excess of — 

“(i) the taxpayer’s modified adjusted gross income 
for such taxable year, over 

“(ii) $40,000 ($80,000 in the case of a joint return), 
bears to 

“(B) $10,000 ($20,000 in the case of a joint return). 
“(3) MODIFIED ADJUSTED GROSS INCOME.—The term ‘modi- 

fied adjusted gross income’ means the adjusted gross income 
of the taxpayer for the taxable year increased by any amount 
excluded from gross income under section 911, 931, or 933. 
“(e) ELECTION TO HAVE SECTION APPLY.— 

“(1) IN GENERAL.—No credit shall be allowed under sub- 
section (a) for a taxable year with respect to the qualified 
tuition and related expenses of an individual unless the tax- 
payer elects to have this section apply with respect to such 
individual for such year. 

“(2) COORDINATION WITH EXCLUSIONS.—An election under 
this subsection shall not take effect with respect to an individ- 
ual for any taxable year if any portion of any distribution 
during such taxable year from an education individual retire- 
ment account is excluded from gross income under section 
530(d)(2). 

“(f) DEFINITIONS.—For purposes of this section— 

“(1) QUALIFIED TUITION AND RELATED EXPENSES.— 

“(A) IN GENERAL.—The term ‘qualified tuition and 
related expenses’ means tuition and fees required for the 
enrollment or attendance of— 

“(i) the taxpayer, 

“(ii) the taxpayer’s spouse, or 

“(iii) any dependent of the taxpayer with respect 
to whom the taxpayer is allowed a deduction under 

section 151, 
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at an eligible educational institution for courses of instruc- 

tion of such individual at such institution. 

“(B) EXCEPTION FOR EDUCATION INVOLVING SPORTS, 
ETC.—Such term does not include expenses with respect 
to any course or other education involving sports, games, 
or hobbies, unless such course or other education is part 
of the individual’s degree program. 

“(C) EXCEPTION FOR NONACADEMIC FEES.—Such term 
does not include student activity fees, athletic fees, insur- 
ance expenses, or other expenses unrelated to an individ- 
ual’s academic course of instruction. 

“(2) ELIGIBLE EDUCATIONAL INSTITUTION.—The term 
‘eligible educational institution’ means an institution— 

“(A) which is described in section 481 of the Higher 
Education Act of 1965 (20 U.S.C. 1088), as in effect on 
the date of the enactment of this section, and 

“(B) which is eligible to participate in a program under 
title TV of such Act. 

“(g) SPECIAL RULES.— 

“(1) IDENTIFICATION REQUIREMENT.—No credit shall be 
allowed under subsection (a) to a taxpayer with respect to 
the qualified tuition and related expenses of an individual 
unless the taxpayer includes the name and taxpayer identifica- 
tion number of such individual on the return of tax for the 
taxable year. 

“(2) ADJUSTMENT FOR CERTAIN SCHOLARSHIPS, ETC.—The 
amount of qualified tuition and related expenses otherwise 
taken into account under subsection (a) with respect to an 
individual for an academic period shall be reduced (before the 
application of subsections (b), (c), and (d)) by the sum of any 
amounts paid for the benefit of such individual which are 
allocable to such period as— 

“(A) a qualified scholarship which is excludable from 
gross income under section 117, 

“(B) an educational assistance allowance under chapter 
30, 31, 32, 34, or 35 of title 38, United States Code, or 
under chapter 1606 of title 10, United States Code, and 

“(C) a payment (other than a gift, bequest, devise, 
or inheritance within the meaning of section 102(a)) for 
such individual’s educational expenses, or attributable to 
such individual’s enrollment at an eligible educational 
institution, which is excludable from gross income under 
any law of the United States. 

“(3) TREATMENT OF EXPENSES PAID BY DEPENDENT.—If a 
deduction under section 151 with respect to an individual is 
allowed to another taxpayer for a taxable year beginning in 
= calendar year in which such individual’s taxable year 
egins— 

“(A) no credit shall be allowed under subsection (a) 
to such individual for such individual’s taxable year, and 

“(B) qualified tuition and related expenses paid by 
such individual during such individual’s taxable year shall 
be treated for purposes of this section as paid by such 
other taxpayer. 

“(4) TREATMENT OF CERTAIN PREPAYMENTS.—If qualified 
tuition and related expenses are paid by the taxpayer during 
a taxable year for an academic period which begins during 
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the first 3 months following such taxable year, such academic 
period shall be treated for purposes of this section as beginning 
during such taxable year. 

“(5) DENIAL OF DOUBLE BENEFIT.—No credit shall be 
allowed under this section for any expense for which a deduction 
is allowed under any other provision of this chapter. 

“(6) NO CREDIT FOR MARRIED INDIVIDUALS FILING SEPARATE 
RETURNS.—If the taxpayer is a married individual (within the 
meaning of section 7703), this section shall apply only if the 
taxpayer and the taxpayer’s spouse file a joint return for the 
taxable year. 

“(7) NONRESIDENT ALIENS.—If the taxpayer is a nonresident 
alien individual for any portion of the taxable year, this section 
shall apply only if such individual is treated as a resident 
alien of the United States for purposes of this chapter by 
reason of an election under subsection (g) or (h) of section 
6013. 

“(h) INFLATION ADJUSTMENTS.— 

“(1) DOLLAR LIMITATION ON AMOUNT OF CREDIT.— 

“(A) IN GENERAL.—In the case of a taxable year begin- 
ning after 2001, each of the $1,000 amounts under sub- 
section (b)(1) shall be increased by an amount equal to— 

“(i) such dollar amount, multiplied by 

“(ii) the cost-of-living adjustment determined 
under section 1(f(3) for the calendar year in which 
the taxable year begins, determined by substituting 

‘calendar year 2000’ for ‘calendar year 1992’ in 

subparagraph (B) thereof. 

“(B) ROUNDING.—If any amount as adjusted under 
subparagraph (A) is not a multiple of $100, such amount 
shall be rounded to the next lowest multiple of $100. 

“(2) INCOME LIMITS.— 

“(A) IN GENERAL.—In the case of a taxable year begin- 
ning after 2001, the $40,000 and $80,000 amounts in sub- 
section (d)(2) shall each be increased by an amount equal 
to— 

“(i) such dollar amount, multiplied by 

“ii) the cost-of-living adjustment determined 
under section 1(f(3) for the calendar year in which 
the taxable year begins, determined by substituting 

‘calendar year 2000’ for ‘calendar year 1992’ in 

subparagraph (B) thereof. 

“(B) ROUNDING.—If any amount as adjusted under 
subparagraph (A) is not a multiple of $1,000, such amount 
shall be rounded to the next lowest multiple of $1,000. 

“(i) REGULATIONS.—The Secretary may prescribe such regula- 
tions as may be necessary or appropriate to carry out this section, 
including regulations providing for a recapture of the credit allowed 
under this section in cases where there is a refund in a subsequent 
taxable year of any amount which was taken into account in deter- 
mining the amount of such credit.”. 

(b) EXTENSION OF PROCEDURES APPLICABLE TO MATHEMATICAL 
OR CLERICAL ERRORS.—Paragraph (2) of section 6213(g) (relating 
to the definition of mathematical or clerical errors), as amended 
by section 101, is amended by striking “and” at the end of subpara- 
graph (H), by striking the period at the end of subparagraph (I) 











111 STAT. 804 PUBLIC LAW 105-34—AUG. 5, 1997 


and inserting “, and”, and by inserting after subparagraph (I) the 
following new subparagraph: 
“(J) an omission of a correct TIN required under section 
25A(gX1) (relating to higher education tuition and related 
expenses) to be included on a return.”. 
(c) RETURNS RELATING TO TUITION AND RELATED EXPENSES.— 

(1) IN GENERAL.—Subpart B of part III of subchapter A 
of chapter 61 (relating to information concerning transactions 
with other persons) is amended by inserting after section 6050R 
the following new section: 


“SEC. 6050S. RETURNS RELATING TO HIGHER EDUCATION TUITION 
AND RELATED EXPENSES. 


“(a) IN GENERAL.—Any person— 
“(1) which is an eligible educational institution which 
receives payments for qualified tuition and related expenses 
with respect to any individual for any calendar year, or 
“(2) which is engaged in a trade or business and which, 
in the course of such trade or business, makes payments during 
any calendar year to any individual which constitute reimburse- 
ments or refunds (or similar amounts) of qualified tuition and 
related expenses of such individual, 
shall make the return described in subsection (b) with respect 
to the individual at such time as the Secretary may by regulations 
prescribe. 

“(b) FORM AND MANNER OF RETURNS.—A return is described 
in this subsection if such return— 

“(1) is in such form as the Secretary may prescribe, 

“(2) contains— 

“(A) the name, address, and TIN of the individual 
with respect to whom payments described in subsection 

(a) were received from (or were paid to), 

“(B) the name, address, and TIN of any individual 

certified by the individual described in subparagraph (A) 

as the taxpayer who will claim the individual as a depend- 

ent for purposes of the deduction allowable under section 

151 for any taxable year ending with or within the calendar 

year, and 

“(C) the— 

“(i) aggregate amount of payments for qualified 
tuition and related expenses received with respect to 
the individual described in subparagraph (A) during 
the calendar year, and 

“(ii) aggregate amount of reimbursements or 
refunds (or similar amounts) paid to such individual 
during the calendar year, and 
“(D) such other information as the Secretary may pre- 

scribe. 

“(c) APPLICATION TO GOVERNMENTAL UNITS.—For purposes of 
this section— 

“(1) a governmental unit or any agency or instrumentality 
thereof shall be treated as a person, and 

“(2) any return required under subsection (a) by such 
governmental entity shall be made by the officer or employee 
appropriately designated for the purpose of making such return. 
“(d) STATEMENTS TO BE FURNISHED TO INDIVIDUALS WITH 

RESPECT TO WHOM INFORMATION IS REQUIRED.—Every person 
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required to make a return under subsection (a) shall furnish to 

each individual whose name is required to be set forth in such 

return under subparagraph (A) or (B) of subsection (b)(2) a written 
statement showing— 

“(1) the name, address, and phone number of the informa- 

tion contact of the person required to make such return, and 

“(2) the aggregate amounts described in subparagraph (C) 

of subséction (b)(2). 

The written statement required under the preceding sentence shall 
be furnished on or before January 31 of the year following the 
calendar year for which the return under subsection (a) was 
required to be made. 

“(e) DEFINITIONS.—For purposes of this section, the terms 
‘eligible educational institution’ and ‘qualified tuition and related 
expenses’ have the meanings given such terms by section 25A. 

“(f) RETURNS WHICH WOULD BE REQUIRED To BE MADE BY 
2 OR MORE PERSONS.—Except to the extent provided in regulations 
prescribed by the Secretary, in the case of any amount received 
by any person on behalf of another person, only the person first 
receiving such amount shall be required to make the return under 
subsection (a). 

“(g) REGULATIONS.—The Secretary shall prescribe such regula- 
tions as may be necessary to carry out the provisions of this section. 
No penalties shall be imposed under part II of subchapter B of 
chapter 68 with respect to any return or statement required under 
this section until such time as such regulations are issued.”. 

(2) ASSESSABLE PENALTIES.— 

(A) Subparagraph (B) of section 6724(d)(1) (relating 
to definitions) is amended by redesignating clauses (ix) 
through (xiv) as clauses (x) through (xv), respectively, and 
by inserting after clause (viii) the following new clause: 

“(ix) section 6050S (relating to returns relating 
to payments for qualified tuition and _ related 
expenses),”. 

(B) Paragraph (2) of section 6724(d) is amended by 
striking “or” at the end of the next to last subparagraph, 
by striking the period at the end of the last subparagraph 
and inserting “, or”, and by adding at the end the following 
new subparagraph: 

“(Z) section 6050S(d) (relating to returns relating to 
qualified tuition and related expenses).”. 

(3) CLERICAL AMENDMENT.—The table of sections for sub- 

a B of part III of subchapter A of chapter 61 is amended 

y inserting after the item relating to section 6050R the follow- 
ing new item: 
“Sec. 6050S. Returns relating to higher education tuition and related ex- 
penses. 


(d) COORDINATION WITH SECTION 135.—Subsection (d) of section 
135 is amended by redesignating paragraphs (2) and (3) as para- 
graphs (3) and (4), respectively, and by inserting after paragraph 
(1) the following new paragraph: 

“(2) COORDINATION WITH HIGHER EDUCATION CREDIT.—The 
amount of the qualified higher education expenses otherwise 
taken into account under subsection (a) with respect to the 
education of an individual shall be reduced (before the applica- 
tion of subsection (b)) by the amount of such expenses which 
are taken into account in determining the credit allowable 
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to the taxpayer or any other person under section 25A with 

respect to such expenses.”. 

(e) CLERICAL AMENDMENT.—The table of sections for subpart 
A of part IV of subchapter A of chapter 1 is amended by inserting 
after the item relating to section 25 the following new item: 


“Sec. 25A. Higher education tuition and related expenses.” 


(f) EFFECTIVE DATES.— 

(1) IN GENERAL.—The amendments made by this section 
shall apply to expenses paid after December 31, 1997 (in taxable 
years ending after such date), for education furnished in aca- 
demic periods beginning after such date. 

(2) LIFETIME LEARNING CREDIT.—Section 25A(a\2) of the 
Internal Revenue Code of 1986 shall apply to expenses paid 
after June 30, 1998 (in taxable years ending after such date), 
for education furnished in academic periods beginning after 
such dates. 


SEC. 202. DEDUCTION FOR INTEREST ON EDUCATION LOANS. 


(a) IN GENERAL.—Part VII of subchapter B of chapter 1 (relating 
to additional itemized deductions for individuals) is amended by 
redesignating section 221 as section 222 and by inserting after 
section 220 the following new section: 


“SEC. 221. INTEREST ON EDUCATION LOANS. 


“(a) ALLOWANCE OF DEDUCTION.—In the case of an individual, 
there shall be allowed as a deduction for the taxable year an 
amount equal to the interest paid by the taxpayer during the 
taxable year on any qualified education loan. 

“(b) MAXIMUM DEDUCTION.— 

“(1) IN GENERAL.—Except as provided in paragraph (2), 
the deduction allowed by subsection (a) for the taxable year 
shall not exceed the amount determined in accordance with 
the following table: 





“In the case of taxable years The dollar 

beginning in: amount is: 

a a a $1,000 

Ee cadaci nists dacahipisiaundiaaeoeion ieee sid $1,500 

ct -~ $2,000 

I I ae ee $2,500. 

“(2) LIMITATION BASED ON MODIFIED ADJUSTED GROSS 
INCOME.— 


“(A) IN GENERAL.—The amount which would (but for 
this paragraph) be allowable as a deduction under this 
section shall be reduced (but not below zero) by the amount 
determined under subparagraph (B). 

“(B) AMOUNT OF REDUCTION.—The amount determined 
under this subparagraph is the amount which bears the 
same ratio to the amount which would be so taken into 
account as— 

“(i) the excess of— 

“(I) the taxpayer’s modified adjusted gross 
income for such taxable year, over 

“(II) $40,000 ($60,000 in the case of a joint 
return), bears to 
“(ii) $15,000. 
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“(C) MODIFIED ADJUSTED GROSS INCOME.—The term 
‘modified adjusted gross income’ means adjusted gross 
income determined— 

“(i) without regard to this section and sections 

135, 137, 911, 931, and 933, and 

“(ii) after application of sections 86, 219, and 469. 

For purposes of sections 86, 135, 137, 219, and 469, 

adjusted gross income shall be determined without regard 

to the deduction allowed under this section. 

“(c) DEPENDENTS NOT ELIGIBLE FOR DEDUCTION.—No deduction 
shall be allowed by this section to an individual for the taxable 
year if a deduction under section 151 with respect to such individual 
is allowed to another taxpayer for the sani year beginning in 
the calendar year in which such individual’s taxable year begins. 

“(d) LIMIT ON PERIOD DEDUCTION ALLOWED.—A deduction shall 
be allowed under this section only with respect to interest paid 
on any qualified education loan during the first 60 months (whether 
or not consecutive) in which interest payments are required. For 

urposes of this paragraph, any loan and all refinancings of such 
oan shall be treated as 1 loan. 

“(e) DEFINITIONS.—For purposes of this section— 

“(1) QUALIFIED EDUCATION LOAN.—The term ‘qualified edu- 
cation loan’ means any indebtedness incurred to pay qualified 
higher education expenses— 

“(A) which are incurred on behalf of the taxpayer, 
the taxpayer’s spouse, or any dependent of the taxpayer 
as of the time the indebtedness was incurred, 

“(B) which are paid or incurred within a reasonable 
— of time before or after the indebtedness is incurred, 
an 

“(C) which are attributable to education furnished dur- 
ing a period during which the recipient was an eligible 
student. 

Such term includes indebtedness used to refinance indebtedness 

which qualifies as a qualified education loan. The term ‘quali- 

fied education loan’ shall not include any indebtedness owed 
to a person who is related (within the meaning of section 

267(b) or 707(b)(1)) to the taxpayer. 

“(2) QUALIFIED HIGHER EDUCATION EXPENSES.—The term 
‘qualified higher education expenses’ means the cost of attend- 
ance (as defined in section 472 of the Higher Education Act 
of 1965, 20 U.S.C. 10871], as in effect on the day before the 
date of the enactment of this Act) at an eligible educational 
institution, reduced by the sum of— 

“(A) the amount excluded from gross income under 
section 127, 135, or 530 by reason of such expenses, and 

“(B) the amount of any scholarship, allowance, or pay- 
ment described in section 25A(g)(2). 

For purposes of the preceding sentence, the term ‘eligible edu- 
cational institution’ has the same meaning given such term 
by section 25A(f)(2), except that such term shall also include 
an institution conducting an internship or residency program 
leading to a degree or certificate awarded by an institution 
of higher education, a hospital, or a health care facility which 
offers postgraduate training. 

“(3) ELIGIBLE STUDENT.—The term ‘eligible student’ has 
the meaning given such term by section 25A(b)(3). 
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“(4) DEPENDENT.—The term ‘dependent’ has the meaning 
given such term by section 152. 

“(f) SPECIAL RULES.— 

“(1) DENIAL OF DOUBLE BENEFIT.—No deduction shall be 
allowed under this section for any amount for which a deduction 
is allowable under any other provision of this chapter. 

“(2) MARRIED COUPLES MUST FILE JOINT RETURN.—If the 
taxpayer is married at the close of the taxable year, the deduc- 
tion shall be allowed under subsection (a) only if the taxpayer 
and the taxpayer’s spouse file a joint return for the taxable 
year. 

“(3) MARITAL STATUS.—Marital status shall be determined 
in accordance with section 7703. 

“(g) INFLATION ADJUSTMENTS.— 

“(1) IN GENERAL.—In the case of a taxable year beginning 
after 2002, the $40,000 and $60,000 amounts in subsection 
(b)(2) shall each be increased by an amount equal to— 

“(A) such dollar amount, multiplied by 

“(B) the cost-of-living adjustment determined under 
section 1(f)(3) for the calendar year in which the taxable 
year begins, determined by substituting ‘calendar year 

2001’ for ‘calendar year 1992’ in subparagraph (B) thereof. 

“(2) ROUNDING.—If any amount as adjusted under para- 
graph (1) is not a multiple of $5,000, such amount shall be 
rounded to the next lowest multiple of $5,000.”. 

(b) DEDUCTION ALLOWED WHETHER OR NOT TAXPAYER ITEMIZES 
OTHER DEDUCTIONS.—Subsection (a) of section 62 is amended by 
inserting after paragraph (16) the following new paragraph: 

“(17) INTEREST ON EDUCATION LOANS.—The deduction 
allowed by section 221.”. 

(c) REPORTING REQUIREMENT.— 

(1) IN GENERAL.—Section 6050S(a)(2) (relating to returns 
relating to higher education tuition and related expenses) is 
amended to read as follows: 

“(2) which is engaged in a trade or business and which, 
in the course of such trade or business— 

“(A) makes payments during any calendar year to any 
individual which constitutes reimbursements or refunds 
(or similar amounts) of qualified tuition and related 
expenses of such individual, or 

“(B) except as provided in regulations, receives from 
any individual interest aggregating $600 or more for any 
calendar year on 1 or more qualified education loans,”. 
(2) INFORMATION.—Section 6050S(b)(2) is amended— 

(A) by inserting “or interest” after “payments” in 
subparagraph (A), and 

(B) in subparagraph (C), by striking “and” at the end 
of clause (i), by inserting “and” at the end of clause (ii), 
and by inserting after clause (ii) the following: 

“(ili) aggregate amount of interest received for the 
calendar year from such individual,”. 

(3) DEFINITION.—Section 6050S(e) is amended by inserting 
, and except as provided in regulations, the term ‘qualified 
education loan’ has the meaning given such term by section 
221(e)(1)” after “section 25A”. 


“ 
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(d) CLERICAL AMENDMENT.—The table of sections for part VII 
of subchapter B of chapter 1 is amended by striking the last 
item and inserting the following new items: 


“Sec. 221. Interest on education loans 
“Sec. 222. Cross reference.”. 


(e) EFFECTIVE DATE.—The amendments made by this section 26 USC 62 note. 
shall apply to any qualified education loan (as defined in section 
221(eX(1) of the Internal Revenue Code of 1986, as added by this 
section) incurred on, before, or after the date of the enactment 
of this Act, but only with respect to— 
(1) any loan interest payment due and paid after December 
31, 1997, and 
(2) the portion of the 60-month period referred to in section 
221(d) of the Internal Revenue Code of 1986 (as added by 
this section) after December 31, 1997. 


SEC. 203. PENALTY-FREE WITHDRAWALS FROM INDIVIDUAL RETIRE- 
MENT PLANS FOR HIGHER EDUCATION EXPENSES. 


(a) IN GENERAL.—Paragraph (2) of section 72(t) (relating to 
exceptions to 10-percent additional tax on early distributions from 
qualified retirement plans) is amended by adding at the end the 
following new subparagraph: 

“(E) DISTRIBUTIONS FROM INDIVIDUAL RETIREMENT 
PLANS FOR HIGHER EDUCATION EXPENSES.—Distributions to 
an individual from an individual retirement plan to the 
extent such distributions do not exceed the qualified higher 
education expenses (as defined in paragraph (7)) of the 
taxpayer for the taxable year. Distributions shall not be 
taken into account under the preceding sentence if such 
distributions are described in subparagraph (A), (C), or 
(D) or to the extent paragraph (1) does not apply to such 
distributions by reason of subparagraph (B).”. 

(b) DEFINITION.—Section 72(t) is amended by adding at the 
end the following new paragraph: 

“(7) QUALIFIED HIGHER EDUCATION EXPENSES.—For pur- 

poses of paragraph (2)(E)— 

“(A) IN GENERAL.—The term ‘qualified higher education 
expenses’ means qualified higher education expenses (as 
defined in section 529(e)(3)) for education furnished to— 

“(i) the taxpayer, 
“(ii) the taxpayer’s spouse, or 
“(iii) any child (as defined in section 151(c)(3)) 
or grandchild of the taxpayer or the taxpayer’s spouse, 
at an eligible educational institution (as defined, in section 
529(e\(5)). 

“(B) COORDINATION WITH OTHER BENEFITS.—The 
amount of qualified higher education expenses for any tax- 
able year shall be reduced as provided in section 25A(g)(2).”. 

(c) EFFECTIVE DATE.—The amendments made by this section 26 USC 72 note. 
shall apply to distributions after December 31, 1997, with respect 
to expenses paid after such date (in taxable years ending after 
such date), for education furnished in academic periods beginning 
after such date. 
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Subtitle B—Expanded Education 
Investment Savings Opportunities 


PART I—QUALIFIED TUITION PROGRAMS 


SEC. 211. MODIFICATIONS OF QUALIFIED STATE TUITION PROGRAMS. 


(a) QUALIFIED HIGHER EDUCATION EXPENSES TO INCLUDE ROOM 


AND BOARD.—Paragraph (3) of section 529(e) (defining qualified 
higher education expenses) is amended to read as follows: 


“(3) QUALIFIED HIGHER EDUCATION EXPENSES.— 

“(A) IN GENERAL.—The term ‘qualified higher education 
expenses’ means tuition, fees, books, supplies, and equip- 
ment required for the enrollment or attendance of a des- 
ignated beneficiary at an eligible educational institution. 

“(B) ROOM AND BOARD INCLUDED FOR STUDENTS UNDER 
GUARANTEED PLANS WHO ARE AT LEAST HALF-TIME.— 

“(i) IN GENERAL.—In the case of an individual who 
is an eligible student (as defined in section 25A(b)(3)) 
for any academic period, such term shall also include 
reasonable costs for such period (as determined under 
the qualified State tuition program) incurred by the 
designated beneficiary for room and board while 
attending such institution. For purposes of subsection 
(b\(7), a designated beneficiary shall be treated as 
meeting the requirements of this clause. 

“(ii) LIMITATION.—The amount treated as qualified 
higher education expenses by reason of the preceding 
sentence shall not exceed the minimum amount 
(applicable to the student) included for room and board 
for such period in the cost of attendance (as defined 
in section 472 of the Higher Education Act of 1965, 
20 U.S.C. 1087ll, as in effect on the date of the enact- 
ment of this paragraph) for the eligible educational 
institution for such period.”. 

(b) ADDITIONAL MODIFICATIONS.— 

(1) MEMBER OF FAMILY.—Paragraph (2) of section 529(e) 
(relating to other definitions and special rules) is amended 
to read as follows: 

“(2) MEMBER OF FAMILY.—The term ‘member of the family’ 
means— 

“(A) an individual who bears a relationship to another 
individual which is a relationship described in paragraphs 
(1) through (8) of section 152(a), and 

“(B) the spouse of any individual described in subpara- 
graph (A).”. 

(2) ELIGIBLE EDUCATIONAL INSTITUTION.—Section 529(e) is 
amended by adding at the end the following: 

“(5) ELIGIBLE EDUCATIONAL INSTITUTION.—The term 
‘eligible educational institution’ means an institution— 

“(A) which is described in section 481 of the Higher 
Education Act of 1965 (20 U.S.C. 1088), as in effect on 
the date of the enactment of this paragraph, and 

“(B) which is eligible to participate in a program under 
title IV of such Act.”. 

(3) ESTATE AND GIFT TAX TREATMENT.— 

(A) GIFT TAX TREATMENT.— 








PUBLIC LAW 105-34—AUG. 5, 1997 111 STAT. 811 


(i) Paragraph (2) of section 529(c) is amended to 
read as follows: 
“(2) GIFT TAX TREATMENT OF CONTRIBUTIONS.—For purposes 
of chapters 12 and 13— 

“(A) IN GENERAL.—Any contribution to a qualified tui- 

tion program on behalf of any designated beneficiary— 
“(i) shall be treated as a completed gift to such 
beneficiary which is not a future interest in property, 

and 
“(ii) shall not be treated as a qualified transfer 

under section 2503(e). 

“(B) TREATMENT OF EXCESS CONTRIBUTIONS.—If the 
aggregate amount of contributions described in subpara- 
graph (A) during the calendar year by a donor exceeds 
the limitation for such year under section 2503(b), such 
aggregate amount shall, at the election of the donor, be 
taken into account for purposes of such section ratably 
over the 5-year period beginning with such calendar year.”. 

(ii) Paragraph (5) of section 529(c) is amended 
to read as follows: 
“(5) OTHER GIFT TAX RULES.—For purposes of chapters 12 
and 13— 

“(A) TREATMENT OF DISTRIBUTIONS.—Except as pro- 
vided in subparagraph (B), in no event shall a distribution 
-— a qualified tuition program be treated as a taxable 


“(B) TREATMENT OF DESIGNATION OF NEW BENE- 
FICIARY.—The taxes imposed by chapters 12 and 13 shall 
apply to a transfer by reason of a change in the designated 
beneficiary under the program (or a rollover to the account 
of a new beneficiary) only if the new beneficiary is a genera- 
tion below the generation of the old beneficiary (determined 
in accordance with section 2651).”. 

(B) ESTATE TAX TREATMENT.—Paragraph (4) of section 
529(c) is amended to read as follows: 

“(4) ESTATE TAX TREATMENT.— 

“(A) IN GENERAL.—No amount shall be includible in 
the gross estate of any individual for purposes of chapter 
11 by reason of an interest in a qualified tuition program. 

“(B) AMOUNTS INCLUDIBLE IN ESTATE OF DESIGNATED 
BENEFICIARY IN CERTAIN CASES.—Subparagraph (A) shall 
not apply to amounts distributed on account of the death 
of a beneficiary. 

“(C) AMOUNTS INCLUDIBLE IN ESTATE OF DONOR MAKING 
EXCESS CONTRIBUTIONS.—In the case of a donor who makes 
the election described in paragraph (2)(B) and who dies 
before the close of the 5-year period referred.to in such 
paragraph, notwithstanding oeinmenasials (A), the gross 
estate of the donor shall include the portion of such con- 
tributions properly allocable to periods after the date of 
death of the donor.”. 

(4) PROHIBITION AGAINST INVESTMENT DIRECTION.—Section 
529(b)(5) is amended by inserting “directly or indirectly” after 
“may not”. 

(c) COORDINATION WITH EDUCATION SAVINGS BOND.—Section 
135(c\(2) (defining qualified higher education expenses) is amended 
by adding at the te the following: 
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“(C) CONTRIBUTIONS TO QUALIFIED STATE TUITION PRO- 
GRAM.—Such term shall include any contribution to a quali- 
fied State tuition program (as defined in section 529) on 
behalf of a designated beneficiary (as defined in such sec- 
tion) who is an individual described in subparagraph (A); 
but there shall be no increase in the investment in the 
contract for purposes of applying section 529(c)(3)(A) by 
reason of any portion of such contribution which is not 
includible in gross income by reason of this subparagraph.”. 

(d) CLARIFICATION OF TAXATION OF DISTRIBUTIONS.—Subpara- 


graph (A) of section 529(c)(3) is amended by striking “section 72” 
and inserting “section 72(b)”. 


(e) TECHNICAL AMENDMENTS.— 
(1)(A) The heading for part VIII of subchapter F of chapter 
1 is amended to read as follows: 


“PART VIII—HIGHER EDUCATION SAVINGS 
ENTITIES”. 


(B) The table of —_ for subchapter F of chapter 1 is 
amended by striking the item relating to part VIII and insert- 
ing: 

“Part VIII. Higher education savings entities.” 


(2)(A) Section 529(d) is amended to read as follows: 
“(d) REPORTS.—Each officer or employee having control of the 


qualified State tuition program or their designee shall make such 
reports regarding such program to the Secretary and to designated 
beneficiaries with respect to contributions, distributions, and such 
other matters as the Secretary may require. The reports required 
by this subsection shall be filed at such time and in such manner 
and furnished to such individuals at such time and in such manner 
as may be required by the Secretary.”. 


26 USC 529 note 


(B) Paragraph (2) of section 6693(a) (relating to failure 
to provide reports on individual retirement accounts or annu- 
ities) is amended by striking “and” at the end of subparagraph 
(A), by striking the period at the end of subparagraph (B) 
and inserting “, and”, and by adding at the end the following 
new subparagraph: 

“(C) Section 529(d) (relating to qualified State tuition 
programs).” 

(C) The section heading for section 6693 is amended by 
striking “INDIVIDUAL RETIREMENT” and inserting “CERTAIN TAX- 
FAVORED”. 

(D) The item relating to section 6693 in the table of sections 
for part I of subchapter B of chapter 68 is amended by striking 
“individual retirement” and inserting “certain tax-favored”. 

(f) EFFECTIVE DATES.— 

(1) IN GENERAL.—Except as otherwise provided in this sub- 
section, the amendments made by this section shall take effect 
on January 1, 1998. 

(2) EXPENSES TO INCLUDE ROOM AND BOARD.—The amend- 
ment made by subsection (a) shall take effect as if included 
in the amendments made by section 1806 of the Small Business 
Job Protection Act of 1996. 

(3) ELIGIBLE EDUCATIONAL INSTITUTION.—The amendment 
made by subsection (b)(2) shall apply to distributions after 
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December 31, 1997, with respect to expenses paid after such 
date (in taxable years ending after such date), for education 
furnished in academic periods beginning after such date. 

(4) COORDINATION WITH EDUCATION SAVINGS BONDS.—The 
amendment made by subsection (c) shall apply to taxable years 
beginning after December 31, 1997. 

(5) ESTATE AND GIFT TAX CHANGES.— 

(A) GIFT TAX CHANGES.—Paragraphs (2) and (5) of sec- 
tion 529(c) of the Internal Revenue Code of 1986, as amend- 
ed by this section, shall apply to transfers (including des- 
ignations of new beneficiaries) made after the date of the 
enactment of this Act. 

(B) ESTATE TAX CHANGES.—Paragraph (4) of such sec- 
tion 529(c) shall apply to estates of decedents dying after 
June 8, 1997. 

(6) TRANSITION RULE FOR PRE-AUGUST 20, 1996 CONTRACTS.— 
In the case of any contract issued prior to August 20, 1996, 
section 529(c)(3)(C) of the Internal Revenue Code of 1986 shall 
be applied for taxable years ending after August 20, 1996, 
without regard to the requirement that a distribution be trans- 
ferred to a member of the family or the requirement that 
a change in beneficiaries may be made only to a member 
of the family. 


PART II—EDUCATION INDIVIDUAL 
RETIREMENT ACCOUNTS 


SEC. 213. EDUCATION INDIVIDUAL RETIREMENT ACCOUNTS. 


(a) IN GENERAL.—Part VIII of subchapter F of chapter 1 (relat- 
ing to qualified State tuition programs) is amended by adding 
at the end the following new section: 


“SEC. 530. EDUCATION INDIVIDUAL RETIREMENT ACCOUNTS. 


“(a) GENERAL RULE.—An education individual retirement 
account shall be exempt from taxation under this subtitle. Notwith- 
standing the preceding sentence, the education individual retire- 
ment account shall be subject to the taxes imposed by section 
511 (relating to imposition of tax on unrelated business income 
of charitable organizations). 

“(b) DEFINITIONS AND SPECIAL RULES.—For purposes of this 
section— 

“(1) EDUCATION INDIVIDUAL RETIREMENT ACCOUNT.—The 
term ‘education individual retirement account’ means a trust 
created or organized in the United States exclusively for the 
purpose of paying the qualified higher education expenses of 
the designated beneficiary of the trust (and designated as an 
education individual retirement account at the time created 
or organized), but only if the written governing instrument 
creating the trust meets the following requirements: 

“(A) No contribution will be accepted— 

“(i) unless it is in cash, 

“ii) after the date on which such beneficiary 
attains age 18, or 

“(iii) except in the case of rollover contributions, 
if such contribution would result in aggregate contribu- 
tions for the taxable year exceeding $500. 
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“(B) The trustee is a bank (as defined in section 408(n)) 
or another person who demonstrates to the satisfaction 
of the Secretary that the manner in which that person 
will administer the trust will be consistent with the require- 
ments of this section or who has so demonstrated with 
respect to any individual retirement plan. 

“(C) No part of the trust assets will be invested in 
life insurance contracts. 

“(D) The assets of the trust shall not be commingled 
with other property except in a common trust fund or 
common investment fund. 

“(E) Upon the death of the designated beneficiary, any 
balance to the credit of the beneficiary shall be distributed 
within 30 days after the date of death to the estate of 
such beneficiary. 

“(2) QUALIFIED HIGHER EDUCATION EXPENSES.— 

“(A) IN GENERAL.—The term ‘qualified higher education 
expenses’ has the meaning given such term by section 
529(eX3), reduced as provided in section 25A(g)(2). 

“(B) QUALIFIED STATE TUITION PROGRAMS.—Such term 
shall include amounts paid or incurred to purchase tuition 
credits or certificates, or to make contributions to an 
account, under a qualified State tuition program (as defined 
in section 529(b)) for the benefit of the beneficiary of the 
account. 

“(3) ELIGIBLE EDUCATIONAL INSTITUTION.—The term 
‘eligible educational institution’ has the meaning given such 
term by section 529(e)(5). 

“(c) REDUCTION IN PERMITTED CONTRIBUTIONS BASED ON 


ADJUSTED GROSS INCOME.— 


“(1) IN GENERAL.—The maximum amount which a contribu- 
tor could otherwise make to an account under this section 
shall be reduced by an amount which bears the same ratio 
to such maximum amount as— 

“(A) the excess of— 

“(i) the contributor’s modified adjusted gross 
income for such taxable year, over 

“(ii) $95,000 ($150,000 in the case of a joint return), 
bears to 

“(B) $15,000 ($10,000 in the case of a joint return). 
“(2) MODIFIED ADJUSTED GROSS INCOME.—For purposes of 

paragraph (1), the term ‘modified adjusted gross income’ means 
the adjusted gross income of the taxpayer for the taxable year 
increased by any amount excluded from gross income under 
section 911, 931, or 933. 

“(d) TAX TREATMENT OF DISTRIBUTIONS.— 

“(1) IN GENERAL.—Any distribution shall be includible in 
the gross income of the distributee in the manner as provided 
in section 72(b). 

“(2) DISTRIBUTIONS FOR QUALIFIED HIGHER EDUCATION 
EXPENSES.— 

“(A) IN GENERAL.—No amount shall be includible in 
gross income under paragraph (1) if the qualified higher 
education expenses of the designated beneficiary during 
the taxable year are not less than the aggregate distribu- 
tions during the taxable year. 
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“(B) DISTRIBUTIONS IN EXCESS OF EXPENSES.—If such 
aggregate distributions exceed such expenses during the 
taxable year, the amount otherwise includible in gross 
income under paragraph (1) shall be reduced by the amount 
which bears the same ratio to the amount which would 
be includible in gross income under paragraph (1) (without 
regard to this subparagraph) as the qualified higher edu- 
cation expenses bear to such aggregate distributions. 

“(C) ELECTION TO WAIVE EXCLUSION.—A taxpayer may 
elect to waive the application of this paragraph for any 
taxable year. 

“(3) SPECIAL RULES FOR APPLYING ESTATE AND GIFT TAXES 
WITH RESPECT TO ACCOUNT.—Rules similar to the rules of para- 
graphs (2), (4), and (5) of section 529(c) shall apply for purposes 
of this section. 

“(4) ADDITIONAL TAX FOR DISTRIBUTIONS NOT USED FOR 
EDUCATIONAL EXPENSES.— 

“(A) IN GENERAL.—The tax imposed by this chapter 
for any taxable year on any taxpayer who receives a pay- 
ment or distribution from an education individual retire- 
ment account which is includible in gross income shall 
be increased by 10 percent of the amount which is so 
includible. 

“(B) EXCEPTIONS.—Subparagraph (A) shall not apply 
if the payment or distribution is— 

“(i) made to a beneficiary (or to the estate of the 
designated beneficiary) on or after the death of the 
designated beneficiary, 

“(ii) attributable to the designated beneficiary’s 
being disabled (within the meaning of section 72(m)(7)), 
or 

“(iii) made on account of a scholarship, allowance, 
or payment described in section 25A(g)(2) received by 
the account holder to the extent the amount of the 
payment or distribution does not exceed the amount 
of the scholarship, allowance, or payment. 

“(C) EXCESS CONTRIBUTIONS RETURNED BEFORE DUE 
DATE OF RETURN.—Subparagraph (A) shall not apply to 
the distribution of any contribution made during a taxable 
year on behalf of a designated beneficiary to the extent 
that such contribution exceeds $500 if— 

“(i) such distribution is received on or before the 
day prescribed by law (including extensions of time) 
for filing such contributor’s return for such taxable 
year, and 

“(ii) such distribution is accompanied by the 
amount of net income attributable to such excess con- 
tribution. 

Any net income described in clause (ii) shall be included 

in gross income for the taxable year in which such excess 

contribution was made. 

“(5) ROLLOVER CONTRIBUTIONS.—Paragraph (1) shall not 
apply to any amount paid or distributed from an education 
individual retirement account to the extent that the amount 
received is paid into another education individual retirement 
account for the benefit of the same beneficiary or a member 
of the family (within the meaning of section 529(e)(2)) of such 
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beneficiary not later than the 60th day after the date of such 

payment or distribution. The preceding sentence shall not apply 

to any payment or distribution if it applied to any prior payment 
or distribution during the 12-month period ending on the date 
of the payment or distribution. 

“(6) CHANGE. IN BENEFICIARY.—Any change in the bene- 
ficiary of an education individual retirement account shall not 
be treated as a distribution for purposes of paragraph (1) if 
the new beneficiary is a member of the family (as so defined) 
of the old beneficiary. 

“(7) SPECIAL RULES FOR DEATH AND DIVORCE.—Rules similar 
to the rules of paragraphs (7) and (8) of section 220(f) shall 
apply. 
le) TAX TREATMENT OF ACCOUNTS.—Rules similar to the rules 

of paragraphs (2) and (4) of section 408(e) shall apply to any 
education individual retirement account. 

“(f) COMMUNITY PROPERTY LAWS.—This section shall be applied 
without regard to any community property laws. 

“(g) CUSTODIAL ACCOUNTS.—For purposes of this section, a 
custodial account shall be treated as a trust if the assets of such 
account are held by a bank (as defined in section 408(n)) or another 
person who demonstrates, to the satisfaction of the Secretary, that 
the manner in which he will administer the account will be consist- 
ent with the requirements of this section, and if the custodial 
account would, except for the fact that it is not a trust, constitute 
an account described in subsection (b)(1). For purposes of this 
title, in the case of a custodial account treated as a trust by 
reason of the preceding sentence, the custodian of such account 
shall be treated as the trustee thereof. 

“(h) REPORTS.—The trustee of an education individual retire- 
ment account shall make such reports regarding such account to 
the Secretary and to the beneficiary of the account with respect 
to contributions, distributions, and such other matters as the Sec- 
retary may require. The reports required by this subsection shall 
be filed at such time and in such manner and furnished to such 
individuals at such time and in such manner as may be required.”. 

(b) TAX ON PROHIBITED TRANSACTIONS.— 

(1) IN GENERAL.—Paragraph (1) of section 4975(e) (relating 
to prohibited transactions) is amended by striking “or” at the 
end of subparagraph (D), by redesignating subparagraph (E) 
as subparagraph (P, and by inserting after subparagraph (D) 
the following new subparagraph: 

“(E) an education individual retirement account 
described in section 530, or”. 

(2) SPECIAL RULE.—Subsection (c) of section 4975 is amend- 
ed by adding at the end of subsection (c) the following new 
paragraph: 

“(5) SPECIAL RULE FOR EDUCATION INDIVIDUAL RETIREMENT 
ACCOUNTS.—An individual for whose benefit an education 
individual retirement account is established and any contribu- 
tor to such account shall be exempt from the tax imposed 
by this section with respect to any transaction concerning such 
account (which would otherwise be taxable under this section) 
if section 530(d) applies with respect to such transaction.”. 
(c) FAILURE TO PROVIDE REPORTS ON EDUCATION INDIVIDUAL 

RETIREMENT ACCOUNTS.—Paragraph (2) of section 6693(a) (relating 
to failure to provide reports on individual retirement accounts or 





PUBLIC LAW 105-34—AUG. 5, 1997 111 STAT. 817 


annuities) is amended by striking “and” at the end of subparagraph 
(B), by striking the period at the end of subparagraph (C) and 
inserting “, and”, and by adding at the end the following new 
subparagraph: 

“(D) Section 530(h) (relating to education individual 
retirement accounts).”. 

(d) TAX ON EXCESS CONTRIBUTIONS.— 

(1) IN GENERAL.—Subsection (a) of section 4973 is amended 
by striking “or” at the end of paragraph (2), by adding “or” 
at the end of paragraph (3), and by inserting after paragraph 
(3) the following new paragraph: 

“(4) an education individual retirement account (as defined 
in section 530),”. 

(2) EXCESS CONTRIBUTIONS DEFINED.—Section 4973 is 
amended by adding at the end the following new subsection: 
“(e) EXCESS CONTRIBUTIONS TO EDUCATION INDIVIDUAL RETIRE- 

MENT ACCOUNTS.—For purposes of this section— 

“(1) IN GENERAL.—In the case of education individual retire- 
ment accounts maintained for the benefit of any 1 beneficiary, 
the term ‘excess contributions’ means— 

“(A) the amount by which the amount contributed for 
the taxable year to such accounts exceeds $500, and 

“(B) any amount contributed to such accounts for any 
taxable year if any amount is contributed during such 
year to a qualified State tuition program for the benefit 
of such beneficiary. 

“(2) SPECIAL RULES.—For purposes of paragraph (1), the 
following contributions shall not be taken into account: 

“(A) Any contribution which is distributed out of the 
education individual retirement account in a distribution 
to which section 530(d)(4)(C) applies. 

“(B) Any contribution described in section 530(b)(2)(B) 
to a qualified State tuition program. 

“(C) Any rollover contribution.”. 

(e) TECHNICAL AMENDMENTS.— 

(1) Section 26(b)(2) is amended by redesignating subpara- 
graphs (E) through (P) as subparagraphs (F) through (Q), 
respectively, and by inserting after subparagraph (D) the follow- 
ing new subparagraph: 

“(E) section 530(d)(3) (relating to additional tax on 
certain distributions from education individual retirement 
accounts),”. 

(2) Subparagraph (C) of section 135(c)(2), as added by the 
preceding section, is amended by inserting “, or to an education 
individual retirement account (as defined in section 530) on 
behalf of an account beneficiary,” after “(as defined in such 
section)”. 

(3) The table of sections for part VIII of subchapter F 
of chapter 1 is amended by adding at the end the following 
new item: 


“Sec. 530. Education individual retirement accounts.”. 


(f) EFFECTIVE DATE.—The amendments made by this section 26 USC 26 note. 
shall apply to taxable years beginning after December 31, 1997. 
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26 USC 127 note 


26 USC 148 note 


Subtitle C—Other Education Initiatives 


SEC. 221. EXTENSION OF EXCLUSION FOR EMPLOYER-PROVIDED EDU- 
CATIONAL ASSISTANCE. 


(a) IN GENERAL.—Subsection (d) of section 127 (relating to 
educational assistance programs) is amended to read as follows: 

“(d) TERMINATION.—This section shall not apply to expenses 
paid with respect to courses beginning after May 31, 2000.”. 

(b) EFFECTIVE DATE.—The amendment made by subsection (a) 
shall apply to taxable years beginning after December 31, 1996. 


SEC. 222. REPEAL OF LIMITATION ON QUALIFIED 501(c)(3) BONDS 
OTHER THAN HOSPITAL BONDS. 


Section 145(b) (relating to qualified 501(c)(3) bond) is amended 
by adding at the end the following new paragraph: 

“(5) TERMINATION OF LIMITATION.—This subsection shall 
not apply with respect to bonds issued after the date of the 
enactment of this paragraph as part of an issue 95 percent 
or more of the net proceeds of which are to be used to finance 
capital expenditures incurred after such date.”. 


SEC. 223. INCREASE IN ARBITRAGE REBATE EXCEPTION FOR GOVERN- 
MENTAL BONDS USED TO FINANCE EDUCATION FACILI- 
TIES. 


(a) IN GENERAL.—Section 148(f)(4\D) (relating to exception for 
governmental units issuing $5,000,000 or less of bonds) is amended 
by adding at the end the following new clause: 

“(vii) INCREASE IN EXCEPTION FOR BONDS FINANC- 
ING PUBLIC SCHOOL CAPITAL EXPENDITURES.—Each of 
the $5,000,000 amounts in the preceding provisions 
of this subparagraph shall be increased by the lesser 
of $5,000,000 or so much of the aggregate face amount 
of the bonds as are attributable to financing the 
construction (within the meaning of subparagraph 
(C)iv)) of public school facilities.”. 

(b) EFFECTIVE DATE.—The amendments made by this section 
shall apply to bonds issued after December 31, 1997. 


SEC. 224. CONTRIBUTIONS OF COMPUTER TECHNOLOGY AND EQUIP- 
MENT FOR ELEMENTARY OR SECONDARY SCHOOL PUR- 
POSES. 


(a) CONTRIBUTIONS OF COMPUTER TECHNOLOGY AND EQUIPMENT 
FOR ELEMENTARY OR SECONDARY SCHOOL PURPOSES.—Subsection 
(e) of section 170 is amended by adding at the end the following 
new paragraph: 

“(6) SPECIAL RULE FOR CONTRIBUTIONS OF COMPUTER TECH- 
NOLOGY AND EQUIPMENT FOR ELEMENTARY OR SECONDARY 
SCHOOL PURPOSES.— 

“(A) LIMIT ON REDUCTION.—In the case of a qualified 
elementary or secondary educational contribution, the 
reduction under paragraph (1)(A) shall be no greater than 
the amount determined under paragraph (3)(B). 

“(B) QUALIFIED ELEMENTARY OR SECONDARY EDU- 
CATIONAL CONTRIBUTION.—For purposes of this paragraph, 
the term ‘qualified elementary or secondary educational 
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contribution’ means a charitable contribution by a corpora- 
tion of any computer technology or equipment, but only 
if— 

“(i) the contribution is to— 

“(I) an educational organization described in 
subsection (b)(1)(A)(ii), or 

“(II) an entity described in section 501(c)(3) 
and exempt from tax under section 501(a) (other 
than an entity described in subclause (I)) that 
is organized primarily for purposes of supporting 
elementary and secondary education, 

“(ii) the contribution is made not later than 2 
years after the date the taxpayer acquired the property 
(or in the case of property constructed by the taxpayer, 
the date the construction of the property is substan- 
tially completed), 

“iii) the original use of the property is by the 
donor or the donee, 

“(iv) substantially all of the use of the property 
by the donee is for use within the United States for 
educational purposes in any of the grades K-12 that 
are related to the purpose or function of the organiza- 
tion or entity, 

“(v) the property is not transferred by the donee 
in exchange for money, other property, or services, 
except for shipping, installation and transfer costs, 

“(vi) the property will fit productively into the 
entity's education plan, and 

“(vii) the entity’s use and disposition of the prop- 
erty will be in accordance with the provisions of clauses 
(iv) and (v). 

“(C) CONTRIBUTION TO PRIVATE FOUNDATION.—A con- 
tribution by a corporation of any computer technology or 
equipment to a private foundation (as defined in section 
509) shall be treated as a qualified elementary or secondary 
educational contribution for purposes of this paragraph 
if— 

“(i) the contribution to the private foundation satis- 
fies the requirements of clauses (ii) and (v) of subpara- 
graph (B), and 

“(ii) within 30 days after such contribution, the 
private foundation— 

“(I) contributes the property to an entity 
described in clause (i) of subparagraph (B) that 
satisfies the requirements of clauses (iv) through 
(vii) of subparagraph (B), and 

“(II) notifies the donor of such ‘contribution. 

“(D) SPECIAL RULE RELATING TO CONSTRUCTION OF 
PROPERTY.—For the purposes of this paragraph, the rules 
of paragraph (4)(C) shall apply. 

“(E) DEFINITIONS.—For the purposes of this para- 
graph— 

“(i) COMPUTER TECHNOLOGY OR EQUIPMENT.—The 
term ‘computer technology or equipment’ means com- 
puter software (as defined by section 197(e)(3)(B)), com- 
puter or peripheral equipment (as defined by section 
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168(i2\B)), and fiber optic cable related to computer 

use. 

“(ii) CORPORATION.—The term ‘corporation’ has the 

meaning given to such term by paragraph (4)(D). 

“(F) TERMINATION.—This paragraph shall not apply 
to any contribution made during any taxable year begin- 
ning after December 31, 1999.”. 

(b) EFFECTIVE DATE.—The amendment made by this section 


shall apply to taxable years beginning after December 31, 1997. 


SEC. 225. TREATMENT OF CANCELLATION OF CERTAIN STUDENT 


26 USC 108 note 


LOANS. 


(a) CERTAIN LOANS BY EXEMPT ORGANIZATIONS.— 

(1) IN GENERAL.—Paragraph (2) of section 108(f) (defining 
student loan) is amended by striking “or” at the end of subpara- 
graph (B) and by striking subparagraph (D) and inserting the 
following: 

“(D) any educational organization described in section 
170(b)(1)(A)ii) if such loan is made— 

“(i) pursuant to an agreement with any entity 
described in subparagraph (A), (B), or (C) under which 
the funds from which the loan was made were provided 
to such educational organization, or 

“(ii) pursuant to a program of such educational 
organization which is designed to encourage its stu- 
dents to serve in occupations with unmet needs or 
in areas with unmet needs and under which the serv- 
ices provided by the students (or former students) are 
for or under the direction of a governmental unit or 
an organization described in section 501(c)(3) and 
exempt from tax under section 501(a). 

The term ‘student loan’ includes any loan made by an edu- 
cational organization so described or by an organization exempt 
from tax under section 501(a) to refinance a loan meeting 
the requirements of the preceding sentence.”. 

(2) EXCEPTION FOR DISCHARGES ON ACCOUNT OF SERVICES 
PERFORMED FOR CERTAIN LENDERS.—Subsection (f) of section 
108 is amended by adding at the end the following new para- 
graph: 

“(3) EXCEPTION FOR DISCHARGES ON ACCOUNT OF SERVICES 
PERFORMED FOR CERTAIN LENDERS.—Paragraph (1) shall not 
apply to the discharge of a loan made by an organization 
described in paragraph (2)(D) (or by an organization described 
in paragraph (2)E) from funds provided by an organization 
described in paragraph (2)(D)) if the discharge is on account 
of services performed for either such organization.”. 

(b) EFFECTIVE DATE.—The amendments made by this section 


shall apply to discharges of indebtedness after the date of the 
enactment of this Act. 


SEC. 226. INCENTIVES FOR EDUCATION ZONES. 


(a) IN GENERAL.—Subchapter U of chapter 1 (relating to addi- 


tional incentives for empowerment zones) is amended by redesignat- 
ing part IV as part V, by redesignating section 1397E as section 
26 USC 1397D, 1397F, and by inserting after part III the following new part: 


1397F. 
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“PART IV—INCENTIVES FOR EDUCATION 
ZONES 


“Sec. 1397E. Credit to holders of qualified zone academy bonds.” 


“SEC. 1397E. CREDIT TO HOLDERS OF QUALIFIED ZONE ACADEMY 
BONDS. 


“(a) ALLOWANCE OF CREDIT.—In the case of an eligible taxpayer 
who holds a qualified zone academy bond on the credit allowance 
date of such bond which occurs during the taxable year, there 
shall be allowed as a credit against the tax imposed by this chapter 
for such taxable year the amount determined under subsection 
(b). 

“(b) AMOUNT OF CREDIT.— 

“(1) IN GENERAL.—The amount of the credit determined 
under this subsection with respect to any qualified zone acad- 
emy bond is the amount equal to the product of— 

“(A) the credit rate determined by the Secretary under 
paragraph (2) for the month in which such bond was issued, 
multiplied by 

“(B) the face amount of the bond held by the taxpayer 
on the credit allowance date. 

“(2) DETERMINATION.—During each calendar month, the 
Secretary shall determine a credit rate which shall apply to 
bonds issued during the following calendar month. The credit 
rate for any month is the percentage which the Secretary 
estimates will permit the issuance of qualified zone academy 
bonds without discount and without interest cost to the issuer. 
“(c) LIMITATION BASED ON AMOUNT OF TAx.—The credit allowed 

under subsection (a) for any taxable year shall not exceed the 
excess of— 

“(1) the sum of the regular tax liability (as defined in 
section 26(b)) plus the tax imposed by section 55, over 

“(2) the sum of the credits allowable under part IV of 
subchapter A (other than subpart C thereof, relating to refund- 
able credits). 

“(d) QUALIFIED ZONE ACADEMY BOND.—For purposes of this 
section— 

“(1) IN GENERAL.—The term ‘qualified zone academy bond’ 
means any bond issued as part of an issue if— 

“(A) 95 percent or more of the proceeds of such issue 
are to be used for a qualified purpose with respect to 
a qualified zone academy established by an eligible local 
education agency, 

“(B) the bond is issued by a State or local government 
within the jurisdiction of which such academy is located, 

“(C) the issuer— : 

“(i) designates such bond for purposes of this sec- 
tion, 

“(ii) certifies that it has written assurances that 
the private business contribution requirement of para- 
graph (2) will be met with respect to such academy, 
an 


“(iii) certifies that it has the written approval of 
the eligible local education agency for such bond issu- 
ance, and 
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“(D) the term of each bond which is part of such 
issue does not exceed the maximum term permitted under 
paragraph (3). 

“(2) PRIVATE BUSINESS CONTRIBUTION REQUIREMENT.— 

“(A) IN GENERAL.—For purposes of paragraph (1), the 
private business contribution requirement of this para- 
graph is met with respect to any issue if the eligible local 
education agency that established the qualified zone acad- 
emy has written commitments from private entities to 
make qualified contributions having a present value (as 
of the date of issuance of the issue) of not less than 10 
percent of the proceeds of the issue. 

“(B) QUALIFIED CONTRIBUTIONS.—For purposes of 
subparagraph (A), the term ‘qualified contribution’ means 
any contribution (of a type and quality acceptable to the 
eligible local education agency) of— 

“(i) equipment for use in the qualified zone acad- 
emy (including state-of-the-art technology and voca- 
tional equipment), 

“(ii) technical assistance in developing curriculum 
or in training teachers in order to promote appropriate 
market driven technology in the classroom, 

“(iii) services of employees as volunteer mentors, 

“(iv) internships, field trips, or other educational 
opportunities outside the academy for students, or 

“(v) any other property or service specified by the 
eligible locai education agency. 

“(3) TERM REQUIREMENT.—During each calendar month, 
the Secretary shall determine the maximum term permitted 
under this paragraph for bonds issued during the following 
calendar month. Such maximum term shall be the term which 
the Secretary estimates will result in the present value of 
the obligation to repay the principal on the bond being equal 
to 50 percent of the face amount of the bond. Such present 
value shall be determined using as a discount rate the average 
annual interest rate of tax-exempt obligations having a term 
of 10 years or more which are issued during the month. If 
the term as so determined is not a multiple of a whole year, 
such term shall be rounded to the next highest whole year. 

“(4) QUALIFIED ZONE ACADEMY.— 

“(A) IN GENERAL.—The term ‘qualified zone academy’ 
means any public school (or academic program within a 
public school) which is established by and operated under 
the supervision of an eligible local education agency to 
provide education or training below the postsecondary level 
if— 

“(i) such public school or program (as the case 
may be) is designed in cooperation with business to 
enhance the academic curriculum, increase graduation 
and employment rates, and better prepare students 
for the rigors of college and the increasingly complex 
workforce, 

“(ii) students in such public school or program 
(as the case may be) will be subject to the same aca- 
demic standards and assessments as other students 
educated by the eligible local education agency, 
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“(iii) the comprehensive education plan of such 
public school or program is approved by the eligible 
local education agency, and 

“iiv(IT) such public school is located in an 
empowerment zone or enterprise community (including 
any such zone or community designated after the date 
of the enactment of this section), or 

“(II) there is a reasonable expectation (as of the 
date of issuance of the bonds) that at least 35 percent 
of the students attending such school or participating 
in such program (as the case may be) will be eligible 
for free or reduced-cost lunches under the school lunch 
program established under the National School Lunch 
Act. 

“(B) ELIGIBLE LOCAL EDUCATION AGENCY.—The term 
‘eligible local education agency’ means any local education 
agency as defined in section 14101 of the Elementary and 
Secondary Education Act of 1965. 

“(5) QUALIFIED PURPOSE.—The term ‘qualified purpose’ 
means, with respect to any qualified zone academy— 

“(A) rehabilitating or repairing the public school facility 
in which the academy is established, 

“(B) providing equipment for use at such academy, 

“(C) developing course materials for education to be 
provided at such academy, and 

“(D) training teachers and other school personnel in 
such academy. 

“(6) ELIGIBLE TAXPAYER.—The term ‘eligit.e taxpayer’ 
means— 

“(A) a bank (within the meaning of section 581), 

“(B) an insurance company to which subchapter L 
applies, and 

“(C) a corporation actively engaged in the business 
of lending money. 

“(e) LIMITATION ON AMOUNT OF BONDS DESIGNATED.— 

“(1) NATIONAL LIMITATION.—There is a national zone acad- 
emy bond limitation for each calendar year. Such limitation 
is $400,000,000 for 1998 and 1999, and, except as provided 
in paragraph (4), zero thereafter. 

“(2) ALLOCATION OF LIMITATION.—The national zone acad- 
emy bond limitation for a calendar year shall be allocated 
by the Secretary among the States on the basis of their respec- 
tive populations of individuals below the poverty line (as defined 
by the Office of Management and Budget). The limitation 
amount allocated to a State under the preceding sentence shall 
be allocated by the State education agency to qualified zone 
academies within such State. 

“(3) DESIGNATION SUBJECT TO LIMITATION AMOUNT.—The 
maximum aggregate face amount of bonds issued during any 
calendar year which may be designated under subsection (d)(1) 
with respect to any qualified zone academy shall not exceed 
the limitation amount allocated to such academy under para- 
graph (2) for such calendar year. 

“(4) CARRYOVER OF UNUSED LIMITATION.—If for any cal- 
endar year— 

“(A) the limitation amount for any State, exceeds 
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“(B) the amount of bonds issued during such year 
which are designated under subsection (d)(1) with respect 
to qualified zone academies within such State, 

the limitation amount for such State for the following calendar 

year shall be increased by the amount of such excess. 

“(f) OTHER DEFINITIONS.—For purposes of this section— 

“(1) CREDIT ALLOWANCE DATE.—The term ‘credit allowance 
date’ means, with respect to any issue, the last day of the 
l-year period beginning on the date of issuance of such issue 
and the last day of each successive l-year period thereafter. 

“(2) BOND.—The term ‘bond’ includes any obligation. 

“(3) STaTE.—The term ‘State’ includes the District of 
Columbia and any possession of the United States. 

“(g) CREDIT INCLUDED IN GROSS INCOME.—Gross income 
includes the amount of the credit allowed to the taxpayer under 
this section.”. 

(b) CONFORMING AMENDMENTS.— 

(1) The table of parts for subchapter U of chapter 1 is 
amended by striking the last item and inserting the following: 


“Part IV. Incentives for education zones 
“Part V. Regulations.” 


(2) The table of sections for part V, as so redesignated, 
is amended to read as follows: 
“Sec. 1397F. Regulations.” 


26 USC 1397E (c) EFFECTIVE DATE.—The amendments made by this section 
note shall apply to obligations issued after December 31, 1997. 
TITLE ITI—SAVINGS AND INVESTMENT 
INCENTIVES 


Subtitle A—Retirement Savings 


SEC. 301. RESTORATION OF IRA DEDUCTION FOR CERTAIN TAX- 
PAYERS. 


(a) INCREASE IN INCOME LIMITS APPLICABLE TO ACTIVE PARTICI- 
PANTS.— 

(1) IN GENERAL.—Subparagraph (B) of section 219(g)(3) 
(relating to applicable dollar amount) is amended to read as 
follows: 

“(B) APPLICABLE DOLLAR AMOUNT.—The term 

‘applicable dollar amount’ means the following: 

“(i) In the case of a taxpayer filing a joint return: 


The 

applicable 

“For taxable years beginning in: dollar amount 
is: 

1998 .... nahh idainasth stacks Se acpeecaeccpassees aside eed hGraapion eaten seieta $50,000 
UD Wis aieisscrsibstessSneshaeiinndeSede hea acsaenilanelid Gacediadedidantigintes cakes $51,000 
2000 ..... erate - Seccecsansk sdikdaa Gh cabantatengteandtacebianeeataiees $52,000 
2001 cataed nd eM Pest icles mae $53,000 
2002 Bs : iactislehseatoeslanndamemenigeiie $54,000 
2003 bitch lica practise torent $60,000 
2004 eisai arn a reset annie preach iacds cain matte $65,000 
2005 Ba aah mee iblendeliinaninciabnineatebidicaea $70,000 
2006 ; wine ealcpnemdisisebe kenavansia $75,000 


2007 and thereafter EAA EEL AI $80,000. 
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“(ii) In the case of any other taxpayer (other than 
a married individual filing a separate return): 





The 

applicable 

“For taxable years beginning in: dollar amount 
is: 

1998 .. , scat pede dua accnconiiplianabereidacuiaivaains és $30,000 
1999 ; EE eS wini $31,000 
2000 ree canes : aco isachacoanien $32,000 
2001 aaa Nea ccd eecm amass eee a roa al $33,000 
2002 .. AS eae a eae a a $34,000 
a $40,000 
Ee Seen $45,000 
2005 and thereafter ......... : a $50,000. 


“(iii) In the case of a married individual filing 
a separate return, zero.”. 
(2) INCREASE IN PHASE-OUT RANGE FOR JOINT RETURNS.— 

Clause (ii) of section 219(g\2)(A) is amended by inserting 

“($20,000 in the case of a joint return for a taxable year begin- 

ning after December 31, 2006)”. 

(b) LIMITATIONS FOR ACTIVE PARTICIPATION NOT BASED ON 
SPOUSE’S PARTICIPATION.—Section 219(g) (relating to limitation on 
deduction for active participants in certain pension plans) is amend- 
ed— 

(1) by striking “or the individual’s spouse” in paragraph 

(1), and 

(2) by adding at the end the following new paragraph: 

“(7) SPECIAL RULE FOR CERTAIN SPOUSES.—In the case of 
an individual who is an active participant at no time during 
any plan year ending with or within the taxable year but 
whose spouse is an active participant for any part of any 
such plan year— 

“(A) the applicable dollar amount under paragraph 
(3B)i) with respect to the taxpayer shall be $150,000, 
and 

“(B) the amount applicable under paragraph (2)(A)(ii) 
shall be $10,000.”. 

(c) EFFECTIVE DATE.—The amendments made by this section 
shall apply to taxable years beginning after December 31, 1997. 


SEC. 302. ESTABLISHMENT OF NONDEDUCTIBLE TAX-FREE INDIVID- 
UAL RETIREMENT ACCOUNTS. 


(a) IN GENERAL.—Subpart A of part I of subchapter D of chapter 
1 (relating to pension, profit-sharing, stock bonus plans, etc.) is 
amended by inserting after section 408 the following new section: 


“SEC. 408A. ROTH IRAS. 


“(a) GENERAL RULE.—Except as provided in this section, a 
Roth IRA shall be treated for purposes of this title in the same 
manner as an individual retirement plan. 

“(b) RoTH IRA.—For purposes of this title, the term ‘Roth 
IRA’ means an individual retirement plan (as defined in section 
7701(aX(37)) which is designated (in such manner as the Secretary 
may prescribe) at the time of establishment of the plan as a Roth 
IRA. Such designation shall be made in such manner as the Sec- 
retary may prescribe. 

“(c) TREATMENT OF CONTRIBUTIONS.— 

“(1) NO DEDUCTION ALLOWED.—No deduction shall be 
allowed under section 219 for a contribution to a Roth IRA. 


26 USC 219 note. 
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“(2) CONTRIBUTION LIMIT.—The aggregate amount of con- 
tributions for any taxable year to all Roth IRAs maintained 
for the benefit of an individual shall not exceed the excess 
(if any) of— 

“(A) the maximum amount allowable as a deduction 
under section 219 with respect to such individual for such 
taxable year (computed without regard to subsection (d)(1) 
or (g) of such section), over 

“(B) the aggregate amount of contributions for such 
taxable year to all other individual retirement plans (other 
than Roth IRAs) maintained for the benefit of the individ- 
ual. 

“(3) LIMITS BASED ON MODIFIED ADJUSTED GROSS INCOME.— 

“(A) DOLLAR LIMIT.—The amount determined under 
paragraph (2) for any taxable year shall be reduced (but 
not below zero) by the amount which bears the same ratio 
to such amount as— 

“(i) the excess of— 

“(I) the taxpayer’s adjusted gross income for 
such taxable year, over 

“(II) the applicable dollar amount, bears to 
“(ii) $15,000 ($10,000 in the case of a joint return). 

The rules of subparagraphs (B) and (C) of section 219(g)(2) 

shall apply to any reduction under this subparagraph. 

“(B) ROLLOVER FROM IRA.—A taxpayer shall not be 
allowed to make a qualified rollover contribution to a Roth 
IRA from an individual retirement plan other than a Roth 
IRA during any taxable year if— 

“(1) the taxpayer’s adjusted gross income for such 
taxable year exceeds $100,000, or 

“(ii) the taxpayer is a married individual filing 
a separate return. 
“(C) DEFINITIONS.—For purposes of this paragraph— 

“(i) adjusted gross income shall be determined in 
the same manner as under section 219(g)(3), except 

that any amount included in gross income under a 

section (d)(3) shall not be taken into account and the 

deduction under section 219 shall be taken into 
account, and 
“(ii) the applicable dollar amount is— 

“(I) in the case of a taxpayer filing a joint 
return, $150,000, 

“(II) in the case of any other taxpayer (other 
than a married individual filing a separate return), 
$95,000, and 

“(IID in the case of a married individual filing 
a separate return, zero. 

“(D) MARITAL STATUS.—Section 219(g)(4) shall apply 
for purposes of this paragraph. 

“(4) CONTRIBUTIONS PERMITTED AFTER AGE 7042.—Contribu- 
tions to a Roth IRA may be made even after the individual 
for whom the account is maintained has attained age 70%. 

“(5) MANDATORY DISTRIBUTION RULES NOT TO APPLY BEFORE 
DEATH.—Notwithstanding subsections (a6) and (b)(3) of section 
408 (relating to required distributions), the following provisions 
shall not apply to any Roth IRA: 

“(A) Section 401(a)(9)A). 
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“(B) The incidental death benefit requirements of sec- 
tion 401(a). 

“(6) ROLLOVER CONTRIBUTIONS.— 

“(A) IN GENERAL.—No rollover contribution may be 
made to a Roth IRA unless it is a qualified rollover con- 
tribution. 

“(B) COORDINATION WITH LIMIT.—A qualified rollover 
contribution shall not be taken into account for purposes 
of paragraph (2). 

“(7) TIME WHEN CONTRIBUTIONS MADE.—For purposes of 
this section, the rule of section 219(f)(3) shall apply. 
“(d) DISTRIBUTION RULES.—For purposes of this title— 

“(1) GENERAL RULES.— 

“(A) EXCLUSIONS FROM GROSS INCOME.—Any qualified 
distribution from a Roth IRA shall not be includible in 
gross income. 

“(B) NONQUALIFIED DISTRIBUTIONS.—In applying sec- 
tion 72 to any distribution from a Roth IRA which is 
not a qualified distribution, such distribution shall be treat- 
ed as made from contributions to the Roth IRA to the 
extent that such distribution, when added to all previous 
distributions from the Roth IRA, does not exceed the aggre- 
gate amount of contributions to the Roth IRA. 

“(2) QUALIFIED DISTRIBUTION.—For purposes of this sub- 
section— 

“(A) IN GENERAL.—The term ‘qualified distribution’ 
means any payment or distribution— 

“(j) made on or after the date on which the individ- 
ual attains age 59%, 

“(ii) made to a beneficiary (or to the estate of 
the individual) on or after the death of the individual, 

“(iii) attributable to the individual’s being disabled 
(within the meaning of section 72(m)(7)), or 

“(iv) which is a qualified special purpose distribu- 
tion. 

“(B) CERTAIN DISTRIBUTIONS WITHIN 5 YEARS.—A pay- 
ment or distribution shall not be treated as a qualified 
distribution under subparagraph (A) if— 

“(i) it is made within the 5-taxable year period 
beginning with the lst taxable year for which the 
individual made a contribution to a Roth IRA (or such 
individual’s spouse made a contribution to a Roth IRA) 
established for such individual, or 

“(ii) in the case of a payment or distribution prop- 
erly allocable (as determined in the manner prescribed 
by the Secretary) to a qualified rollover contribution 
from an individual retirement plan other than a Roth 
IRA (or income allocable thereto), it is made within 
the 5-taxable year period beginning with the taxable 
year in which the saloon contribution was made. 


“(3) ROLLOVERS FROM AN IRA OTHER THAN A ROTH IRA.— 
“(A) IN GENERAL.—Notwithstanding section 408(d)(3), 
in the case of any distribution to which this paragraph 
applies— 
“(i) there shall be included in gross income any 
amount which would be includible were it not part 
of a qualified rollover contribution, 
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“(ii) section 72(t) shall not apply, and 
“(iii) in the case of a distribution before January 

1, 1999, any amount required to be included in gross 

income by reason of this paragraph shall be so included 

ratably over the 4-taxable year period beginning with 
the taxable year in which the payment or distribution 
is made. 

“(B) DISTRIBUTIONS TO WHICH PARAGRAPH APPLIES.— 
This paragraph shall apply to a distribution from an 
individual retirement plan (other than a Roth IRA) main- 
tained for the benefit of an individual which is contributed 
to a Roth IRA maintained for the benefit of such individual 
in a qualified rollover contribution. 

“(C) CONVERSIONS.—The conversion of an individual 
retirement plan (other than a Roth IRA) to a Roth IRA 
shall be treated for purposes of this paragraph as a dis- 
tribution to which this paragraph applies. 

“(D) CONVERSION OF EXCESS CONTRIBUTIONS.—If, no 
later than the due date for filing the return of tax for 
any taxable year (without regard to extensions), an individ- 
ual transfers, from an individual retirement plan (other 
than a Roth IRA), contributions for such taxable year (and 
any earnings allocable thereto) to a Roth IRA, no such 
amount shall be includible in gross income to the extent 
no deduction was allowed with respect to such amount. 

“(E) ADDITIONAL REPORTING REQUIREMENTS.—Trustees 
of Roth IRAs, trustees of individual retirement plans, or 
both, whichever is appropriate, shall include such addi- 
tional information in reports required under section 408(i) 
as the Secretary may require to ensure that amounts 
required to be included in gross income under subpara- 
graph (A) are so included. 

“(4) COORDINATION WITH INDIVIDUAL RETIREMENT 
ACCOUNTS.—Section 408(d)(2) shall be applied separately with 
respect to Roth IRAs and other individual retirement plans. 

“(5) QUALIFIED SPECIAL PURPOSE DISTRIBUTION.—For pur- 
poses of this section, the term ‘qualified special purpose dis- 
tribution’ means any distribution to which subparagraph (F) 
of section 72(t)(2) applies. 

“(e) QUALIFIED ROLLOVER CONTRIBUTION.—For purposes of this 
section, the term ‘qualified rollover contribution’ means a rollover 
contribution to a Roth IRA from another such account, or from 
an individual retirement plan, but only if such rollover contribution 
meets the requirements of section 408(d)(3). For purposes of section 
408(d)(3)(B), there shall be disregarded any qualified rollover con- 
tribution from an individual retirement plan (other than a Roth 
IRA) to a Roth IRA.”. 

(b) Excess CONTRIBUTIONS.—Section 4973(b), as amended by 
title II, is amended by adding at the end the following new sub- 
section: 

“(f) EXCESS CONTRIBUTIONS TO ROTH IRAs.—For purposes of 
this section, in the case of contributions to a Roth IRA (within 
the meaning of section 408A(b)), the term ‘excess contributions’ 
means the sum of— 

“(1) the excess (if any) of— 
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“(A) the amount contributed for the taxable year to 
such accounts (other than a qualified rollover contribution 
described in section 408A(e)), over 

“(B) the amount allowable as a contribution under 
sections 408A (c)(2) and (c)(3), and 
“(2) the amount determined under this subsection for the 

preceding taxable year, reduced by the sum of— 

“(A) the distributions out of the accounts for the taxable 
year, and 

“(B) the excess (if any) of the maximum amount allow- 
able as a contribution under sections 408A (c)(2) and (c)(3) 
for the taxable year over the amount contributed to the 
accounts for the taxable year. 

For purposes of this subsection, any contribution which is distrib- 
uted from a Roth IRA in a distribution described in section 408(d)(4) 
shall be treated as an amount not contributed.”. 

(c) SPOUSAL IRA.—Clause (ii) of section 219(c)(1)(B) is amended 
to read as follows: 

“(ii) the compensation includible in the gross 
income of such individual’s spouse for the taxable year 
reduced by— 

“(I) the amount allowed as a deduction under 
subsection (a) to such spouse for such taxable year, 
and 

“(II) the amount of any contribution on behalf 
of such spouse to a Roth IRA under section 408A 
for such taxable year.”. 

(d) AUTHORITY TO PRESCRIBE NECESSARY REPORTING.—Section 
408(i) is amended— 
(1) by striking “under regulations”, and 
(2) by striking “in such regulations” each place it appears. 
(e) CONFORMING AMENDMENT.—The table of sections for subpart 
A of part I of subchapter D of chapter 1 is amended by inserting 
after the item relating to section 408 the following new item: 
“Sec. 408A. Roth IRAs.”. 


(f) EFFECTIVE DATE.—The amendments made by this section 26 USC 219 note. 
shall apply to taxable years beginning after December 31, 1997. 


SEC. 303. DISTRIBUTIONS FROM CERTAIN PLANS MAY BE USED WITH- 
OUT PENALTY TO PURCHASE FIRST HOMES. 


(a) IN GENERAL.—Paragraph (2) of section 72(t) (relating to 
exceptions to 10-percent additional tax on early distributions from 
qualified retirement plans), as amended by section 203, is amended 
by adding at the end the following new subparagraph: 

“(F) DISTRIBUTIONS FROM CERTAIN PLANS FOR FIRST 
HOME PURCHASES.—Distributions to an individual from an 
individual retirement plan which are qualified first-time 
homebuyer distributions (as defined in paragraph (8)). Dis- 
tributions shall not be taken into account under the preced- 
ing sentence if such distributions are described in subpara- 
graph (A), (C), (D), or (E) or to the extent paragraph 
(1) does not apply to such distributions by reason of 
subparagraph (B).”. 

(b) DEFINITIONS.—Section 72(t), as amended by section 203, 
is amended by adding at the end the following new paragraphs: 

“(8) QUALIFIED FIRST-TIME HOMEBUYER DISTRIBUTIONS.— 
For purposes of paragraph (2)(F)— 
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“(A) IN GENERAL.—The term ‘qualified first-time home- 
buyer distribution’ means any payment or distribution 
received by an individual to the extent such payment or 
distribution is used by the individual before the close of 
the 120th day after the day on which such payment or 
distribution is received to pay qualified acquisition costs 
with respect to a principal residence of a first-time home- 
buyer who is such individual, the spouse of such individual, 
or any child, grandchild, or ancestor of such individual 
or the individual’s spouse. 

“(B) LIFETIME DOLLAR LIMITATION.—The aggregate 
amount of payments or distributions received by an individ- 
ual which may be treated as qualified first-time homebuyer 
distributions for any taxable year shall not exceed the 
excess (if any) of— 

“(i) $10,000, over 

“(ii) the aggregate amounts treated as qualified 
first-time homebuyer distributions with respect to such 
individual for all prior taxable years. 

“(C) QUALIFIED ACQUISITION COSTS.—For purposes of 
this paragraph, the term ‘qualified acquisition costs’ means 
the costs of acquiring, constructing, or reconstructing a 
residence. Such term includes any usual or reasonable 
settlement, financing, or other closing costs. 

“(D) FIRST-TIME HOMEBUYER; OTHER DEFINITIONS.—For 
purposes of this paragraph— 

“(i) FIRST-TIME HOMEBUYER.—The term ‘first-time 
homebuyer’ means any individual if— 

“(I) such individual (and if married, such 
individual’s spouse) had no present ownership 
interest in a principal residence during the 2-year 
period ending on the date of acquisition of the 
principal residence to which this paragraph 
applies, and 

“(II) subsection (h) or (k) of section 1034 (as 
in effect on the day before the date of the enact- 
ment of this paragraph) did not suspend the run- 
ning of any period of time specified in section 
1034 (as so in effect) with respect to such individ- 
ual on the day before the date the distribution 
is applied pursuant to subparagraph (A). 

“(ii) PRINCIPAL RESIDENCE.—The term ‘principal 
residence’ has the same meaning as when used in 
section 121. 

“Giii) DATE OF ACQUISITION.—The term ‘date of 
acquisition’ means the date— 

“(I) on which a binding contract to acquire 
the principal residence to which subparagraph (A) 
applies is entered into, or 

“(I) on which construction or reconstruction 
of such a principal residence is commenced. 

“(E) SPECIAL RULE WHERE DELAY IN ACQUISITION.— 
If any distribution from any individual retirement plan 
fails to meet the requirements of subparagraph (A) solely 
by reason of a delay or cancellation of the purchase or 
construction of the residence, the amount of the distribution 
may be contributed to an individual retirement plan as 








PUBLIC LAW 105-34—AUG. 5, 1997 111 STAT. 831 


provided in section 408(d)(3)(A)(i) (determined by substitut- 
ing ‘120 days’ for ‘60 days’ in such section), except that— 
“(i) section 408(d)(3)B) shall not be applied to 
such contribution, and 
“(ii) such amount shall not be taken into account 
in determining whether section 408(d)(3)(B) applies to 
any other amount.”. 
(c) EFFECTIVE DATE.—The amendments made by this section 26 USC 72 note. 
shall apply to payments and distributions in taxable years beginning 
after December 31, 1997. 


SEC. 304. CERTAIN BULLION NOT TREATED AS COLLECTIBLES. 


(a) IN GENERAL.—Paragraph (3) of section 408(m) (relating 
to exception for certain coins) is amended to read as follows: 
“(3) EXCEPTION FOR CERTAIN COINS AND BULLION.—For pur- 
poses of this subsection, the term ‘collectible’ shall not include— 
“(A) any coin which is— 
“(i) a gold coin described in paragraph (7), (8), 
(9), or (10) of section 5112(a) of title 31, United States 
Code, 
“(ii) a silver coin described in section 5112(e) of 
title 31, United States Code, 
“(iii) a platinum coin described in section 5112(k) 
of title 31, United States Code, or 
“(iv) a coin issued under the laws of any State, 


or 
“(B) any gold, silver, platinum, or palladium bullion 
of a fineness equal to or exceeding the minimum fineness 
that a contract market (as described in section 7 of the 
Commodity Exchange Act, 7 U.S.C. 7) requires for metals 
which may be delivered in satisfaction of a regulated 
futures contract, 
if such bullion is in the physical possession of a trustee 
described under subsection (ay of this section.”. 
(b) EFFECTIVE DATE.—The amendment made by this section 26 USC 408 note. 
shall apply to taxable years beginning after December 31, 1997. 


Subtitle B—Capital Gains 


SEC. 311. MAXIMUM CAPITAL GAINS RATES FOR INDIVIDUALS. 


(a) IN GENERAL.—Subsection (h) of section 1 (relating to maxi- 
mum capital gains rate) is amended to read as follows: 
“(h) MAXIMUM CAPITAL GAINS RATE.— 

“(1) IN GENERAL.—If a taxpayer has a net capital gain 
for any taxable year, the tax imposed by this section for such 
taxable year shall not exceed the sum of— 

“(A) a tax computed at the rates and in the same 
manner as if this subsection had not been enacted on 
the greater of— 

“(i) taxable income reduced by the net capital gain, 
or 
“(ii) the lesser of— 
“(I) the amount of taxable income taxed at 
a rate below 28 percent, or 
“(II) taxable income reduced by the adjusted 
net capital gain, plus 
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“(B) 25 percent of the excess (if any) of— 

“(i) the unrecaptured section 1250 gain (or, if less, 
the net capital gain), over 

“(ii) the excess (if any) of— 

“(I) the sum of the amount on which tax is 
determined under subparagraph (A) plus the net 
capital gain, over 

“(II) taxable income, plus 

“(C) 28 percent of the amount of taxable income in 
excess of the sum of— 

“(i) the adjusted net capital gain, plus 

“(ii) the sum of the amounts on which tax is deter- 
mined under subparagraphs (A) and (B), plus 
“(D) 10 percent of so much of the taxpayer’s adjusted 

net capital gain (or, if less, taxable income) as does not 
exceed the excess (if any) of— 

“(i) the amount of taxable income which would 
(without regard to this paragraph) be taxed at a rate 
below 28 percent, over 

“(ii) the taxable income reduced by the adjusted 
net capital gain, plus 
“(E) 20 percent of the taxpayer’s adjusted net capital 

gain (or, if less, taxable income) in excess of the amount 

on which a tax is determined under subparagraph (D). 

“(2) REDUCED CAPITAL GAIN RATES FOR QUALIFIED 5-YEAR 
GAIN.— 

“(A) REDUCTION IN 10-PERCENT RATE.—In the case of 
any taxable year beginning after December 31, 2000, the 
rate under paragraph (1)(D) shall be 8 percent with respect 
to so much of the amount to which the 10-percent rate 
would otherwise apply as does not exceed qualified 5-year 
gain, and 10 percent with respect to the remainder of 
such amount. 

“(B) REDUCTION IN 20-PERCENT RATE.—The rate under 
paragraph (1XE) shall be 18 percent with respect to so 
much of the amount to which the 20-percent rate would 
otherwise apply as does not exceed the lesser of— 

“(i) the excess of qualified 5-year gain over the 
amount of such gain taken into account under subpara- 
graph (A) of this paragraph, or 

“(ii) the amount of qualified 5-year gain (deter- 
mined by taking into account only property the holding 
period for which begins after December 31, 2000), 

and 20 percent with respect to the remainder of such 
amount. For purposes of determining under the preceding 
sentence whether the holding period of property begins 
after December 31, 2000, the holding period of property 
acquired pursuant to the exercise of an option (or other 
right or obligation to acquire property) shall include the 
period such option (or other right or obligation) was held. 
“(3) NET CAPITAL GAIN TAKEN INTO ACCOUNT AS INVESTMENT 
INCOME.—For purposes of this subsection, the net capital gain 
for any taxable year shall be reduced (but not below zero) 
by the amount which the taxpayer takes into account as invest- 
ment income under section 163(d)(4)(B)(iii). 
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“(4) ADJUSTED NET CAPITAL GAIN.—For purposes of this 
subsection, the term ‘adjusted net capital gain’ means net cap- 
ital gain determined without regard to— 

“(A) collectibles gain, 

“(B) unrecaptured section 1250 gain, 

“(C) section 1202 gain, and 

“(D) mid-term gain. 

“(5) COLLECTIBLES GAIN.—For purposes of this subsection— 

“(A) IN GENERAL.—The term ‘collectibles gain’ means 
gain from the sale or exchange of a collectible (as defined 
in section 408(m) without regard to paragraph (3) thereof) 
which is a capital asset held for more than 1 year but 
only to the extent such gain is taken into account in 
computing gross income. 

“(B) PARTNERSHIPS, ETC.—For purposes of subpara- 
graph (A), any gain from the sale of an interest in a 
partnership, S corporation, or trust which is attributable 
to unrealized appreciation in the value of collectibles shall 
be treated as gain from the sale or exchange of a collectible. 
Rules similar to the rules of section 751 shall apply for 
purposes of the preceding sentence. 

“(6) UNRECAPTURED SECTION 1250 GAIN.—For purposes of 
this subsection— 

“(A) IN GENERAL.—The term ‘unrecaptured section 
1250 gain’ means the amount of long-term capital gain 
which would be treated as ordinary income if— 

“(i) section 1250(b)\(1) included all depreciation and 
the applicable percentage under section 1250(a) were 

100 percent, and 

“(ii) in the case of gain properly taken into account 
after July 28, 1997, only gain from section 1250 prop- 
erty held for more than 18 months were taken into 
account. 

“(B) LIMITATION WITH RESPECT TO SECTION 1231 PROP- 
ERTY.—The amount of unrecaptured section 1250 gain from 
sales, exchanges, and conversions described in section 
1231(aX3XA) for any taxable year shall not exceed the 
excess of the net section 1231 gain (as defined in section 
1231(c\(3)) for such year over the amount treated as ordi- 
nary income under section 1231(c)(1) for such year. 

“(C) PRE-MAY 7, 1997, GAIN.—In the case of a taxable 
year which includes May 7, 1997, subparagraph (A) shall 
be applied by taking into account only the gain properly 
taken into account for the portion of the taxable year 
after May 6, 1997. 

“(7) SECTION 1202 GAIN.—For purposes of this subsection, 
the term ‘section 1202 gain’ means an amount equal to the 
gain excluded from gross income under section 1202(a). 

“(8) MID-TERM GAIN.—For purposes of this subsection, the 
term ‘mid-term gain’ means the amount which would be 
adjusted net capital gain for the taxable year if— 

“(A) adjusted net capital gain were determined by tak- 
ing into account only the gain or loss properly taken into 
account after July 28, 1997, from property held for more 
than 1 year but not more than 18 months, and 

“(B) paragraph (3) and section 1212 did not apply. 
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“(9) QUALIFIED 5-YEAR GAIN.—For purposes of this sub- 
section, the term ‘qualified 5-year gain’ means the amount 
of long-term capital gain which would be computed for the 
taxable year if only gains from the sale or exchange of property 
held by the taxpayer for more than 5 years were taken into 
account. The determination under the preceding sentence shall 
be made without regard to collectibles gain, unrecaptured sec- 
tion 1250 gain (determined without regard to subparagraph 
(B) of paragraph (6)), section 1202 gain, or mid-term gain. 

“(10) PRE-EFFECTIVE DATE GAIN.— 

“(A) IN GENERAL.—In the case of a taxable year which 
includes May 7, 1997, gains and losses properly taken 
into account for the portion of the taxable year before 
May 7, 1997, shall be taken into account in determining 
mid-term gain as if such gains and losses were described 
in paragraph (8)(A). 

“(B) SPECIAL RULES FOR PASS-THRU ENTITIES.—In 
applying subparagraph (A) with respect to any pass-thru 
entity, the determination of when gains and loss are prop- 
erly taken into account shall be made at the entity level. 

“(C) PASS-THRU ENTITY DEFINED.—For purposes of 
subparagraph (B), the term ‘pass-thru entity means— 

“(i) a regulated investment company, 
“(ii) a real estate investment trust, 
“(iii) an S corporation, 

“(iv) a partnership, 

“(v) an estate or trust, and 

“(vi) a common trust fund. 

“(11) TREATMENT OF PASS-THRU ENTITIES.—The Secretary 
may prescribe such regulations as are appropriate (including 
regulations requiring reporting) to apply this subsection in 
the case of sales and exchanges by pass-thru entities (as defined 
in paragraph (10)(C)) and of interests in such entities.”. 

(b) MINIMUM Tax.— 

(1) IN GENERAL.—Subsection (b) of section 55 is amended 
by adding at the end the following new paragraph: 

“(3) MAXIMUM RATE OF TAX ON NET CAPITAL GAIN OF NON- 
CORPORATE TAXPAYERS.—The amount determined under the 
first sentence of paragraph (1)(A)(i) shall not exceed the sum 
of— 

“(A) the amount determined under such first sentence 
computed at the rates and in the same manner as if this 
paragraph had not been enacted on the taxable excess 
reduced by the lesser of— 

“(i) the net capital gain, or 
“(ii) the sum of— 
“(I) the adjusted net capital gain, plus 
“(II) the unrecaptured section 1250 gain, plus 
“(B) 25 percent of the lesser of— 
“(i) the unrecaptured section 1250 gain, or 
“(ii) the amount of taxable excess in excess of 
the sum of— 
“(I) the adjusted net capital gain, plus 
“(II) the amount on which a tax is determined 
under subparagraph (A), plus 

“(C) 10 percent of so much of the taxpayer’s adjusted 

net capital gain (or, if less, taxable excess) as does not 
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exceed the amount on which a tax is determined under 

section 1(h)(1)(D), plus 

“(D) 20 percent of the taxpayer’s adjusted net capital 
gain (or, if less, taxable excess) in excess of the amount 
on which tax is determined under subparagraph (C). 

In the case of taxable years beginning after December 31, 
2000, rules similar to the rules of section 1(h)(2) shall apply 
for purposes of subparagraphs (C) and (D). Terms used in 
this paragraph which are also used in section 1(h) shall have 
the respective meanings given such terms by section 1(h).”. 

(2) CONFORMING AMENDMENTS.— 

(A) Clause (ii) of section 55(b)(1)(A) is amended by 
striking “clause (i)” and inserting “this subsection”. 

(B) Paragraph (7) of section 57(a) is amended by strik- 
ing “one-half” and inserting “42 percent”. 

(c) OTHER CONFORMING AMENDMENTS.— 

(1) Paragraph (1) of section 1445(e) is amended by striking 
“28 percent” and inserting “20 percent”. 

(2) The second sentence of section 7518(g)(6)(A), and the 
second sentence of section 607(h)(6)(A) of the Merchant Marine 
Act, 1936, are each amended by striking “28 percent” and 46 USC app. 
inserting “20 percent”. 1177. 

(3) Paragraph (2) of section 904(b) is amended by adding 
at the end the following new subparagraph: 

“(C) COORDINATION WITH CAPITAL GAINS RATES.—The 
Secretary may by regulations modify the application of 
this paragraph and paragraph (3) to the extent necessary 
to properly reflect any capital gain rate differential under 
section 1(h) or 1201(a) and the computation of net capital 
gain.”. 

(d) EFFECTIVE DATES.— 26 USC 1 note. 

(1) IN GENERAL.—Except as provided in paragraph (2), the 
amendments made by this section shall apply to taxable years 
ending after May 6, 1997. 

(2) WITHHOLDING.—The amendment made by subsection 
(c1) shall apply only to amounts paid after the date of the 
enactment of this Act. 

(e) ELECTION TO RECOGNIZE GAIN ON ASSETS HELD ON JANUARY 26 USC 1 note. 
1, 2001.—For purposes of the Internal Revenue Code of 1986— 

(1) IN GENERAL.—A taxpayer other than a corporation may 
elect to treat— 

(A) any readily tradable stock (which is a capital asset) 
held by such taxpayer on January 1, 2001, and not sold 
before the next business day after such date, as having 
been sold on such next business day for an amount equal 
to its closing market price on such next business day (and 
as having been reacquired on such next business day for 
an amount equal to such closing market price), and 

(B) any other capital asset or property used in the 
trade or business (as defined in section 1231(b) of the 
Internal Revenue Code of 1986) held by the taxpayer on 
January 1, 2001, as having been sold on such date for 
an amount equal to its fair market value on such date 
(and as having been reacquired on such date for an amount 
equal to such fair market value). 

(2) TREATMENT OF GAIN OR LOSS.— 
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(A) Any gain resulting from an election under para- 
graph (1) shall be treated as received or accrued on the 
date the asset is treated as sold under paragraph (1) and 
shall be recognized notwithstanding any provision of the 
Internal Revenue Code of 1986. 

(B) Any loss resulting from an election under para- 
graph (1) shall not be allowed for any taxable year. 

(3) ELECTION.—An election under paragraph (1) shall be 
made in such manner as the Secretary of the Treasury or 
his delegate may prescribe and shall specify the assets for 
which such election is made. Such an election, once made 
with respect to any asset, shall be irrevocable. 

(4) READILY TRADABLE STOCK.—For purposes of this sub- 
section, the term “readily tradable stock” means any stock 
which, as of January 1, 2001, is readily tradable on an estab- 
lished securities market or otherwise. 


SEC. 312. EXEMPTION FROM TAX FOR GAIN ON SALE OF PRINCIPAL 
RESIDENCE. 


(a) IN GENERAL.—Section 121 (relating to one-time exclusion 
of gain from sale of principal residence by individual who has 
attained age 55) is amended to read as follows: 


“SEC. 121. EXCLUSION OF GAIN FROM SALE OF PRINCIPAL RESIDENCE. 


“(a) EXCLUSION.—Gross income shall not include gain from 
the sale or exchange of property if, during the 5-year period ending 
on the date of the sale or exchange, such property has been owned 
and used by the taxpayer as the taxpayer’s principal residence 
for periods aggregating 2 years or more. 

“(b) LIMITATIONS.— 

“(1) IN GENERAL.—The amount of gain excluded from gross 
income under subsection (a) with respect to any sale or 
exchange shall not exceed $250,000. 

“(2) $500,000 LIMITATION FOR CERTAIN JOINT RETURNS.— 
Paragraph (1) shall be applied by substituting ‘$500,000’ for 
‘$250,000’ if— , 

“(A) a husband and wife make a joint return for the 
taxable year of the sale or exchange of the property, 

“(B) either spouse meets the venerdlis requirements 
of subsection (a) with respect to such property, 

“(C) both spouses meet the use requirements of sub- 
section (a) with respect to such property, and 

“(D) neither spouse is ineligible for the benefits of 
subsection (a) with respect to such property by reason 

of paragraph (3). 

“(3) APPLICATION TO ONLY 1 SALE OR EXCHANGE EVERY 
2 YEARS.— 

“(A) IN GENERAL.—Subsection (a) shall not apply to 

any sale or exchange by the taxpayer if, during the 2- 

year period ending on the date of such sale or exchange, 

there was any other sale or exchange by the taxpayer 
to which subsection (a) applied. 
“(B) PRE-MAY 7, 1997, SALES NOT TAKEN INTO 

ACCOUNT.—Subparagraph (A) shall be applied without 

regard to any sale or exchange before May 7, 1997. 

“(c) EXCLUSION FOR TAXPAYERS FAILING TO MEET CERTAIN 
REQUIREMENTS.— 
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“(1) IN GENERAL.—In the case of a sale or exchange to 
which this subsection applies, the ownership and use require- 
ments of subsection (a) shall not apply and subsection (b)(3) 
shall not apply; but the amount of gain excluded from gross 
income under subsection (a) with respect to such sale or 
exchange shall not exceed— 

“(A) the amount which bears the same ratio to the 
amount which would be so excluded under this section 
if such requirements had been met, as 

“(B) the shorter of— 

“(i) the aggregate periods, during the 5-year period 
ending on the date of such sale or exchange, such 
property has been owned and used by the taxpayer 
as the taxpayer’s principal residence, or 

“(ii) the period after the date of the most recent 
prior sale or exchange by the taxpayer to which sub- 
section (a) applied and before the date of such sale 
or exchange, 

bears to 2 years. 

“(2) SALES AND EXCHANGES TO WHICH SUBSECTION 
APPLIES.—This subsection shall apply to any sale or exchange 
if— 

“(A) subsection (a) would not (but for this subsection) 
apply to such sale or exchange by reason of— 

“(i) a failure to meet the ownership and use 
requirements of subsection (a), or 

“(ii) subsection (b)(3), and 
“(B) such sale or exchange is by reason of a change 

in place of employment, health, or, to the extent provided 

in regulations, unforeseen circumstances. 
“(d) SPECIAL RULES.— 

“(1) JOINT RETURNS.—If a husband and wife make a joint 
return for the taxable year of the sale or exchange of the 
proverty, subsections (a) and (c) shall apply if either spouse 
meets the ownership and use requirements of subsection (a) 
with respect to such property. 

“(2) PROPERTY OF DECEASED SPOUSE.—For purposes of this 
section, in the case of an unmarried individual whose spouse 
is deceased on the date of the sale or exchange of property, 
the period such unmarried individual owned and used such 
property shall include the period such deceased spouse owned 
and used such property before death. 

“(3) PROPERTY OWNED BY SPOUSE OR FORMER SPOUSE.— 
For purposes of this section— 

“(A) PROPERTY TRANSFERRED TO INDIVIDUAL FROM 
SPOUSE OR FORMER SPOUSE.—In the case of an individual 
holding property transferred to such individual in a trans- 
action described in section 1041(a), the period such individ- 
ual owns such property shall include the period the trans- 
feror owned the property. 

“(B) PROPERTY USED BY FORMER SPOUSE PURSUANT TO 
DIVORCE DECREE, ETC.—Solely for purposes of this section, 
an individual shall be treated as using property as such 
individual’s principal residence during any period of owner- 
ship while such individual’s spouse or former spouse is 
granted use of the property under a divorce or separation 
instrument (as defined in section 71(b)(2)). 
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“(4) TENANT-STOCKHOLDER IN COOPERATIVE HOUSING COR- 
PORATION.—For purposes of this section, if the taxpayer holds 
stock as a tenant-stockholder (as defined in section 216) in 
a cooperative housing corporation (as defined in such section), 
then— 

“(A) the holding requirements of subsection (a) shall 
be applied to the holding of such stock, and 

“(B) the use requirements of subsection (a) shall be 
applied to the house or apartment which the taxpayer 
was entitled to occupy as such stockholder. 

“(5) INVOLUNTARY CONVERSIONS. — 

“(A) IN GENERAL.—For purposes of this section, the 
destruction, theft, seizure, requisition, or condemnation of 
property shall be treated as the sale of such property. 

“(B) APPLICATION OF SECTION 1033.—In applying section 
1033 (relating to involuntary conversions), the amount 
realized from the sale or exchange of property shall be 
treated as being the amount determined without regard 
to this section, reduced by the amount of gain not included 
in gross income pursuant to this section. 

“(C) PROPERTY ACQUIRED AFTER INVOLUNTARY CONVER- 
SION.—If the basis of the property sold or exchanged is 
determined (in whole or in part) under section 1033(b) 
(relating to basis of property acquired through involuntary 
conversion), then the holding and use by the taxpayer 
of the converted property shall be treated as holding and 
use by the taxpayer of the property sold or exchanged. 
“(6) RECOGNITION OF GAIN ATTRIBUTABLE TO DEPRECIA- 

TION.—Subsection (a) shall not apply to so much of the gain 
from the sale of any property as ae not exceed the portion 
of the depreciation adjustments (as defined in section 
1250(b)(3)) attributable to periods after May 6, 1997, in respect 
of such property. 

“(7) DETERMINATION OF USE DURING PERIODS OF OUT-OF- 
RESIDENCE CARE.—In the case of a taxpayer who— 

“(A) becomes physically or mentally incapable of self- 
care, and 

“(B) owns property and uses such property as the tax- 
payers principal residence during the 5-year period 
described in subsection (a) for periods aggregating at least 
1 year, 

then the taxpayer shall be treated as using such property 
as the taxpayer's principal residence during any time during 
such 5-year period in which the taxpayer owns the property 
and resides in any facility (including a nursing home) licensed 
by a State or political subdivision to care for an individual 
in the taxpayer’s condition. 

“(8) SALES OF REMAINDER INTERESTS.—For purposes of this 
section— 

“(A) IN GENERAL.—At the election of the taxpayer, this 
section shall not fail to apply to the sale or exchange 
of an interest in a principal residence by reason of such 
interest being a remainder interest in such residence, but 
this section shall not apply to any other interest in such 
residence which is sold or exchanged separately. 

“(B) EXCEPTION FOR SALES TO RELATED PARTIES.— 
Subparagraph (A) shall not apply to any sale to, or 
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exchange with, any person who bears a relationship to 
the taxpayer which is described in section 267(b) or 707(b). 

“(e) DENIAL OF EXCLUSION FOR EXPATRIATES.—This section 
shall not apply to any sale or exchange by an individual if the 
treatment provided by section 877(a)(1) applies to such individual. 

“(f) ELECTION TO HAVE SECTION Not ApPLY.—This section shall 
not apply to any sale or exchange with respect to which the taxpayer 
elects not to have this section apply. 

“(g) RESIDENCES ACQUIRED IN ROLLOVERS UNDER SECTION 
1034.—For purposes of this section, in the case of property the 
acquisition of which by the taxpayer resulted under section 1034 
(as in effect on the day before the date of the enactment of this 
section) in the nonrecognition of any part of the gain realized 
on the sale or exchange of another residence, in determining the 
period for which the taxpayer has owned and used such property 
as the taxpayer’s principal residence, there shall be included the 
aggregate periods for which such other residence (and each prior 
residence taken into account under section 1223(7) in determining 
the holding period of such property) had been so owned and used.”. 

(b) REPEAL OF NONRECOGNITION OF GAIN ON ROLLOVER OF 
PRINCIPAL RESIDENCE.—Section 1034 (relating to rollover of gain 
on sale of principal residence) is hereby repealed. 

(c) EXCEPTION FROM REPORTING.—Subsection (e) of section 6045 
(relating to return required in the case of real estate transactions) 
is amended by adding at the end the following new paragraph: 

“(5) EXCEPTION FOR SALES OR EXCHANGES OF CERTAIN PRIN- 

CIPAL RESIDENCES.— 

“(A) IN GENERAL.—Paragraph (1) shall not apply to 
any sale or exchange of a residence for $250,000 or less 
if the person referred to in paragraph (2) receives written 
assurance in a form acceptable to the Secretary from the 
seller that— 

“(i) such residence is the principal residence 
(within the meaning of section 121) of the seller, 

“(ii) if the Secretary requires the inclusion on the 
return under subsection (a) of information as to 
whether there is federally subsidized mortgage financ- 
ing assistance with respect to the mortgage on resi- 
dences, that there is no such assistance with respect 
to the mortgage on such residence, and 

“(iii) the full amount of the gain on such sale 
or exchange is excludable from gross income under 
section 121. 

If such assurance includes an assurance that the seller 
is married, the preceding sentence shall be applied by 
substituting ‘$500,000’ for ‘$250,000’. 

The Secretary may by regulation increase the dollar amounts 

under this eee if the Secretary determines that such 

an increase will not materially reduce revenues to the Treasury. 

“(B) SELLER.—For purposes of this paragraph, the term 
‘seller’ includes the person relinquishing the residence in 
an exchange.”. 

(d) CONFORMING AMENDMENTS.— 

(1) The following provisions of the Internal Revenue Code 
of 1986 are each amended by striking “section 1034” and insert- 
ing “section 121”: sections 25(e)(7), 56(e1)(A), 56(e3)(B)i), 
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143(iX1( CAD), 163(hX4 (AMID, 280A(d) 4A), 464(1(3)(B)(i), 
1033(h\4), 1274(cX 3B), 6334(a)(13), and 7872(f)(11)\A). 

(2) Paragraph (4) of section 32(c) is amended by striking 
“(as defined in section 1034(h\(3))” and by adding at the end 
the following new sentence: “For purposes of the preceding 
sentence, the term ‘extended active duty’ means any period 
of active duty pursuant to a call or order to such duty for 
a period in excess of 90 days or for an indefinite period.” 

(3) Subparagraph (A) of 143(m)(6) is amended by inserting 
“(as in effect on the day before the date of the enactment 
of the Taxpayer Relief Act of 1997)” after “1034(e)”. 

(4) Subsection (e) of section 216 is amended by striking 
“such exchange qualifies for nonrecognition of gain under sec- 
tion 1034(f)” and inserting “such dwelling unit is used as his 
principal residence (within the meaning of section 121)”. 

(5) Section 512(aX3)(D) is amended by inserting “(as in 
effect on the day before the date of the enactment of the 
Taxpayer Relief Act of 1997)” after “1034”. 

(6) Paragraph (7) of section 1016(a) is amended by inserting 
“(as in effect on the day before the date of the enactment 
of the Taxpayer Relief Act of 1997)” after “1034” and by insert- 
ing “(as so in effect)” after “1034(e)”. 

(7) Paragraph (3) of section 1033(k) is amended to read 
as follows: 

“(3) For exclusion from gross income of gain from involun- 
tary conversion of principal residence, see section 121.”. 

(8) Subsection (e) of section 1038 is amended to read as 
follows: 

“(e) PRINCIPAL RESIDENCES.—If— 

“(1) subsection (a) applies to a reacquisition of real property 
with respect to the sale of which gain was not recognized 
under section 121 (relating to gain on sale of principal resi- 
dence); and 

“(2) within 1 year after the date of the reacquisition of 
such property by the seller, such property is resold by him, 


then, under regulations prescribed by the Secretary, subsections 
(b), (c), and (d) of this section shall not apply to the reacquisition 
of such property and, for purposes of applying section 121, the 
resale of such property shall be treated as a part of the transaction 
constituting the original sale of such property.”. 


(9) Paragraph (7) of section 1223 is amended by inserting 
“(as in effect on the day before the date of the enactment 
of the Taxpayer Relief Act of 1997)” after “1034”. 

(10XA) Subsection (d) of section 1250 is amended by strik- 
ing paragraph (7) and by redesignating paragraphs (9) and 
(10) as paragraphs (7) and (8), respectively. 

(B) Subsection (e) of section 1250 is amended by striking 
paragraph (3). 

(11) Subsection (c) of section 6012 is amended by strikin 
“(relating to one-time exclusion of gain from sale of principa 
residence by individual who has attained age 55)” and inserting 
“(relating to gain from sale of principal residence)”. 

(12) Paragraph (2) of section 6212(c) is amended by striking 
subparagraph (C) and by redesignating the succeeding subpara- 
graphs accordingly. 

(13) Section 6504 is amended by striking paragraph (4) 
and by redesignating the succeeding paragraphs accordingly. 
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(14) The item relating to section 121 in the table of sections 
for part III of subchapter B of chapter 1 is amended to read 
as follows: 

“Sec. 121. Exclusion of gain from sale of principal residence.” 


(15) The table of sections for part III of subchapter O 
of chapter 1 is amended by striking the item relating to section 
1034. 

(d) EFFECTIVE DATE.— 26 USC 121 note 

(1) IN GENERAL.—The amendments made by this section 
shall apply to sales and exchanges after May 6, 1997. 

(2) SALES BEFORE DATE OF ENACTMENT.—At the election 
of the taxpayer, the amendments made by this section shall 
not apply to any sale or exchange before the date of the enact- 
ment of this Act. 

(3) CERTAIN SALES WITHIN 2 YEARS AFTER DATE OF ENACT- 
MENT.—Section 121 of the Internal Revenue Code of 1986 (as 
amended by this section) shall be applied without regard to 
subsection (c)(2)(B) thereof in the case of any sale or exchange 
of property during the 2-year period beginning on the date 
of the enactment of this Act if the taxpayer held such property 
on the date of the enactment of this Act and fails to meet 
the ownership and use requirements of subsection (a) thereof 
with respect to such property. 

(4) Srna CONTRACTS.—At the election of the taxpayer, 
the amendments made by this section shall not apply to a 
sale or exchange after the date of the enactment of this Act, 
if—- 

(A) such sale or exchange is pursuant to a contract 

which was binding on such date, or 
(B) without regard to such amendments, gain would 
not be recognized under section 1034 of the Internal Reve- 
nue Code of 1986 (as in effect on the day before the date 
of the enactment of this Act) on such sale or exchange 
by reason of a new residence acquired on or before such 
date or with respect to the acquisition of which by the 
taxpayer a binding contract was in effect on such date. 
This paragraph shall not apply to any sale or exchange by 
an individual if the treatment provided by section 877(a)(1) 
of the Internal Revenue Code of 1986 applies to such individual. 


SEC. 315. ROLLOVER OF GAIN FROM SALE OF QUALIFIED STOCK. 


(a) IN GENERAL.—Part III of subchapter O of chapter 1 is 
amended by adding at the end the following new section: 


“SEC. 1045. ROLLOVER OF GAIN FROM QUALIFIED SMALL BUSINESS 
STOCK TO ANOTHER QUALIFIED SMALL BUSINESS 
STOCK. 


“(a) NONRECOGNITION OF GAIN.—In the case of any sale of 
qualified small business stock held by an individual for more than 
6 months and with respect to which such individual elects the 
application of this section, gain from such sale shall be recognized 
only to the extent that the amount realized on such sale exceeds— 

“(1) the cost of any qualified small business stock purchased 
by the taxpayer during the 60-day period beginning on the 
date of such sale, reduced by 

“(2) any portion of such cost previously taken into account 
under this section. 
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This section shall not apply to any gain which is treated as ordinary 
income for purposes of this title 

‘(b) DEFINITIONS AND SPECIAL RULES.—For purposes of this 
section— 

1) QUALIFIED SMALL BUSINESS STOCK.—The term ‘quali- 
fied small business stock’ has the meaning given such term 
by section 1202(c 

' “(2) PURCHASE.—A taxpayer shall be treated as having 
purchased any property if, but for paragraph (3), the unadjusted 
basis of such property in the hands of the taxpayer would 
be its cost (within the meaning of section 1012). 

“(3) BASIS ADJUSTMENTS.—If gain from any sale is not 
recognized by reason of subsection (a), such gain shall be 
applied to reduce (in the order acquired) the basis for determin- 
ing gain or loss of any qualified small business stock which 
is purchased by the taxpayer during the 60-day period described 
ibsection (a 

4) HOLDING PERIOD.—For purposes of determining 
whether the nonrecognition of gain under subsection (a) applies 
to stock which is sold— 

‘(A) the taxpayer’s holding period for such stock and 
stock referred to in subsection (a)(1) shall be deter- 
d without regard to section 1223, and 

‘(B) only the first 6 months of the taxpayer’s holding 
period for the stock referred to in subsection (a)(1) shall 
be taken into account for purposes of applying section 


ir Sl 





) 
b) CONFORMING AMENDMENTS.— 

1) Section 1016(a\(23) is amended— 

A) by striking “or 1044” and inserting “, 1044, or 
B) by striking “or 1044(d)” and inserting “, 1044(d), 
ir 1045(b)(4)” 
2) Section 1223 is amended by redesignating paragraph 
15) as paragraph (16) and by inserting after paragraph (14 
the following new paragraph: 

‘(15) In determining the period for which the taxpayer 
has held property the acquisition of which resulted under sec- 
tion 1045 in the nonrecognition of any part of the gain realized 
on the sale of other property, there shall be included the period 
for which such other property has been held as of the date 
of such sale.” 

3) The table of sections for part III of subchapter O of 
chapter 1 is amended by adding at the end the following new 








item 
“Sec. 1045. R f gain from qualified small business stock to another 
jualiihied smali Dusiness stock 


c) EFFECTIVE DATE.—The amendments made by this section 
shall apply to sales after the date of enactment of this Act. 


SEC. 314. AMOUNT OF NET CAPITAL GAIN TAKEN INTO ACCOUNT IN 
COMPUTING ALTERNATIVE TAX ON CAPITAL GAINS FOR 
CORPORATIONS NOT TO EXCEED TAXABLE INCOME OF 
THE CORPORATION. 


(a) IN GENERAL.—Paragraph (2) of section 1201(a) is amended 
by inserting before the period “(or, if less, taxable income)” 








PUBLIC LAW 105-34—AUG. 5, 1997 111 STAT. 843 


(b) EFFECTIVE DATE.—The amendment made by this section 26 USC 1201 
shall apply to taxable years ending after December 31, 1997. note 


TITLE IV—ALTERNATIVE MINIMUM TAX 
REFORM 


SEC. 401. EXEMPTION FROM ALTERNATIVE MINIMUM TAX FOR SMALL 
CORPORATIONS. 


(a) IN GENERAL.—Section 55 (relating to alternative minimum 
tax imposed) is amended by adding at the end the following new 
subsection: 

“(e) EXEMPTION FOR SMALL CORPORATIONS.— 

“(1) IN GENERAL.—The tentative minimum tax of a corpora- 
tion shall be zero for any taxable year if— 

“(A) such corporation met the $5,000,000 gross receipts 
test of section 448(c) for its first taxable year beginning 
after December 31, 1996, and 

“(B) such corporation would meet such test for the 
taxable year and all prior taxable years beginning after 
such first taxable year if such test were applied by 
substituting ‘$7,500,000’ for ‘$5,000,000’. 

“(2) PROSPECTIVE APPLICATION OF MINIMUM TAX IF SMALL 
CORPORATION CEASES TO BE SMALL.—In the case of a corporation 
whose tentative minimum tax is zero for any prior taxable 
year by reason of paragraph (1), the application of this part 
for taxable years beginning with the first taxable year such 
corporation ceases to be described in paragraph (1) shall be 
determined with the following modifications: 

“(A) Section 56(a)(1) (relating to depreciation) and sec- 
tion 56(a)(5) (relating to pollution control facilities) shall 
apply only to property placed in service on or after the 
change date. 

“(B) Section 56(a)(2) (relating to mining exploration 
and development costs) shall apply only to costs paid or 
incurred on or after the change date. 

“(C) Section 56(a)(3) (relating to treatment of long- 
term contracts) shall apply only to contracts entered into 
on or after the change date. 

“(D) Section 56(a)(4) (relating to alternative net operat- 
ing loss deduction) shall apply in the same manner as 
if, in section 56(d)(2), the change date were substituted 
for ‘January 1, 1987’ and the day before the change date 
were substituted for ‘December 31, 1986’ each place it 
appears. , 

“(E) Section 56(g)(2)(B) (relating to limitation on allow- 
ance of negative adjustments based on adjusted current 
earnings) shall apply only to prior taxable years beginning 
on or after the change date. 

“(F) Section 56(g)(4)(A) (relating to adjustment for 
depreciation to adjusted current earnings) shall not apply. 

“(G) Subparagraphs (D) and (F) of section 56(g)(4) 
(relating to other earnings and profits adjustments and 
depletion) shall apply in the same manner as if the day 
before the change date were substituted for ‘December 
31, 1989’ each place it appears therein. 
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26 USC 55 note 


26 USC 56 note 


“(3) EXCEPTION.—The modifications in paragraph (2) shall 

not apply to— 
“(A) any item acquired by the corporation in a trans- 
action to which section 381 applies, and 
“(B) any property the basis of which in the hands 
of the corporation is determined by reference to the basis 
of the property in the hands of the transferor, 
if such item or property was subject to any provision referred 
to in paragraph (2) while held by the transferor. 

“(4) CHANGE DATE.—For purposes of paragraph (2), the 
change date is the first day of the first taxable year for which 
the taxpayer ceases to be described in paragraph (1). 

“(5) LIMITATION ON USE OF CREDIT FOR PRIOR YEAR MINIMUM 
TAX LIABILITY.—In the case of a taxpayer whose tentative mini- 
mum tax for any taxable year is zero by reason of paragraph 

1), section 53(c) shall be applied for such year by reducing 

the amount otherwise taken into account under section 53(c)(1) 

by 25 percent of so much of such amount as exceeds $25,000. 

Rules similar to the rules of section 38(c)(3)(B) shall apply 

for purposes of the preceding sentence.”. 

(b) EFFECTIVE DATE.—The amendment made by this section 
shall apply to taxable years beginning after December 31, 1997. 


SEC. 402. REPEAL OF SEPARATE DEPRECIATION LIVES FOR MINIMUM 
TAX PURPOSES. 


(a) IN GENERAL.—Clause (i) of section 56(a(1)A) is amended 
by adding at the end the following new sentence: “In the case 
of property placed in service after December 31, 1998, the preceding 
sentence shall not apply but clause (ii) shall continue to apply.”. 

(b) POLLUTION CONTROL FACILITIES.—Paragraph (5) of section 
56(a) is amended by adding at the end the following new sentence: 
“In the case of such a facility placed in service after December 
31, 1998, such deduction shall be determined under section 168 
using the straight line method.”. 


SEC. 403. MINIMUM TAX NOT TO APPLY TO FARMERS’ INSTALLMENT 
SALES. 


(a) IN GENERAL.—Subsection (a) of section 56 is amended by 
striking paragraph (6) (relating to treatment of installment sales) 
and by redesignating paragraphs (7) and (8) as paragraphs (6) 
and (7), respectively. 

(b) EFFECTIVE DATES.— 

(1) IN GENERAL.—The amendment made by this section 
shall apply to dispositions in taxable years beginning after 
December 31, 1987. 

(2) SPECIAL RULE FOR 1987.—In the case of taxable years 
beginning in 1987, the last sentence of section 56(a)(6) of the 
Internal Revenue Code of 1986 (as in effect for such taxable 
years) shall be applied by inserting “or in the case of a taxpayer 
using the cash receipts and disbursements method of account- 
ing, any disposition described in section 453C(e)(1)(B\(ii)” after 
“section 453C(e)(4)”. 
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TITLE V—ESTATE, GIFT, AND GENERA- 
TION-SKIPPING TAX PROVISIONS 


Subtitle A—Estate and Gift Tax Provisions 


SEC. 501. COST-OF-LIVING ADJUSTMENTS RELATING TO ESTATE AND 
GIFT TAX PROVISIONS. 


(a) INCREASE IN UNIFIED ESTATE AND GIFT TAX CREDIT.— 
(1) ESTATE TAX CREDIT.— 

(A) IN GENERAL.—Subsection (a) of section 2010 (relat- 
ing to unified credit against estate tax) is amended by 
striking “$192,800” and inserting “the applicable credit 
amount”. 

(B) APPLICABLE CREDIT AMOUNT.—Section 2010 is 
amended by redesignating subsection (c) as subsection (d) 
and by inserting after subsection (b) the following new 
subsection: 

“(c) APPLICABLE CREDIT AMOUNT.—For purposes of this section, 
the applicable credit amount is the amount of the tentative tax 
which would be determined under the rate schedule set forth in 
section 2001(c) if the amount with respect to which such tentative 
tax is to be computed were the applicable exclusion amount deter- 
mined in accordance with the following table: 


“In the case of estates of decedents The applicable 
dying, and gifts made, during: exclusion amount is: 
1998 i ‘ : ; $625,000 

1999 : : : : $650,000 

2000 and 2001 $675,000 

2002 and 2008 .... ; , $700,000 

2004 j ice ' $850,000 

2005 ; es saseicndes ie $950,000 

2006 or thereafter ..... Sei iadicnbaeaiioesWiiapidehyetumenaas $1,000,000.”. 


(C) ESTATE TAX RETURNS.—Paragraph (1) of section 
6018(a) is amended by striking “$600,000” and inserting 
“the applicable exclusion amount in effect under section 
2010(c) for the calendar year which includes the date of 
death”. 

(D) PHASEOUT OF GRADUATED RATES AND UNIFIED 
CREDIT.—Paragraph (2) of section 2001(c) is amended by 
striking “$21,040,000” and inserting “the amount at which 
the average tax rate under this section is 55 percent”. 

(E) ESTATES OF NONRESIDENTS NOT CITIZENS.— 
Subparagraph (A) of section 2102(c)(3) is amended by strik- 
ing “$192,800” and inserting “the applicable credit amount 
in effect under: section 2010(c) for the calendar year which 
includes the date of death”. 

(2) UNIFIED GIFT TAX CREDIT.—Paragraph (1) of section 
2505(a) is amended by striking “$192,800” and inserting “the 
applicable credit amount in effect under section 2010(c) for 
such calendar year”. 

(b) ALTERNATE VALUATION OF CERTAIN FARM, ETC., REAL PROP- 
ERTY.—Subsection (a) of section 2032A is amended by adding at 
the end the following new paragraph: 

“(3) INFLATION ADJUSTMENT.—In the case of estates of 
decedents dying in a calendar year after 1998, the $750,000 
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amount contained in paragraph (2) shall be increased by an 
amount equal to— 
“(A) $750,000, multiplied by 
“(B) the cost-of-living adjustment determined under 
section 1(f(3) for such calendar year by substituting ‘cal- 
endar year 1997’ for ‘calendar year 1992’ in subparagraph 

(B) thereof. 

If any amount as adjusted under the preceding sentence is 

not a multiple of $10,000, such amount shall be rounded to 

the next lowest multiple of $10,000.”. 

(c) ANNUAL Girt Tax EXCLUSION.—Subsection (b) of section 
2503 is amended— 

(1) by striking the subsection heading and inserting the 
following: 

“(b) EXCLUSIONS FROM GIFTS.— 

“(1) IN GENERAL.—”, 

(2) by moving the text 2 ems to the right, and 

(3) by adding at the end the following new paragraph: 

“(2) INFLATION ADJUSTMENT.—In the case of gifts made 
in a calendar year after 1998, the $10,000 amount contained 
in paragraph (1) shall be increased by an amount equal to— 

“(A) $10,000, multiplied by 

“(B) the cost-of-living adjustment determined under 
section 1(f)(3) for such calendar year by substituting ‘cal- 
endar year 1997’ for ‘calendar year 1992’ in subparagraph 

(B) thereof. 

If any amount as adjusted under the preceding sentence is 

not a multiple of $1,000, such amount shall be rounded to 

the next lowest multiple of $1,000.”. 

(d) EXEMPTION FROM GENERATION-SKIPPING TAX.—Section 2631 
(relating to GST exemption) is amended by adding at the end 
the following new subsection: 

“(c) INFLATION ADJUSTMENT.—In the case of an individual who 
dies in any calendar year after 1998, the $1,000,000 amount con- 
tained in subsection (a) shall be increased by an amount equal 
to— 

“(1) $1,000,000, multiplied by 

“(2) the cost-of-living adjustment determined under section 
1(f(3) for such calendar year by substituting ‘calendar year 
1997’ for ‘calendar year 1992’ in subparagraph (B) thereof. 

If any amount as adjusted under the preceding sentence is not 
a multiple of $10,000, such amount shall be rounded to the next 
lowest multiple of $10,000.”. 

(e) AMOUNT SUBJECT TO REDUCED RATE WHERE EXTENSION 
OF TIME FOR PAYMENT OF ESTATE TAX ON CLOSELY HELD BUSI- 
NESS.—Subsection (j) of section 6601 is amended by redesignating 
paragraph (3) as paragraph (4) and by inserting after paragraph 
(2) the following new paragraph: 

“(3) INFLATION ADJUSTMENT.—In the case of estates of 
decedents dying in a calendar year after 1998, the $1,000,000 
amount contained in paragraph (2)(A) shall be increased by 
an amount equal to— 

“(A) $1,000,000, multiplied by 

“(B) the cost-of-living adjustment determined under 
section 1(f)(3) for such calendar year by substituting ‘cal- 
endar year 1997’ for ‘calendar year 1992’ in subparagraph 

(B) thereof. 
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If any amount as adjusted under the preceding sentence is 

not a multiple of $10,000, such amount shall be rounded to 

the next lowest multiple of $10,000.”. 

(f) EFFECTIVE DATE.—The amendments made by this section 
shall apply to the estates of decedents dying, and gifts made, 
after December 31, 1997. 


SEC. 502. FAMILY-OWNED BUSINESS EXCLUSION. 


(a) IN GENERAL.—Part III of subchapter A of chapter 11 (relat- 
ing to gross estate) is amended by inserting after section 2033 
the following new section: 


“SEC. 2033A. FAMILY-OWNED BUSINESS EXCLUSION. 


“(a) IN GENERAL.—In the case of an estate of a decedent to 
which this section applies, the value of the gross estate shall not 
include the lesser of— 

“(1) the adjusted value of the qualified family-owned busi- 
ness interests of the decedent otherwise includible in the estate, 
or 

“(2) the excess of $1,300,000 over the applicable exclusion 
amount under section 2010(c) with respect to such estate. 

“(b) ESTATES TO WHICH SECTION APPLIES.— 

“(1) IN GENERAL.—This section shall apply to an estate 
if-— 

“(A) the decedent was (at the date of the decedent’s 
death) a citizen or resident of the United States, 
“(B) the executor elects the application of this section 

and files the agreement referred to in subsection (h), 

“(C) the sum of— 
“(i) the adjusted value of the qualified family- 
owned business interests described in paragraph (2), 
plus 
“(ii) the amount of the gifts of such interests deter- 
mined under paragraph (3), 
exceeds 50 percent of the adjusted gross estate, and 
“(D) during the 8-year period ending on the date of 
the decedent’s death there have been periods aggregating 

5 years or more during which— 

“(i) such interests were owned by the decedent 
or a member of the decedent’s family, and 

“(ii) there was material participation (within the 
meaning of section 2032A(eX6)) by the decedent or 
a member of the decedent’s family in the operation 
of the business to which such interests relate. 

“(2) INCLUDIBLE QUALIFIED FAMILY-OWNED BUSINESS 
INTERESTS.—The qualified family-owned business interests 
described in this paragraph are the interests which— 

“(A) are included in determining the value of the gross 
estate (without regard to this section), and 

“(B) are acquired by any qualified heir from, or passed 
to any qualified heir from, the decedent (within the mean- 
ing of section 2032A(eX9)). 

“(3) INCLUDIBLE GIFTS OF INTERESTS.—The amount of the 
gifts of qualified family-owned business interests determined 
under this paragraph is the excess of— 

“(A) the sum of— 
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“(i) the amount of such gifts from the decedent 
to members of the decedent’s family taken into account 
under subsection 2001(b\1)(B), plus 
“(ii) the amount of such gifts otherwise excluded 
under section 2503(b), 
to the extent such interests are continuously held by mem- 
bers of such family (other than the decedent’s spouse) 
between the date of the gift and the date of the decedent’s 
death, over 

“(B) the amount of such gifts from the decedent to 
members of the decedent’s family otherwise included in 
the gross estate. 


“(c) ADJUSTED GROSS ESTATE.—For purposes of this section, 


the term ‘adjusted gross estate’ means the value of the gross estate 
(determined without regard to this section)— 


“(1) reduced by any amount deductible under paragraph 


(3) or (4) of section 2053(a), and 


“(2) increased by the excess of— 
“(A) the sum of— 
“(i) the amount of gifts determined under sub- 
section (b)(3), plus 
“(ii) the amount (if more than de minimis) of other 
transfers from the decedent to the decedent’s spouse 
(at the time of the transfer) within 10 years of the 
date of the decedent’s death, plus 
“(iii) the amount of other gifts (not included under 
clause (i) or (ii)) from the decedent within 3 years 
of such date, other than gifts to members of the 
decedent’s family otherwise excluded under section 
2503(b), over 
“(B) the sum of the amounts described in clauses (i), 
(ii), and (iii) of subparagraph (A) which are otherwise 
includible in the gross estate. 


For purposes of the preceding sentence, the Secretary may provide 
that de minimis gifts to persons other than members of the 
decedent’s family shall not be taken into account. 


“(d) ADJUSTED VALUE OF THE QUALIFIED FAMILY-OWNED BUSI- 


NESS INTERESTS.—For purposes of this section, the adjusted value 
of any qualified family-owned business interest is the value of 
such interest for purposes of this chapter (determined without 
regard to this section), reduced by the excess of— 


“(1) any amount deductible under paragraph (3) or (4) 


of section 2053(a), over 


“(2) the sum of— 

“(A) any indebtedness on any qualified residence of 
the decedent the interest on which is deductible under 
section 163(h)(3), plus 

“(B) any indebtedness to the extent the taxpayer estab- 
lishes that the proceeds of such indebtedness were used 
for the payment of educational and medical expenses of 
the decedent, the decedent’s spouse, or the decedent’s 
dependents (within the meaning of section 152), plus 

“(C) any indebtedness not described in subparagraph 
“ or (B), to the extent such indebtedness does not exceed 
$10,000. 


“(e) QUALIFIED FAMILY-OWNED BUSINESS INTEREST.— 
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“(1) IN GENERAL.—For purposes of this section, the term 
‘qualified family-owned business interest’ means— 

“(A) an interest as a proprietor in a trade or business 
carried on as a proprietorship, or 

“(B) an interest in an entity carrying on a trade or 
business, if— 

“(i) at least— 

“(T) 50 percent of such entity is owned (directly 
or indirectly) by the decedent and members of 
the decedent’s family, 

“(II) 70 percent of such entity is so owned 
by members of 2 families, or 

“(III) 90 percent of such entity is so owned 
by members of 3 families, and 
“(ii) for purposes of subclause (II) or (III) of clause 

(i), at least 30 percent of such entity is so owned 

by the decedent and members of the decedent’s family. 
“(2) LIMITATION.—Such term shall not include— 

“(A) any interest in a trade or business the principal 
place of business of which is not located in the United 
States, 

“(B) any interest in an entity, if the stock or debt 
of such entity or a controlled group (as defined in section 
267(f)(1)) of which such entity was a member was readily 
tradable on an established securities market or secondary 
market (as defined by the Secretary) at any time within 
3 years of the date of the decedent’s death, 

“(C) any interest in a trade or business not described 
in section 542(c\(2), if more than 35 percent of the adjusted 
ordinary gross income of such trade or business for the 
taxable year which includes the date of the decedent’s 
death would qualify as personal holding company income 
(as defined in section 543(a)), 

“(D) that portion of an interest in a trade or business 
that is attributable to— 

“(i) cash or marketable securities, or both, in excess 
of the reasonably expected day-to-day working capital 
needs of such trade or business, and 

“(ii) any other assets of the trade or business (other 
than assets used in the active conduct of a trade or 
business described in section 542(c)(2)), which produce, 
or are held for the production of, income of which 
is described in section 543(a) or in section 954(c)(1) 
(determined without regard to subparagraph (A) 
thereof and by substituting ‘trade or business’ for ‘con- 
trolled foreign corporation’). 

“(3) RULES REGARDING OWNERSHIP.— 

“(A) OWNERSHIP OF ENTITIES.—For purposes of para- 
graph (1)(B)— 

“(i) CORPORATIONS.—Ownership of a corporation 
shall be determined by the holding of stock possessing 
the appropriate percentage of the total combined voting 
power of all classes of stock entitled to vote and the 
appropriate percentage of the total value of shares 
of all classes of stock. 
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‘(ii) PARTNERS 





iipS.—Ownership of a partnership 





shall be determined by the owning of the appropriate 
percentage of the capital interest in such partnership 
B) OWNERSHIP OF TIERED ENTITIES.—For purposes 


f this section, if by reason of holding an interest in a 
trade or business, a decedent, any member of the decedent’s 
family, any qualified heir, or any member of any qualified 
heir’s family is treated as holding an interest in any other 
trade or business 

‘i) such ownership interest in the other trade 
r business shall be disregarded in determining if the 
ownership interest in the first trade or business is 
a qualified family-owned business interest, and 

“(ii) this section shall be applied separately in 
letermining if such interest in any other trade or 
business is a qualified family-owned business interest 

‘(C) INDIVIDUAL OWNERSHIP RULES.—For purposes of 
this section, an interest owned, directly or indirectly, by 

r for an entity described in paragraph (1)B) shall be 
considered as being owned proportionately by or for the 


entity's shareholders, partners, or beneficiaries. A person 
shall be treated as a beneficiary of any trust only if such 


person has a present interest in such trust 


TAX TREATMENT OF FAILURE TO MATERIALLY PARTICIPATE 


IN BUSINESS OR DISPOSITIONS OF INTERESTS.— 


1 


IN GENERAL.—There is imposed an additional estate 


tax if, within 10 years after the date of the decedent’s death 





1d before the date of the qualified heir’s death— 

“(A) the material participation requirements described 
in section 2032A(c\(6)B) are not met with respect to the 
jualified family-owned business interest which was 
acquired (or passed) from the decedent, 

“(B) the qualified heir disposes of any portion of a 
qualified family-owned business interest (other than by 
a disposition to a member of the qualified heir’s family 
r through a qualified conservation contribution under sec- 
tion 170(h)), 

“(C) the qualified heir loses United States citizenship 
within the meaning of section 877) or with respect to 
whom an event described in subparagraph (A) or (B) of 
section 877(e)(1) occurs, and such heir does not comply 
with the requirements of subsection (g), or 

“(D) the principal place of business of a trade or busi- 
ness of the qualified family-owned business interest ceases 
to be located in the United States 
“(2) ADDITIONAL ESTATE TAX.— 

‘(A) IN GENERAL.—The amount of the additional estate 
tax imposed by paragraph (1) shall be equal to— 

‘(i) the applicable percentage of the adjusted tax 
difference attributable to the qualified family-owned 
business interest (as determined under rules similar 
to the rules of section 2032A(c\(2)(B)), plus 

“(ii) interest on the amount determined under 
clause (i) at the underpayment rate established under 
section 6621 for the period beginning on the date the 
estate tax liability was due under this chapter and 
ending on the date such additional estate tax is due 
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“(B) APPLICABLE PERCENTAGE.—For purposes of this 
paragraph, the applicable percentage shall be determined 
under the following table: 


“If the event described in 
paragraph (1) occurs in 


the following year of The applicable 
material participation: percentage is: 
1 through 6 betacteees 100 
7 ‘ 80 
8 ; 60 
9 40 


10 20 

“(g) SECURITY REQUIREMENTS FOR NONCITIZEN QUALIFIED 
HEIRS.— 

“(1) IN GENERAL.—Except upon the application of subpara- 
graph (F) or (M) of subsection (i)(3), if a qualified heir is 
not a citizen of the United States, any interest under this 
section passing to or acquired by such heir (including any 
interest held by such heir at a time described in subsection 
(f)(1)(C)) shall be treated as a qualified family-owned business 
interest only if the interest passes or is acquired (or is held) 
in a qualified trust. 

“(2) QUALIFIED TRUST.—The term ‘qualified trust’ means 
a trust— 

“(A) which is organized under, and governed by, the 
laws of the United States or a State, and 

“(B) except as otherwise provided in regulations, with 
respect to which the trust instrument requires that at 
least 1 trustee of the trust be an individual citizen of 
the United States or a domestic corporation. 

“(h) AGREEMENT.—The agreement referred to in this subsection 
is a written agreement signed by each person in being who has 
an interest (whether or not in possession) in any property des- 
ignated in such agreement consenting to the application of sub- 
section (f) with respect to such property. 

“(i) OTHER DEFINITIONS AND APPLICABLE RULES.—For purposes 
of this section— 

“(1) QUALIFIED HEIR.—The term ‘qualified heir’"— 

“(A) has the meaning given to such term by section 
2032A(e)(1), and 

“(B) includes any active employee of the trade or busi- 
ness to which the qualified family-owned business interest 
relates if such employee has been employed by such trade 
or business for a period of at least 10 years before the 
date of the decedent’s death. 

“(2) MEMBER OF THE FAMILY.—The term ‘member of the 
family has the meaning given to such term by section 
2032A(e)(2). 

“(3) APPLICABLE RULES.—Rules similar to the following 
rules shall apply: 

“(A) Section 2032A(b)(4) (relating to decedents who 
are retired or disabled). 

“(B) Section 2032A(b)(5) (relating to special rules for 
surviving spouses). 

“(C) Section 2032A(c\(2)(D) (relating to partial disposi- 
tions). 

“(D) Section 2032A(c)(3) (relating to only 1 additional 
tax imposed with respect to any 1 portion). 
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“(E) Section 2032A(c)(4) (relating to due date). 

“(F) Section 2032A(c)\(5) (relating to liability for tax; 
furnishing of bond). 

“(G) Section 2032A(c)\(7) (relating to no tax if use begins 
within 2 years; active management by eligible qualified 
heir treated as material participation) 

“(H) Paragraphs (1) and (3) of section 2032A(d) (relat- 
ing to election; agreement). 

“(I) Section 2032A(e)(10) (relating to community prop- 
erty). 

“(J) Section 2032A(e)(14) (relating to treatment of 
replacement property acquired in section 1031 or 1033 
transactions) 

“(K) Section 2032A(f) (relating to statute of limitations). 

“(L) Section 6166(b)\(3) (relating to farmhouses and cer- 
tain other structures taken into account). 

“(M) Subparagraphs (B), (C), and (D) of section 
6166(g)(1) (relating to acceleration of payment). 

“(N) Section 6324B (relating to special lien for addi- 
tional estate tax).”. 

(b) CLERICAL AMENDMENT.—The table of sections for part III 


of subchapter A of chapter 11 is amended by inserting after the 
item relating to section 2033 the following new item: 


26 USC 2033A 


“Sec. 2033A. Family-owned business exclusion.” 


(c) EFFECTIVE DATE.—The amendments made by this section 


note shall apply to estates of decedents dying after December 31, 1997. 
SEC. 503. MODIFICATIONS TO RATE OF INTEREST ON PORTION OF 


ESTATE TAX EXTENDED UNDER SECTION 6166. 
(a) IN GENERAL.—Paragraphs (1) and (2) of section 6601(j) 


(relating to 4-percent rate on certain portion of estate tax extended 
under section 6166) are amended to read as follows: 


“(1) IN GENERAL.—If the time for payment of an amount 
of tax imposed by chapter 11 is extended as provided in section 
6166, then in lieu of the annual rate provided by subsection 
(a-— 

“(A) interest on the 2-percent portion of such amount 
shall be paid at the rate of 2 percent, and 

“(B) interest on so much of such amount as exceeds 
the 2-percent portion shall be paid at a rate equal to 
45 percent of the annual rate provided by subsection (a). 

For purposes of this subsection, the amount of any deficiency 
which is prorated to installments payable under section 6165 
shall be treated as an amount of tax payable in installments 
under such section. 

“(2) 2-PERCENT PORTION.—For purposes of this subsection, 
the term ‘2-percent portion’ means the lesser of— 

“(A)(i) the amount of the tentative tax which would 
be determined under the rate schedule set forth in section 
2001(c) if the amount with respect to which such tentative 
tax is to be computed were the sum of $1,000,000 and 
the applicable exclusion amount in effect under section 
2010(c), reduced by 

“(ii) the applicable credit amount in effect under section 
2010(c), or 

“(B) the amount of the tax imposed by chapter 11 
which is extended as provided in section 6166.”. 
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(b) DISALLOWANCE OF INTEREST DEDUCTION.— 

(1) ESTATE TAX.—Paragraph (1) of section 2053(c) is amend- 
ed by adding at the end the following new subparagraph: 

“(D) SECTION 6166 INTEREST.—No deduction shall be 
allowed under this section for any interest payable under 
section 6601 on any unpaid portion of the tax imposed 
by section 2001 for the period during which an extension 
of time for payment of such tax is in effect under section 
6166.”. 

(2) INCOME TAX.— 

(A) Section 163 is amended by redesignating subsection 
(k) as subsection (1) and by inserting after subsection ‘j) 
the following new subsection: 

“(k) SECTION 6166 INTEREST.—No deduction shall be allowed 
under this section for any interest payable under section 6601 
on any unpaid portion of the tax imposed by section 2001 for 
the period during which an extension of time for payment of such 
tax is in effect under section 6166.”. 

(B) Subparagraph (E) of section 163(h)(2) is amended 
by striking “or 6166” and all that follows and inserting 
a period. 

(c) CONFORMING AMENDMENTS.— 

(1) Paragraphs (7)(A)(iii) and (8)(A)(iii) of section 6166(b) 
are amended by striking “4-percent” each place it appears 
(including the heading) and inserting “2-percent”. 

(2) Paragraph (4) of section 6601(j), as redesignated by 
section 501(e), is amended by striking “4-percent” each place 
it appears and inserting “2-percent”. 

(3) The subsection heading for section 6601(j) is amended 
by striking “4-PERCENT” and inserting “2-PERCENT”. 

(d) EFFECTIVE DATE.— 26 USC 163 note 

(1) IN GENERAL.—The amendments made by this section 
shall apply to estates of decedents dying after December 31, 
1997. 

(2) ELECTION.—In the case of the estate of any decedent 
dying before January 1, 1998, with respect to which there 
is an election under section 6166 of the Internal Revenue Code 
of 1986, the executor of the estate may elect to have the 
amendments made by this section apply with respect to install- 
ments due after the effective date of the election; except that 
the 2-percent portion of such installments shall be equal to 
the amount which would be the 4-percent portion of such 
installments without regard to such election. Such an election 
shall be made before January 1, 1999 in the manner prescribed 
by the Secretary of the Treasury and, once made, is irrevocable. 


SEC. 504. EXTENSION OF TREATMENT OF CERTAIN RENTS UNDER SEC- 
TION 2032A TO LINEAL DESCENDANTS. 


(a) GENERAL RULE.—Paragraph (7) of section 2032A(c) (relating 
to special rules for tax treatment of dispositions and failures to 
use for qualified use) is amended by adding at the end the following 
new subparagraph: 

“(E) CERTAIN RENTS TREATED AS QUALIFIED USE.—For 
purposes of this subsection, a surviving spouse or lineal 
descendant of the decedent shall not be treated as failing 
to use qualified real property in a qualified use solely 
because such spouse or descendant rents such property 
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to a member of the family of such spouse or descendant 
on a net cash basis. For purposes of the preceding sentence, 
a legally adopted child of an individual shall be treated 
as the child of such individual by blood.”. 
(b) CONFORMING AMENDMENT.—Section 2032A(b)(5)(A) is 
amended by striking the last sentence. 
(c) EFFECTIVE DATE.—The amendments made by this section 
shall apply with respect to leases entered into after December 
31, 1976. 


SEC. 505. CLARIFICATION OF JUDICIAL REVIEW OF ELIGIBILITY FOR 
EXTENSION OF TIME FOR PAYMENT OF ESTATE TAX. 


(a) IN GENERAL.—Part IV of subchapter C of chapter 76 of 
the Internal Revenue Code of 1986 (relating to declaratory judg- 
ments) is amended by adding at the end the following new section: 


“SEC. 7479. DECLARATORY JUDGMENTS RELATING TO ELIGIBILITY OF 
ESTATE WITH RESPECT TO INSTALLMENT PAYMENTS 
UNDER SECTION 6166. 


“(a) CREATION OF REMEDY.—In a case of actual controversy 
involving a determination by the Secretary of (or a failure by 
the Secretary to make a determination with respect to)— 

“(1) whether an election may be made under section 6166 
(relating to extension of time for payment of estate tax where 
estate consists largely of interest in closely held business) with 
respect to an estate, or 

“(2) whether the extension of time for payment of tax 
provided in section 6166(a) has ceased to apply with respect 
to an estate, 

upon the filing of an appropriate pleading, the Tax Court may 
make a declaration with respect to eal such election ma 
be made or whether such extension has ceased to apply. Any suc 
declaration shall have the force and effect of a decision of the 
Tax Court and shall be reviewable as such. 

“(b) LIMITATIONS. — 

“(1) PETITIONER.—A pleading may be filed under this sec- 
tion, with respect to any estate, only— 

“(A) * the executor of such estate, or 

“(B) by any person who has assumed an obligation 
to make payments under section 6166 with respect to such 
estate (but only if each other such person is joined as 

a party). 

“(2) EXHAUSTION OF ADMINISTRATIVE REMEDIES.—The court 
shall not issue a declaratory judgment or decree under this 
section in any proceeding unless it determines that the peti- 
tioner has exhausted all available administrative remedies 
within the Internal Revenue Service. A petitioner shall be 
deemed to have exhausted its administrative remedies with 
respect to a failure of the Secretary to make a determination 
at the expiration of 180 days after the date on which the 
request for such determination was made if the petitioner has 
taken, in a timely manner, all reasonable steps to secure such 
determination. 

“(3) TIME FOR BRINGING ACTION.—If the Secretary sends 
by certified or registered mail notice of his determination as 
described in subsection (a) to the petitioner, no proceeding 
may be initiated under this section unless the pleading is 
filed before the 9lst day after the date of such mailing.”. 


PUBLIC LAW 105-34—AUG. 5, 1997 111 STAT. 855 


(b) CLERICAL AMENDMENT.—The table of sections for part IV 
of subchapter C of chapter 76 of such Code is amended by adding 
at the end the following new item: 


“Sec. 7479. Declaratory judgments relating to eligibility of estate with re- 
spect to installment payments under section 6166.” 


(c) EFFECTIVE DATE.—The amendments made by this section 26 USC 7479 
shall apply to the estates of decedents dying after the date of note 
the enactment of this Act. 


SEC. 506. GIFTS MAY NOT BE REVALUED FOR ESTATE TAX PURPOSES 
AFTER EXPIRATION OF STATUTE OF LIMITATIONS. 


(a) IN GENERAL.—Section 2001 (relating to imposition and rate 
of estate tax) is amended by adding at the end the following new 
subsection: 

“(f) VALUATION OF GIFTS.—If— 

“(1) the time has expired within which a tax may be 
assessed under chapter 12 (or under corresponding provisions 
of prior laws) on the transfer of property by gift made during 
a nee calendar period (as defined in section 2502(b)), 
an 

“(2) the value of such gift is shown on the return for 
such preceding calendar period or is disclosed in such return, 
or in a statement attached to the return, in a manner adequate 
to apprise the Secretary of the nature of such gift, 

the value of such gift shall, for purposes of computing the tax 
under this chapter, be the value of such gift as finally determined 
for purposes of chapter 12.”. 

(b) MODIFICATION OF APPLICATION OF STATUTE OF LIMITA- 
TIONS.—Paragraph (9) of section 6501(c) is amended to read as 
follows: 

“(9) GIFT TAX ON CERTAIN GIFTS NOT SHOWN ON RETURN.— 
If any gift of property the value of which (or any increase 
in comet gifts required under section 2701(d) which) is 
required to be shown on a return of tax imposed by chapter 
12 (without regard to section 2503(b)), and is not shown on 
such return, any tax imposed by chapter 12 on such gift may 
be assessed, or a proceeding in court for the collection of such 
tax may be begun without assessment, at any time. The preced- 
ing sentence shall not apply to any item which is disclosed 
in such return, or in a statement attached to the return, in 
a manner adequate to apprise the Secretary of the nature 
of such item. e value of any item which is so disclosed 
may not be redetermined by the Secretary after the expiration 
of the period under subsection (a).”. 

(c) DECLARATORY JUDGMENT PROCEDURE FOR DETERMINING 
VALUE OF GIFT.— 

(1) IN GENERAL.—Part IV of subchapter C of chapter 76 
is amended by inserting after section 7476 the following new 
section: 


“SEC. 7477. DECLARATORY JUDGMENTS RELATING TO VALUE OF CER- 
TAIN GIFTS. 


“(a) CREATION OF REMEDY.—In a case of an actual controversy 
involving a determination by the Secretary of the value of any 
gift shown on the return of tax imposed by chapter 12 or disclosed 
on such return or in any statement attached to such return, upon 
the filing of an appropriate pleading, the Tax Court may make 
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a declaration of the value of such gift. Any such declaration shall 
have the force and effect of a decision of the Tax Court and shall 
be reviewable as such. 

“(b) LIMITATIONS. — 

“(1) PETITIONER.—A pleading may be filed under this sec- 
tion only by the donor 

“(2) EXHAUSTION OF ADMINISTRATIVE REMEDIES.—The court 
shall not issue a declaratory judgment or decree under this 
section in any proceeding unless it determines that the peti- 
tioner has exhausted all available administrative remedies 
within the Internal Revenue Service. 

“(3) TIME FOR BRINGING ACTION.—If the Secretary sends 
by certified or registered mail notice of his determination as 
described in subsection (a) to the petitioner, no proceeding 
may be initiated under this section unless the pleading is 
filed before the 9lst day after the date of such mailing.”. 

(2) CLERICAL AMENDMENT.—The table of sections for such 
part IV is amended by inserting after the item relating to 
section 7476 the following new item: 

“Sec. 7477. Declaratory judgments relating to value of certain gifts.”. 


(d) CONFORMING AMENDMENT.—Subsection (c) of section 2504 
is amended by striking “, and if a tax under this chapter or under 
corresponding provisions of prior laws has been assessed or paid 
for such preceding calendar period”. 

(e) EFFECTIVE DATES.— 

(1) IN GENERAL.—The amendments made by subsections 

(a) and (c) shall apply to gifts made after the date of the 

enactment of this Act. 

(2) SUBSECTION (b)}—The amendment made by subsection 

(b) shall apply to gifts made in calendar years ending after 

the date of the enactment of this Act. 


SEC. 507. REPEAL Of THROWBACK RULES APPLICABLE TO CERTAIN 
DOMESTIC TRUSTS. 


(a) ACCUMULATION DISTRIEUTIONS.— 

(1) IN GENERAL.—Section 665 is amended by inserting after 
subsection (b) the following new subsection: 

“(c) EXCEPTION FOR ACCUMULATION DISTRIBUTIONS FROM CER- 
TAIN DOMESTIC TRUSTS.—For purposes of this subpart— 

“(1) IN GENERAL.—In the case of a qualified trust, any 
distribution in any taxable year beginning after the date of 
the enactment of this subsection shall be computed without 
regard to any undistributed net income. 

“(2) QUALIFIED TRUST.—For purposes of this subsection, 
the term ‘qualified trust’ means any trust other than— 

“(A) a foreign trust (or, except as provided in regula- 
tions, a domestic trust which at any time was a foreign 
trust), or 

“(B) a trust created before March 1, 1984, unless it 
is established that the trust would not be aggregated with 
other trusts under section 643(f) if such section applied 
to such trust.”. 

(2) CONFORMING AMENDMENTS.—Subsection (b) of section 
665 is amended by inserting “except as provided in subsection 
(c),” after “subpart,”. 

(b) REPEAL OF TAX ON TRANSFERS TO TRUSTS AT LESS THAN 
FAIR MARKET VALUE.— 
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(1) Subpart A of part I of subchapter J of chapter 1 is 
amended by striking section 644 and by redesignating section 
645 as section 644. 

(2) Paragraph (5) of section 706(b) is amended by striking 
“section 645” and inserting “section 644”. 

(3) The table of sections for such subpart is amended by 
striking the last 2 items and inserting the following new item: 


“Sec. 644. Taxable year of trusts.”. 


(c) EFFECTIVE DATES.— 

(1) ACCUMULATION DISTRIBUTIONS.—The amendments 26 USC 665 note. 
made by subsection (a) shall apply to distributions in taxable 
years beginning after the date of the enactment of this Act. 

(2) TRANSFERRED PROPERTY.—The amendments made by 26 USC 644 note. 
subsection (b) shall apply to sales or exchanges after the date 
of the enactment of this Act. 


SEC. 508. TREATMENT OF LAND SUBJECT TO A QUALIFIED CONSERVA- 
TION EASEMENT. 


(a) ESTATE TAX WITH RESPECT TO LAND SUBJECT TO A QUALI- 
FIED CONSERVATION EASEMENT.—Section 2031 (relating to the defi- 
nition of gross estate) is amended by redesignating subsection (c) 
as subsection (d) and by inserting after subsection (b) the following 
new subsection: 

“(c) ESTATE TAX WITH RESPECT TO LAND SUBJECT TO A QUALI- 
FIED CONSERVATION EASEMENT.— 

“(1) IN GENERAL.—If the executor makes the election 
described in paragraph (6), then, except as otherwise provided 
in this subsection, there shall be excluded from the gross estate 
the lesser of— 

“(A) the applicable percentage of the value of land 
subject to a qualified conservation easement, reduced by 
the amount of any deduction under section 2055(f) with 
respect to such land, or 

“(B) the exclusion limitation. 

“(2) APPLICABLE PERCENTAGE.—For purposes of paragraph 
(1), the term ‘applicable percentage’ means 40 percent reduced 
(but not below zero) by 2 percentage points for each percentage 
point (or fraction thereof) by which the value of the qualified 
conservation easement is less than 30 percent of the value 
of the land (determined without regard to the value of such 
easement and reduced by the value of any retained development 
right (as defined in paragraph (5)). 

“(3) EXCLUSION LIMITATION.—For purposes of paragraph 
(1), the exclusion limitation is the limitation determined in 
accordance with the following table: 


“In the case of estates of The exclusion 
decedents dying during: limitation is: 
ial es nied dapiea $100,000 
Oe ana sts ea eauegenduapnnaeban $200,000 
a cu cea aaebaaaen $300,000 
a a A Th ace ccabenadaail $400,000 

2002 or thereafter ............. a eR ec aa $500,000. 


“(4) TREATMENT OF CERTAIN INDEBTEDNESS.— 

“(A) IN GENERAL.—The exclusion provided in paragraph 
(1) shall not apply to the extent that the land is debt- 
financed property. 

“(B) DEFINITIONS.—For purposes of this paragraph— 
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“(i) DEBT-FINANCED PROPERTY.—The term ‘debt- 
financed property’ means any property with respect 
to which there is an acquisition indebtedness (as 
defined in clause (ii)) on the date of the decedent’s 
death. 

“(ji) ACQUISITION INDEBTEDNESS.—The term 
‘acquisition indebtedness’ means, with respect to debt- 
financed property, the unpaid amount of— 

“(I) the indebtedness incurred by the donor 
in acquiring such property, 

“(II) the indebtedness incurred before the 
acquisition of such property if such indebtedness 
would not have been incurred but for such acquisi- 
tion, 

“(III) the indebtedness incurred after the 
acquisition of such property if such indebtedness 
would not have been incurred but for such acquisi- 
tion and the incurrence of such indebtedness was 
reasonably foreseeable at the time of such acquisi- 
tion, and 

“(IV) the extension, renewal, or refinancing 
of an acquisition indebtedness. 

“(5) TREATMENT OF RETAINED DEVELOPMENT RIGHT.— 

“(A) IN GENERAL.—Paragraph (1) shall not apply to 
the value of any development right retained by the donor 
in the conveyance of a qualified conservation easement. 

“(B) TERMINATION OF RETAINED DEVELOPMENT RIGHT.— 
If every person in being who has an interest (whether 
or not in possession) in the land executes an agreement 
to extinguish permanently some or all of any development 
rights (as defined in subparagraph (D)) retained by the 
donor on or before the date for filing the return of the 
tax imposed by section 2001, then any tax imposed by 
section 2001 shall be reduced accordingly. Such agreement 
shall be filed with the return of the tax imposed by section 
2001. The agreement shall be in such form as the Secretary 
shall prescribe. 

“(C) ADDITIONAL TAX.—Any failure to implement the 
agreement described in subparagraph (B) not later than 
the earlier of— 

“(i) the date which is 2 years after the date of 
the decedent’s death, or 

“(ii) the date of the sale of such land subject to 
the qualified conservation easement, 

shall result in the imposition of an additional tax in the 
amount of the tax which would have been due on the 
retained development rights subject to such agreement. 
Such additional tax shall be due and payable on the last 
day of the 6th month following such date. 

“(D) DEVELOPMENT RIGHT DEFINED.—For purposes of 
this paragraph, the term ‘development right’ means any 
right to use the land subject to the qualified conservation 
easement in which such right is retained for any commer- 
cial purpose which is not subordinate to and directly 
supportive of the use of such land as a farm for farming 
purposes (within the meaning of section 2032A(e)(5)). 
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“(6) ELECTION.—The election under this subsection shall 
be made on the return of the tax imposed by section 2001. 
Such an election, once made, shall be irrevocable. 

“(7) CALCULATION OF ESTATE TAX DUE.—An executor mak- 
ing the election described in paragraph (6) shall, for purposes 
of calculating the amount of tax imposed by section 2001, 
include the value of any development right (as defined in para- 
graph (5)) retained by the donor in the conveyance of such 
qualified conservation easement. The computation of tax on 
any retained development right prescribed in this paragraph 
shall be done in such manner and on such forms as the Sec- 
retary shall prescribe. 

“(8) DEFINITIONS.—For purposes of this subsection— 

“(A) LAND SUBJECT TO A QUALIFIED CONSERVATION 
EASEMENT.—The term ‘land subject to a qualified conserva- 
tion easement’ means land— 

“(i) which is located— 

“(I) in or within 25 miles of an area which, 
on the date of the decedent’s death, is a metropoli- 
tan area (as defined by the Office of Management 
and Budget), 

“(II) in or within 25 miles of an area which, 
on the date of the decedent’s death, is a national 
park or wilderness area designated as part of the 
National Wilderness Preservation System (unless 
it is determined by the Secretary that land in 
or within 25 miles of such a park or wilderness 
area is not under significant development pres- 
sure), or 

“(III) in or within 10 miles of an area which, 
on the date of the decedent’s death, is an Urban 
National Forest (as designated by the Forest Serv- 
ice), 

“(ii) which was owned by the decedent or a member 

of the decedent’s family at all times during the 3- 

year period ending on the date of the decedent’s death, 

and 

“(iii) with respect to which a qualified conservation 
easement has been made by an individual described 
in subparagraph (C), as of the date of the election 

described in paragraph (6). 

“(B) QUALIFIED CONSERVATION EASEMENT.—The term 
‘qualified conservation easement’ means a qualified con- 
servation contribution (as defined in section 170(h)(1)) of 
a qualified real property interest (as defined in section 
170(h\(2\(C)), except that clause (iv) of section 170(h)(4)(A) 
shall not apply, and the restriction on the use of such 
interest described in section 170(h)(2)C) shall include a 
prohibition on more than a de minimis use for a commercial 
recreational activity. 

“(C) INDIVIDUAL DESCRIBED.—An individual is 
described in this subparagraph if such individual is— 

“(i) the decedent, 
“(ii) a member of the decedent’s family, 
“(iii) the executor of the decedent’s estate, or 
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“(iv) the trustee of a trust the corpus of which 
includes the land to be subject to the qualified con- 
servation easement. 

“(D) MEMBER OF FAMILY.—The term ‘member of the 
decedent’s family means any member of the family (as 
defined in section 2032A(e)(2)) of the decedent. 

“(9) APPLICATION OF THIS SECTION TO INTERESTS IN PART- 
NERSHIPS, CORPORATIONS, AND TRUSTS.—This section shall apply 
to an interest in a partnership, corporation, or trust if at 
least 30 percent of the entity is owned (directly or indirectly) 
by the decedent, as determined under the rules described in 
section 2033A(e\3).”. 

(b) CARRYOVER BAsis.—Section 1014(a) (relating to basis of 
property acquired from a decedent) is amended by striking “or” 
at the end of paragraphs (1) and (2), by striking the period at 
the end of paragraph (3) and inserting “, or” and by adding at 
the end the following new paragraph: 

“(4) to the extent of the applicability of the exclusion 
described in section 2031(c), the basis in the hands of the 
decedent.”. 

(c) QUALIFIED CONSERVATION CONTRIBUTION IS Not A DISPOSI- 
TION.—Subsection (c) of section 2032A (relating to alternative valu- 
ation method) is amended by adding at the end the following 
new paragraph: 

“(8) QUALIFIED CONSERVATION CONTRIBUTION IS NOT A DIS- 
POSITION.—A qualified conservation contribution (as defined 
in section 170(h)) by gift or otherwise shall not be deemed 
a disposition under subsection (c)(1)(A).”. 

(d) QUALIFIED CONSERVATION CONTRIBUTION WHERE SURFACE 
AND MINERAL RIGHTS ARE SEPARATED.—Section 170(h)(5)(B)ii) 
(relating to special rule) is amended to read as follows: 

“(ii) SPECIAL RULE.—With respect to any contribution of 
property in which the ownership of the surface estate and 
mineral interests has been and remains separated, subpara- 
graph (A) shall be treated as met if the probability of surface 
mining occurring on such property is so remote as to be neg- 


ligible.”. 
(e) EFFECTIVE DATES.— 
26 USC 1014 (1) EXCLUSION.—The amendments made by subsections (a) 
note and (b) shall apply to estates of decedents dying after December 
31, 1997. 
26 USC 170 note (2) EASEMENTS.—The amendments made by subsections 
(c) and (d) shall apply to easements granted after December 
31, 1997. 


Subtitle B—Generation-Skipping Tax 
Provision 


SEC. 511. EXPANSION OF EXCEPTION FROM GENERATION-SKIPPING 
TRANSFER TAX FOR TRANSFERS TO INDIVIDUALS WITH 
DECEASED PARENTS. 


(a) IN GENERAL.—Section 2651 (relating to generation assign- 
ment) is amended by redesignating subsection (e) as subsection 
(f) and by inserting after subsection (d) the following new subsection: 

“(e) SPECIAL RULE FOR PERSONS WITH A DECEASED PARENT.— 
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“(1) IN GENERAL.—For purposes of determining whether 
any transfer is a generation-skipping transfer, if— 

“(A) an individual is a descendant of a parent of the 
transferor (or the transferor’s spouse or former spouse), 
and 

“(B) such individual’s parent who is a lineal descendant 
of the parent of the transferor (or the transferor’s spouse 
or former spouse) is dead at the time the transfer (from 
which an interest of such individual is established or 
derived) is subject to a tax imposed by chapter 11 or 
12 upon the transferor (and if there shall be more than 
1 such time, then at the earliest such time), 

such individual shall be treated as if such individual were 
a member of the generation which is 1 generation below the 
lower of the transferor’s generation or the generation assign- 
ment of the youngest living ancestor of such individual who 
is also a descendant of the parent of the transferor (or the 
transferor’s spouse or former spouse), and the generation 
assignment of any descendant of such individual shall be 
adjusted accordingly. 

“(2) LIMITED APPLICATION OF SUBSECTION TO COLLATERAL 
HEIRS.—This subsection shall not apply with respect to a trans- 
fer to any individual who is not a lineal descendant of the 
transferor (or the transferor’s spouse or former spouse) if, at 
the time of the transfer, such transferor has any living lineal 
descendant.”. 

(b) CONFORMING AMENDMENTS.— 

(1) Section 2612(c) (defining direct skip) is amended by 
striking paragraph (2) and by redesignating paragraph (3) as 
paragraph (2). 

(2) Section 2612(c\(2) (as so redesignated) is amended by 
striking “section 2651(e)(2)” and inserting “section 2651(f)(2)”. 
(c) EFFECTIVE DATE.—The amendments made by this section 26 USC 2612 

shall apply to terminations, distributions, and transfers occurring ote 
after December 31, 1997. 


TITLE VI—EXTENSIONS 


SEC. 601. KESEARCH TAX CREDIT. 


(a) IN GENERAL.—Paragraph (1) of section 41(h) (relating to 
termination) is amended— 

(1) by striking “May 31, 1997” and inserting “June 30, 
1998”, and 

(2) by striking in the last sentence “during the first 11 
months of such taxable year.” and inserting “duririg the 24- 
month period beginning with the first month of such year. 
The 24 months referred to in the preceding sentence shall 
be reduced by the number of full months after June 1996 
(and before the first month of such first taxable year) during 
which the taxpayer paid or incurred any amount which is 
taken into account in determining the credit under this sec- 
tion.”. 
(b) TECHNICAL AMENDMENTS.— 

(1) Subparagraph (B) of section 41(c)(4) is amended to 
read as follows: 
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“(B) ELECTION.—An election under this paragraph shall 
apply to the taxable year for which made and all succeeding 
taxable years unless revoked with the consent of the Sec- 
retary.”. 

(2) Paragraph (1) of section 45C(b) is amended by striking 
“May 31, 1997” and inserting “June 30, 1998”. 
(c) EFFECTIVE DATE.—The amendments made by this section 
shall apply to amounts paid or incurred after May 31, 1997. 


SEC. 602. CONTRIBUTIONS OF STOCK TO PRIVATE FOUNDATIONS. 


(a) IN GENERAL.—Clause (ii) of section 170(e)(5)(D) (relating 
to termination) is amended by striking “May 31, 1997” and inserting 
“June 30, 1998” 

(b) EFFECTIVE DATE.—The amendment made by subsection (a) 
shall apply to contributions made after May 31, 1997. 

SEC. 603. WORK OPPORTUNITY TAX CREDIT. 


(a) EXTENSION.—Subparagraph (B) of section 51(c)(4) (relatin 
to termination) is amended by striking “September 30, 1997” an 
inserting “June 30, 1998”. 

(b) MODIFICATION OF ELIGIBILITY REQUIREMENT BASED ON 
PERIOD ON WELFARE.— 

(1) IN GENERAL.—Subparagraph (A) of section 51(d)(2) 
(defining qualified IV-A recipient) is amended by striking all 
that follows “a IV-A program” and inserting “for any 9 months 
during the 18-month period ending on the hiring date.”. 

(2) CONFORMING AMENDMENT.—Subparagraph (A) of section 
51(d)(3) is amended to read as follows: 

“(A) IN GENERAL.—The term ‘qualified veteran’ means 
any veteran who is certified by the designated local agency 
as being a member of a family receiving assistance under 
a food stamp program under the Food Roos Act of 1977 
for at least a 3-month period ending during the 12-month 

eriod ending on the hiring date.”. 

(c) QUALIFIED SSI RECIPIENTS TREATED AS MEMBERS OF TAR- 
GETED GROUPS.— 

(1) IN GENERAL.—Section 51(d)(1) (relating to members of 
targeted groups) is amended by striking “or” at the end of 
subparagraph (F), by striking the period at the end of subpara- 
graph (G) and inserting “, or”, and by adding at the end the 
following new subparagraph: 

“(H) a qualified SSI recipient.”. 

(2) QUALIFIED SSI RECIPIENTS.—Section 51(d) is amended 
by redesignating paragraphs (9), (10), and (11) as paragraphs 
(10), (11), and (12), respectively, and by inserting after para- 
graph (8) the following new paragraph: 

“(9) QUALIFIED SSI RECIPIENT.—The term ‘qualified SSI 
recipient’ means any individual who is certified by the des- 
ignated local agency as receiving supplemental security income 
benefits under title XVI of the Social Security Act (including 
supplemental security income benefits of the type described 
in section 1616 of such Act or section 212 of Public Law 93- 
66) for any month ending within the 60-day period ending 
on the hiring date.”. 

(d) PERCENTAGE OF WAGES ALLOWED AS CREDIT.— 

(1) IN GENERAL.—Subsection (a) of section 51 (relating to 
determination of amount) is amended by striking “35 percent” 
and inserting “40 percent”. 
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(2) APPLICATION OF CREDIT FOR INDIVIDUALS PERFORMING 

FEWER THAN 400 HOURS OF SERVICES.—Paragraph (3) of section 

51(i) is amended to read as follows: 

“(3) INDIVIDUALS NOT MEETING MINIMUM EMPLOYMENT PERI- 
oDs.— 

“(A) REDUCTION OF CREDIT FOR INDIVIDUALS PERFORM- 
ING FEWER THAN 400 HOURS OF SERVICE.—In the case of 
an individual who has performed at least 120 hours, but 
less than 400 hours, of service for the employer, subsection 
(a) shall be applied by substituting ‘25 percent’ for ‘40 
percent’. 

“(B) DENIAL OF CREDIT FOR INDIVIDUALS PERFORMING 
FEWER THAN 120 HOURS OF SERVICE.—No wages shall be 
taken into account under subsection (a) with respect to 
any individual unless such individual has performed at 
least 120 hours of service for the employer.”. 

(e) EFFECTIVE DATE.—The amendments made by this section 26 USC 51 
shall apply to individuals who begin work for the employer after 
September 30, 1997. 

SEC. 604. ORPHAN DRUG TAX CREDIT. 


(a) IN GENERAL.—Section 45C (relating to clinical testing 
expenses for certain drugs for rare diseases or conditions) is amend- 
ed by striking subsection (e). 

(b) EFFECTIVE DATE.—The amendment made by subsection (a) 26 USC 451 
shall apply to amounts paid or incurred after May 31, 1997 


TITLE VII—INCENTIVES FOR REVITAL- 
IZATION OF THE DISTRICT OF COLUM- 
BIA 


SEC. 701. TAX INCENTIVES FOR REVITALIZATION OF THE DISTRICT 
OF COLUMBIA. 
(a) IN GENERAL.—Chapter 1 is amended by adding at the 
end the following new subchapter: 


“Subchapter W—District of Columbia Enterprise Zone 


“Sec. 1400. Establishment of DC Zone 

“Sec. 1400A. Tax-exempt economic development bonds 

“Sec. 1400B. Zero percent capital gains rate 

“Sec. 1400C. First-time homebuyer credit for District of Columbia 


“SEC. 1400. ESTABLISHMENT OF DC ZONE. 


“(a) IN GENERAL.—For purposes of this title— 

“(1) the applicable DC area is hereby designated as the 
District of Columbia Enterprise Zone, and 

“(2) except as otherwise provided in this subchapter, the 
District of Columbia Enterprise Zone shall be treated as an 
empowerment zone designated under subchapter U. 

“(b) APPLICABLE DC AREA.—For purposes of subsection (a) 
the term ‘applicable DC area’ means the area consisting of— 

“(1) the census tracts located in the District of Columbia 
which are part of an enterprise community designated under 
subchapter U before the date of the enactment of this sub- 
chapter, and 


’ 
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“(2) all other census tracts— 

“(A) which are located in the District of Columbia, 
and 
“(B) for which the poverty rate is not less than than 

20 percent. 

“(c) DISTRICT OF COLUMBIA ENTERPRISE ZONE.—For purposes 
of this subchapter, the terms ‘District of Columbia Enterprise Zone’ 
and ‘DC Zone’ mean the District of Columbia Enterprise Zone 
designated by subsection (a). 

“(d) SPECIAL RULES FOR APPLICATION OF EMPLOYMENT 
CREDIT.— 

“(1) EMPLOYEES WHOSE PRINCIPAL PLACE OF ABODE IS IN 
DISTRICT OF COLUMBIA.—With respect to the DC Zone, section 
1396(d 1B) (relating to empowerment zone employment 
credit) shall be applied by substituting ‘the District of Columbia’ 
for ‘such empowerment zone’. 

“(2) NO DECREASE OF PERCENTAGE IN 2002.—In the case 
of the DC Zone, section 1396 (relating to empowerment zone 

employment credit) shall be applied by substituting “20” for 

“15” in the table contained in section 1396(b). The preceding 

sentence shall apply only with respect to qualified zone employ- 

ees, as defined in section 1396(d), determined by treating no 
area other than the DC Zone as an empowerment zone or 
enterprise community. 

“(e) SPECIAL RULE FOR APPLICATION OF ENTERPRISE ZONE BUSI- 
NESS DEFINITION.—For purposes of this subchapter and for purposes 
of applying subchapter U with respect to the DC Zone, section 
1397B shall be applied without regard to subsections (b)(6) and 
(c\5) thereof. 

“(f) TIME FoR WHICH DESIGNATION APPLICABLE.— 

“(1) IN GENERAL.—The designation made by subsection (a) 
shall apply for the period beginning on January 1, 1998, and 
ending on December 31, 2002. 

“(2) COORDINATION WITH DC ENTERPRISE COMMUNITY DES- 
IGNATED UNDER SUBCHAPTER U.—The designation under sub- 
chapter U of the census tracts referred to in subsection (b)(1) 
as an enterprise community shall terminate on December 31, 
2002. 


“SEC. 1400A. TAX-EXEMPT ECONOMIC DEVELOPMENT BONDS. 


“(a) IN GENERAL.—In the case of the District of Columbia 
Enterprise Zone, subparagraph (A) of section 1394(c\(1) (relating 
to limitation on amount of bonds) shall be applied by substituting 
‘$15,000,000’ for ‘$3,000,000’. 

“(b) PERIOD OF APPLICABILITY.—This section shall apply to 
bonds issued during the period beginning on January 1, 1998, 
and ending on December 31, 2002. 


“SEC. 1400B. ZERO PERCENT CAPITAL GAINS RATE. 


“(a) EXCLUSION.—Gross income shall not include qualified 
capital gain from the sale or exchange of any DC Zone asset held 
for more than 5 years. 

“(b) DC ZONE ASSET.—For purposes of this section— 
“(1) IN GENERAL.—The term ‘DC Zone asset’ means— 
“(A) any DC Zone business stock, 
“(B) any DC Zone partnership interest, and 
“(C) any DC Zone business property. 
“(2) DC ZONE BUSINESS STOCK.— 
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“(A) IN GENERAL.—The term ‘DC Zone business stock’ 
means any stock in a domestic corporation which is origi- 
nally issued after December 31, 1997, if— 

“(i) such stock is acquired by the taxpayer, before 
January 1, 2003, at its original issue (directly or 
through an underwriter) solely in exchange for cash, 

“Gi) as of the time such stock was issued, such 
corporation was a DC Zone business (or, in the case 
of a new corporation, such corporation was being orga- 
nized for purposes of being a DC Zone business), and 

“(iii) during substantially all of the taxpayer’s hold- 
ing period for such stock, such corporation qualified 
as a DC Zone business. 

“(B) REDEMPTIONS.—A rule similar to the rule of sec- 
tion 1202(c\3) shall apply for purposes of this paragraph. 
“(3) DC ZONE PARTNERSHIP INTEREST.—The term ‘DC Zone 

partnership interest’ means any capital or profits interest in 
a domestic partnership which is originally issued after Decem- 
ber 31, 1997, if— 

“(A) such interest is acquired by the taxpayer, before 
January 1, 2003, from the partnership solely in exchange 
for cash, 

“(B) as of the time such interest was acquired, such 
partnership was a DC Zone business (or, in the case of 
a new partnership, such partnership was being organized 
for purposes of being a DC Zone business), and 

“(C) during substantially all of the taxpayer’s holding 
period for such interest, such partnership qualified as a 
DC Zone business. 

A rule similar to the rule of paragraph (2)(B) shall apply 
for purposes of this paragraph. 
“(4) DC ZONE BUSINESS PROPERTY.— 

“(A) IN GENERAL.—The term ‘DC Zone business prop- 
erty’ means tangible property if— 

“(i) such property was acquired by the taxpayer 
by purchase (as defined in section 179(d)(2)) after 
December 31, 1997, and before January 1, 2003, 

“(ii) the original use of such property in the DC 
Zone commences with the taxpayer, and 

“(iii) during substantially all of the taxpayer’s hold- 
ing period for such property, substantially all of the 
use of such property was in a DC Zone business of 
the taxpayer. 

“(B) SPECIAL RULE FOR BUILDINGS WHICH ARE SUBSTAN- 
TIALLY IMPROVED.— 

“(i) IN GENERAL.—The requirements of clauses (i) 
and (ii) of subparagraph (A) shall be treated as met 
with respect to— 

“(I) property which is substantially improved 
by the taxpayer before January 1, 2003, and 

“II) any land on which such property is 
located. 

“(ii) SUBSTANTIAL IMPROVEMENT.—For purposes of 
clause (i), property shall be treated as substantially 
improved by the taxpayer only if, during any 24-month 
period beginning after December 31, 1997, additions 
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to basis with respect to such property in the hands 
of the taxpayer exceed the greater of— 

“(I) an amount equal to the adjusted basis 
of such property at the beginning of such 24-month 
period in the hands of the taxpayer, or 

“(IT) $5,000. 

“(6) TREATMENT OF SUBSEQUENT PURCHASERS, ETC.—The 
term ‘DC Zone asset’ includes any property which would be 
a DC Zone asset but for paragraph (2)(A)(i), (3)(A), or (4)(A)(ii) 
in the hands of the taxpayer if such property was a DC Zone 
asset in the hands of a prior holder. 

“(7) 5-YEAR SAFE HARBOR.—If any property ceases to be 
a DC Zone asset by reason of paragraph (2)A)iii), (3)(C), 
or (4)A)(iii) after the 5-year period beginning on the date 
the taxpayer acquired such property, such property shall con- 
tinue to be treated as meeting the requirements of such para- 
graph; except that the amount of gain to which subsection 
(a) applies on any sale or exchange of such property shall 
not exceed the amount which would be qualified capital gain 
had such property been sold on the date of such cessation. 
“(c) DC ZONE BUSINESS.—For purposes of this section, the 

term ‘DC Zone business’ means any entity which is an enterprise 
zone business (as defined in section 1397B), determined— 

“(1) after the application of section 1400(e), 

“(2) by substituting “80 percent” for “50 percent” in sub- 
sections (b)(2) and (c)(1) of section 1397B, and 

“(3) by treating no area other than the DC Zone as an 
empowerment zone or enterprise community. 

“(d) TREATMENT OF ZONE AS INCLUDING CENSUS TRACTS WITH 
10 PERCENT POVERTY RATE.—For purposes of applying this section 
(and for purposes of applying this subchapter and subchapter U 
with respect to this section), the DC Zone shall be treated as 
including all census tracts— 

“(1) which are located in the District of Columbia, and 

“(2) for which the poverty rate is not less than 10 percent. 
“(e) OTHER DEFINITIONS AND SPECIAL RULES.—For purposes 

of this section— 

“(1) QUALIFIED CAPITAL GAIN.—Except as otherwise pro- 
vided in this subsection, the term ‘qualified capital gain’ means 
any gain recognized on the sale or exchange of— 

“(A) a capital asset, or 
“(B) property used in the trade or business (as defined 

in section 1231(b)). 

“(2) GAIN BEFORE 1998 OR AFTER 2007 NOT QUALIFIED.— 
The term ‘qualified capital gain’ shall not include any gain 
attributable to periods before January 1, 1998, or after Decem- 
ber 31, 2007. 

“(3) CERTAIN GAIN NOT QUALIFIED.—The term ‘qualified 
capital gain’ shall not include any gain which would be treated 
as ordinary income under section 1245 or under section 1250 
if section 1250 applied to all depreciation rather than the 
additional depreciation. 

“(4) INTANGIBLES AND LAND NOT INTEGRAL PART OF DC 
ZONE BUSINESS.—The term ‘qualified capital gain’ shall not 
include any gain which is attributable to real property, or 
an intangible asset, which is not an integral part of a DC 
Zone business. 
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“(5) RELATED PARTY TRANSACTIONS.—The term ‘qualified 
capital gain’ shall not include any gain attributable, directly 
or indirectly, in whole or in part, to a transaction with a 
related person. For purposes of this paragraph, persons are 
related to each other if such persons are described in section 
267(b) or 707(b)(1). 

“(f) CERTAIN OTHER RULES To APPLy.—Rules similar to the 
rules of subsections (g), (h), (i(2), and (j) of section 1202 shall 
apply for purposes of this section. 

“(g) SALES AND EXCHANGES OF INTERESTS IN PARTNERSHIPS 
AND S CORPORATIONS WHICH ARE DC ZONE BUSINESSES.—In the 
case of the sale or exchange of an interest in a partnership, or 
of stock in an S corporation, which was a DC Zone business during 
substantially all of the period the taxpayer held such interest or 
stock, the amount of qualified capital gain shall be determined 
without regard to— 

“(1) any gain which is attributable to real property, or 
an intangible asset, which is not an integral part of a DC 
Zone business, and 

“(2) any gain attributable to periods before January 1, 
1998, or after December 31, 2007. 


“SEC. 1400C. FIRST-TIME HOMEBUYER CREDIT FOR DISTRICT OF 
COLUMBIA. 


“(a) ALLOWANCE OF CREDIT.—In the case of an individual who 
is a first-time homebuyer of a principal residence in the District 
of Columbia during any taxable year, there shall be allowed as 
a credit against the tax imposed by this chapter for the taxable 
year an amount equal to so much of the purchase price of the 
residence as does not exceed $5,000. 

“(b) LIMITATION BASED ON MODIFIED ADJUSTED GROSS 
INCOME.— 

“(1) IN GENERAL.—The amount allowable as a credit under 
subsection (a) (determined without regard to this subsection) 
for the taxable year shall be reduced (but not below zero) 
by the amount which bears the same ratio to the credit so 
allowable as— 

“(A) the excess (if any) of— 

“(i) the taxpayer’s modified adjusted gross income 
for such taxable year, over 

“(ii) $70,000 ($110,000 in the case of a joint return), 
bears to 
“(B) $20,000. 

“(2) MODIFIED ADJUSTED GROSS INCOME.—For purposes of 
paragraph (1), the term ‘modified adjusted gross income’ means 
the adjusted gross income of the taxpayer for the taxable year 
increased by any amount excluded from gross income under 
section 911, 931, or 933. 

“(c) FIRST-TIME HOMEBUYER.—For purposes of this section— 

“(1) IN GENERAL.—The term ‘first-time homebuyer’ has the 
same meaning as when used in section 72(t)(8\D)i), except 
that ‘principal residence in the District of Columbia during 
the 1-year period’ shall be substituted for ‘principal residence 
during the 2-year period’ in subclause (I) thereof. 

“(2) ONE-TIME ONLY.—If an individual is treated as a first- 
time homebuyer with respect to any principal residence, such 
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individual may not be treated as a first-time homebuyer with 

respect to any other principal residence. 

“(3) PRINCIPAL RESIDENCE.—The term ‘principal residence’ 
has the same meaning as when used in section 121. 

“(d) CARRYOVER OF CREDIT.—If the credit allowable under sub- 
section (a) exceeds the limitation imposed by section 26(a) for such 
taxable year reduced by the sum of the credits allowable under 
subpart A of part IV of subchapter A (other than this section), 
such excess shall be carried to the succeeding taxable year and 
added to the credit allowable under subsection (a) for such taxable 
year. 

“(e) SPECIAL RULES.—For purposes of this section— 

“(1) ALLOCATION OF DOLLAR LIMITATION.— 

“(A) MARRIED INDIVIDUALS FILING SEPARATELY.—In the 
case of a married individual filing a separate return, sub- 
section (a) shall be applied by substituting ‘$2,500’ for 
*$5,000’. 

“(B) OTHER TAXPAYERS.—If 2 or more individuals who 
are not married purchase a principal residence, the amount 
of the credit allowed under subsection (a) shall be allocated 
among such individuals in such manner as the Secretary 
may prescribe, except that the total amount of the credits 
allowed to all such individuals shall not exceed $5,000. 
“(2) PURCHASE.— 

“(A) IN GENERAL.—The term ‘purchase’ means any 
acquisition, but only if— 

“(i) the property is not acquired from a person 
whose relationship to the person acquiring it would 

result in the disallowance of losses under section 267 

or 707(b) (but, in applying section 267 (b) and (c) 

for purposes of this section, paragraph (4) of section 

267(c) shall be treated as providing that the family 

of an individual shall include only his spouse, ances- 

tors, and lineal descendants), and 
“(ii) the basis of the property in the hands of 
the person acquiring it is not determined— 

“(I) in whole or in part by reference to the 
adjusted basis of such property in the hands of 
the person from whom acquired, or 

“(II) under section 1014(a) (relating to property 
acquired from a decedent). 

“(B) CONSTRUCTION.—A residence which is constructed 
by the taxpayer shall be treated as purchased by the tax- 
payer. 

“(3) PURCHASE PRICE.—The term ‘purchase price’ means 
the adjusted basis of the principal residence on the date of 
acquisition (within the meaning of section 72(t)(8)(D)(iii)). 

“(f) REPORTING.—If the Secretary requires information reporting 
under section 6045 by a person described in subsection (e)(2) thereof 
to verify the eligibility of taxpayers for the credit allowable by 
~ section, the exception provided by section 6045(e)(5) shall not 
apply. 

“(g) CREDIT TREATED AS NONREFUNDABLE PERSONAL CREDIT.— 
For purposes of this title, the credit allowed by this section shall 
be treated as a credit allowable under subpart A of part IV of 
subchapter A of this chapter. 
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“(h) BASIS ADJUSTMENT.—For purposes of this subtitle, if a 
credit is allowed under this section with respect to the purchase 
of any residence, the basis of such residence shall be reduced 
by the amount of the credit so allowed. 

“(i) TERMINATION.—This section shall not apply to any property 
purchased after December 31, 2000.”. 

(b) CONFORMING AMENDMENTS.— 

(1) Subsection (d) of section 39 is amended by adding 
at the end the following new paragraph: 

“(8) NO CARRYBACK OF DC ZONE CREDITS BEFORE EFFECTIVE 
DATE.—No portion of the unused business credit for any taxable 
year which is attributable to the credits allowable under sub- 
chapter U by reason of section 1400 may be carried back 
to a taxable year ending before the date of the enactment 
of section 1400.”. 

(2) Subsection (a) of section 1016 is amended by striking 
“and” at the end of paragraph (25), by striking the period 
at the end of paragraph (26) and inserting “, and”, and by 
adding at the end thereof the following new paragraph: 

“(27) in the case of a residence with respect to which 
a credit was allowed under section 1400C, to the extent pro- 
vided in section 1400C(h).”. 

(c) CLERICAL AMENDMENT.—The table of subchapters for chap- 
ter 1 is amended by adding at the end the following new item: 


“Subchapter W. District of Columbia Enterprise Zone.” 


(d) EFFECTIVE DATE.—Except as provided in subsection (c), 26 USC 39 note 
the amendments made by this section shall take effect on the 
date of the enactment of this Act. 


TITLE VIII—WELFARE-TO-WORK 
INCENTIVES 


SEC. 801. INCENTIVES FOR EMPLOYING LONG-TERM FAMILY ASSIST- 
ANCE RECIPIENTS. 


(a) IN GENERAL.—Subpart F of part IV of subchapter A of 
chapter 1 is amended by inserting after section 51 the following 
new section: 


“SEC. 51A. TEMPORARY INCENTIVES FOR EMPLOYING LONG-TERM 
FAMILY ASSISTANCE RECIPIENTS. 


“(a) DETERMINATION OF AMOUNT.—For purposes of section 38, 
the amount of the welfare-to-work credit determined under this 
section for the taxable year shall be equal to— 

“(1) 35 percent of the qualified first-year wages for such 
year, and 

“(2) 50 percent of the qualified second-year wages for such 
year. 

“(b) QUALIFIED WAGES DEFINED.—For purposes of this section— 

“(1) IN GENERAL.—The term ‘qualified wages’ means the 
wages paid or incurred by the employer during the taxable 
year to individuals who are long-term family assistance recipi- 
ents. 

“(2) QUALIFIED FIRST-YEAR WAGES.—The term ‘qualified 
first-year wages’ means, with respect to any individual, quali- 
fied wages attributable to service rendered during the l-year 
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period beginning with the day the individual begins work for 
the employer. 

“(3) QUALIFIED SECOND-YEAR WAGES.—The term ‘qualified 
second-year wages’ means, with respect to any individual, quali- 
fied wages attributable to service rendered during the l-year 
period beginning on the day after the last day of the l-year 
period with respect to such individual determined under para- 
graph (2) 

“(4) ONLY FIRST $10,000 OF WAGES PER YEAR TAKEN INTO 
ACCOUNT.—The amount of the qualified first-year wages, and 
the amount of qualified second-year wages, which may be taken 
into account with respect to any individual shall not exceed 
$10,000 per year. 

“(5) WAGES.— 

“(A) IN GENERAL.—The term ‘wages’ has the meaning 
given such term by section 5l(c), without regard to para- 
graph (4) thereof. 

“(B) CERTAIN AMOUNTS TREATED AS WAGES.—The term 
‘wages’ includes amounts paid or incurred by the employer 
which are excludable from such recipient’s gross income 
under— 

“(i) section 105 (relating to amounts received under 
accident and health plans), 

“Gii) section 106 (relating to contributions by 
employer to accident and health plans), 

“(ili) section 127 (relating to educational assistance 
programs) or would be so excludable but for section 

127(d), but only to the extent paid or incurred to a 

person not related to the employer, or 

“(iv) section 129 (relating to dependent care assist- 
ance programs). 

The amount treated as wages by clause (i) or (ii) for any 

period shall be based on the reasonable cost of coverage 

for the period, but shall not exceed the applicable premium 
for the period under section 4980B(f)(4). 

“(C) SPECIAL RULES FOR AGRICULTURAL AND RAILWAY 
LABOR.—If such recipient is an employee to whom subpara- 
graph (A) or (B) of section 51(h)(1) applies, rules similar 
to the rules of such subparagraphs shall apply except that— 

“(i) such subparagraph (A) shall be applied by 
substituting ‘$10,000’ for ‘$6,000’, and 
“(ii) such subparagraph (B) shall be applied by 
substituting ‘$833.33’ for ‘$500’. 
“(c) LONG-TERM FAMILY ASSISTANCE RECIPIENTS.—For purposes 


of this section— 





“(1) IN GENERAL.—The term ‘long-term family assistance 
recipient’ means any individual who is certified by the des- 
ignated local agency (as defined in section 51(d)(10))— 

“(A) as being a member of a family receiving assistance 
under a IV-A program (as defined in section 51(d)(2)(B)) 
for at least the 18-month period ending on the hiring 
date, 

“(B)i) as being a member of a family receiving such 
assistance for 18 months beginning after the date of the 
enactment of this section, and 
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“(ii) as having a hiring date which is not more than 
2 years after the end of the earliest such 18-month period, 
or 
“(C)Gi) as being a member of a family which ceased 
to be eligible after the date of the enactment of this section 
for such assistance by reason of any limitation imposed 
by Federal or State law on the maximum period such 
assistance is payable to a family, and 
‘(ii) as having a hiring date which is not more than 
2 years after the date of such cessation. 
“(2) HIRING DATE.—The term ‘hiring date’ has the meaning 
given such term by section 51(d) 
‘(d) CERTAIN RULES TO APPLY.— 
‘(1) IN GENERAL.—Rules similar to the rules of section 
52, _ subsections (d)(11), (f), (g), (i) (as in effect on the 
day before the date of the enactment of the Taxpayer Relief 
Act of 1997), (j), and (k) of section 51, shali apply for purposes 
if this section. 
‘(2) CREDIT TO BE PART OF GENERAL BUSINESS CREDIT, 
TC.—References to section 51 in section 38(b), 280C(a), and 
1396(c\3) shall be treated as including references to this sec- 
tion 
“(e) COORDINATION WITH WORK OPPORTUNITY CREDIT.—If a 
credit is allowed under this section to an employer with respect 
to an individual for any taxable year, then for purposes of applying 
section 51 to such employer, such individual shall not be treated 
as a ms mber of a targeted group for such taxable year 
) TERMINATION.—This section shall not apply to individuals 
who ‘ gin work for the « e mplo yer after April 30, 1999.”. 
b) CLERICAL AMENDMENT.—The table of sections for subpart 
F of part IV of subchapter A of chapter 1 is amended by inserting 
ifter the item relating to section 51 the following new item: 
Sec. 51A. Temporary incentives for employing long-term family assistance 
recipients 
c) EFFECTIVE DATE.—The amendments made by this section 
shall apply to individuals who begin work for the employer after 
December 31, 1997. 


TITLE IX—MISCELLANEOUS 
PROVISIONS 


Subtitle A—Provisions Relating to Excise 
Taxes 


SEC. 901. GENERAL REVENUE PORTION OF HIGHWAY MOTOR FUELS 
TAXES DEPOSITED INTO HIGHWAY TRUST FUND. 


a) IN GENERAL.—Paragraph (4) of section 9503(b) (relating 
to certain additional taxes not transferred to Highway Trust Fund) 
is amended to read as follows: 

“(4) CERTAIN TAXES NOT TRANSFERRED TO HIGHWAY TRUST 
FUND.—For purposes of paragraphs (1) and (2), there shall 
not be taken into account the taxes imposed by— 

“(A) section 4041(d), 


1 
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“(B) section 4081 to the extent attributable to the 
rate specified in section 4081(a\(2\(B), 

“(C) section 4041 or 4081 to the extent attributable 
to fuel used in a train, 

“(D) in the case of fuels used as described in paragraph 
(4D), (5B), or (6)(D) of subsection (c), section 4041 or 
4081— 

“(i) with respect to so much of the rate of tax 
on gasoline or special motor fuels as exceeds 11.5 cents 
per gallon, and 

“(ii) with respect to so much of the rate of tax 
on diesel fuel or kerosene as exceeds 17.5 cents per 
gallon, 

“(E) in the case of fuels described in section 
4041(b\2)A), 4041(k), or 4081(c), section 4041 or 4081 
before October 1, 1999, with respect to a rate equal to 
2.5 cents per gallon, or 

“(F) in the case of fuels described in section 4081(c)(2), 
such section before October 1, 1999, with respect to a 
rate equal to 2.8 cents per gallon.”. 

(b) Mass TRANSIT PORTION.—Section 9503(eX2) (relating to 


transfers to Mass Transit Account) is amended by striking “2 cents” 
and inserting “2.85 cents”. 


(c) LIMITATION ON EXPENDITURES.—Subsection (c) of section 


9503 is amended by adding at the end the following new paragraph: 


26 USC 6302 


“(7) LIMITATION ON EXPENDITURES.—Notwithstanding any 
other provision of law, in calculating amounts under section 
157(a) of title 23, United States Code, and sections 1013(c), 
1015(a), and 1015(b) of the Intermodal Surface Transportation 
Efficiency Act of 1991 (Public Law 102-240; 105 Stat. 1914), 
deposits in the Highway Trust Fund resulting from the amend- 
ments made by the Taxpayer Relief Act of 1997 shall not 
be taken into account.”. 

(d) TECHNICAL AMENDMENTS.— 

(1) Section 9503 is amended by striking subsection (f). 

(2) The last sentence of subparagraph (A) of section 
9503(cX2) is amended by striking “by taking into account only 
the Highway Trust Fund financing rate applicable to any fuel” 
and inserting “by taking into account only the portion of the 
taxes which are deposited into the Highway Trust Fund”. 

(3) Paragraphs (4)(D), (5B), and (6)(D) of section 9503(c) 
are each amended by striking “attributable to the Highway 
Trust Fund financing rate” and inserting “deposited into the 
Highway Trust Fund”. 

(e) DELAYED DEPOSITS OF HIGHWAY MOTOR FUEL TAX REVE- 


note. NUES.—Notwithstanding section 6302 of the Internal Revenue Code 
of 1986, in the case of deposits of taxes imposed by sections 4041 
and 4081 (other than subsection (a)(2)A\ii)) of the Internal Reve- 
nue Code of 1986, the due date for any deposit which would (but 
for this subsection) be required to be made after July 31, 1998, 
and before October 1, 1998, shall be October 5, 1998. 


26 USC 9503 


(f) EFFECTIVE DATE.—The amendments made by this section 


note shall apply to taxes received in the Treasury after September 30, 
1997. 
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SEC. 902. REPEAL OF TAX ON DIESEL FUEL USED IN RECREATIONAL 
BOATS. 
(a) IN GENERAL.—Subparagraph (B) of section 6421(e)(2) (defin- 
ing off-highway business use) is amended by striking clauses (iii) 
and (iv). 
(b) CONFORMING AMENDMENTS.— 
(1) Subparagraph (A) of section 4041(a)(1) is amended— 
(A) by striking “, a diesel-powered train, or a diesel- 
powered boat” each place it appears and inserting “or a 
diesel-powered train”, and 
(B) by striking “vehicle, train, or boat” and inserting 
“vehicle or train”. 
(2) Paragraph (1) of section 4041(a) is amended by striking 
subparagraph (D). 
(3) Paragraph (3) of section 4083(a) is amended by striking 
“a diesel-powered train, or a diesel-powered boat” and insert- 
ing “or a diesel-powered train”. 
(c) EFFECTIVE DATE.—The amendments made by this section 26 USC 4041 


shall take effect on January 1, 1998. note 
SEC. 903. CONTINUED APPLICATION OF TAX ON IMPORTED RECYCLED 
HALON-1211. 


(a) IN GENERAL.—Paragraph (1) of section 4682(d) is amended 
by striking “recycled halon” and inserting “recycled Halon-1301 
or recycled Halon-2402”. 

(b) EFFECTIVE DATE.—The amendment made by subsection (a) 26 USC 4682 
shall take effect on the date of the enactment of this Act. note 


SEC. 904. UNIFORM RATE OF TAX ON VACCINES. 


(a) IN GENERAL.—Subsection (b) of section 4131 is amended 
to read as follows: 
“(b) AMOUNT OF TAx.— 

“(1) IN GENERAL.—The amount of the tax imposed by sub- 
section (a) shall be 75 cents per dose of any taxable vaccine. 

“(2) COMBINATIONS OF VACCINES.—If any taxable vaccine 
is described in more than 1 subparagraph of section 4132(a)(1), 
the amount of the tax imposed by subsection (a) on such vaccine 
shall be the sum of the amounts for the vaccines which are 
so included.”. 

(b) TAXABLE VACCINES.—Paragraph (1) of section 4132(a) is 
amended to read as follows: 

“(1) TAXABLE VACCINE.—The term ‘taxable vaccine’ means 
any of the following vaccines which are manufactured or pro- 
duced in the United States or entered into the United States 
for consumption, use, or warehousing: 

“(A) Any vaccine containing diphtheria toxoid. 

“(B) Any vaccine containing tetanus toxoid. 

“(C) Any vaccine containing pertussis bacteria, 
extracted or partial cell bacteria, or specific pertussis anti- 
gens. 

“(D) Any vaccine against measles. 

“(E) Any vaccine against mumps. 

“(F) Any vaccine against rubella. 

“(G) Any vaccine containing polio virus. 

“(H) Any HIB vaccine. 

“(I) Any vaccine against hepatitis B. 

“(J) Any vaccine against chicken pox.”. 


*art | 
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(c) CONFORMING AMENDMENT.—Subsection (a) of section 4132 
is amended by striking paragraphs (2), (3), (4), and (5) and by 
redesignating paragraphs (6) through (8) as paragraphs (2) through 
(4), respectively. 


26 USC 4131 (d) EFFECTIVE DATE.—The amendments made by this section 

note shall take effect on the day after the date of the enactment of 
this Act 

26 USC 4132 (e) LIMITATION ON CERTAIN CREDITS OR REFUNDS.—For pur- 


poses of applying section 4132(b) of the Internal Revenue Code 

of 1986 with respect to any claim for credit or refund filed before 

January 1, 1999, the amount of tax taken into account shall not 

exceed the tax computed under the rate in effect on the day after 

the date of the enactment of this Act. 

SEC. 905. OPERATORS OF MULTIPLE GASOLINE RETAIL OUTLETS 
TREATED AS WHOLESALE DISTRIBUTOR FOR REFUND 
PURPOSES. 


(a) IN GENERAL.—Subparagraph (B) of section 6416(a)(4) (defin- 
ing wholesale distributor) is amended by adding at the end the 
following new sentence: “Such term includes any person who makes 
retail sales of gasoline at 10 or more retail motor fuel outlets.” 

26 USC 6416 (b) EFFECTIVE DATE.—The amendment made by subsection (a) 
note shall apply to sales after the date of the enactment of this Act. 


SEC. 906. EXEMPTION OF ELECTRIC AND OTHER CLEAN-FUEL MOTOR 
VEHICLES FROM LUXURY AUTOMOBILE CLASSIFICATION. 


(a) IN GENERAL.—Subsection (a) of section 4001 (relating to 
imposition of tax) is amended to read as follows: 
“(a) IMPOSITION OF TAX.— 

“(1) IN GENERAL.—There is hereby imposed on the lst 
retail sale of any passenger vehicle a tax equal to 10 percent 
of the price for which so sold to the extent such price exceeds 
the applicable amount. 

“(2) APPLICABLE AMOUNT.— 

“(A) IN GENERAL.—Except as provided in subpara- 
graphs (B) and (C), the applicable amount is $30,000. 

“(B) QUALIFIED CLEAN-FUEL VEHICLE PROPERTY.—In the 
case of a passenger vehicle which is propelled by a fuel 
which is not a clean-burning fuel and to which is installed 
qualified clean-fuel vehicle property (as defined in section 
179A(c)(1)A)) for purposes of permitting such vehicle to 
be propelled by a clean-burning fuel, the applicable amount 
is equal to the sum of— 

“(i) the dollar amount in effect under subparagraph 
(A), plus 

“(ii) the increase in the price for which the pas- 
senger vehicle was sold (within the meaning of section 
4002) due to the installation of such property. 

“(C) PURPOSE BUILT PASSENGER VEHICLE.— 

“(i) IN GENERAL.—In the case of a purpose built 
passenger vehicle, the applicable amount is equal to 
150 percent of the dollar amount in effect under 
subparagraph (A). 

“(ii) PURPOSE BUILT PASSENGER VEHICLE.—For pur- 
poses of clause (i), the term ‘purpose built passenger 
vehicle’ means a passenger vehicle produced by an 
original equipment manufacturer and designed so that 
the vehicle may be propelled primarily by electricity.”. 
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(b) CONFORMING AMENDMENTS.— 

(1) Subsection (e) of section 4001 (relating to inflation 
adjustment) is amended by striking “and section 4003(a)”. 

(2) Subsection (f) of section 4001 (relating to phasedown) 
is amended by striking “subsection (a)” and inserting “sub- 
section (a)(1)”. 

(3) Subparagraph (A) of section 4003(a)(1) is amended by 
inserting “(other than property described in_ section 
4001(a)(2)(B))” after “part or accessory”. 

(4) Subparagraph (B) of section 4003(a)(2) is amended to 
read as follows: 

“(B) the appropriate applicable amount as determined 

under section 4001(a)(2).”. 

(c) EFFECTIVE DATE.—The amendments made by this section 26 USC 4001 
shall apply to sales and installations occurring after the date of note 
the enactment of this Act. 


SEC. 907. RATE OF TAX ON CERTAIN SPECIAL FUELS DETERMINED 
ON BASIS OF BTU EQUIVALENCY WITH GASOLINE. 


(a) SPECIAL MOTOR FUELS.— 

(1) IN GENERAL.—Paragraph (2) of section 4041(a) (relating 
to special motor fuels) is amended to read as follows: 

“(2) SPECIAL MOTOR FUELS.— 

“(A) IN GENERAL.—There is hereby imposed a tax on 
any liquid (other than kerosene, gas oil, fuel oil, or any 
product taxable under section 4081)— 

“(i) sold by any person to an owner, lessee, or 
other operator of a motor vehicle or motorboat for 
use as a fuel in such motor vehicle or motorboat, or 

“ii) used by any person as a fuel in a motor 
vehicle or motorboat unless there was a taxable sale 
of such liquid under clause (i). 

“(B) RATE OF TAX.—The rate of the tax imposed by 
this paragraph shall be— 

“(i) except as otherwise provided in this subpara- 
graph, the rate of tax specified in _ section 
4081(a)(2)(A)(i) which is in effect at the time of such 
sale or use, 

“(ii) 13.6 cents per gallon in the case of liquefied 
petroleum gas, and 

“(ili) 11.9 cents per gallon in the case of liquefied 
natural gas. 

In the case of any sale or use after September 30, 1999, 

clause (ii) shall be applied by substituting ‘3.2 cents’ for 

‘13.6 cents’, and clause (iii) shall be applied by substituting 

‘2.8 cents’ for ‘11.9 cents’.”. 

(2) CONFORMING AMENDMENT.—Paragraph (1) of section 
4041(d) is amended by inserting “and other than liquefied natu- 
ral gas” after “liquefied petroleum gas”. 

(b) METHANOL FUEL PRODUCED FROM NATURAL GAS.—Subpara- 
graph (A) of section 4041(m)(1) is amended to read as follows: 

“(A) the rate of the tax imposed by subsection (a)(2) 
shall be— 

“(i) after September 30, 1997, and before October 
1, 1999— 
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“(I) in the case of fuel none of the alcohol 
in which consists of ethanol, 9.15 cents per gallon, 
and 

“(II) in any other case, 11.3 cents per gallon, 
and 
“(ii) after September 30, 1999— 

“(I) in the case of fuel none of the alcohol 
in which consists of ethanol, 2.15 cents per gallon, 


and 
“(II) in any other case, 4.3 cents per gallon, 
and” 
26 USC 4041 (c) EFFECTIVE DATE.—The amendments made by this section 
note shall take effect on October 1, 1997. 


SEC. 908. MODIFICATION OF TAX TREATMENT OF HARD CIDER. 


(a) HARD CIDER CONTAINING LESS THAN 7 PERCENT ALCOHOL 
TAXED AS WINE.—Subsection (b) of section 5041 (relating to imposi- 
tion and rate of tax) is amended by striking “and” at the end 
of paragraph (4), by striking the period at the end of paragraph 
(5) and inserting “; and”, and by adding at the end the following 
new paragraph: 

“(6) On hard cider derived primarily from apples or apple 
concentrate and water, containing no other fruit product, and 
containing at least one-half of 1 percent and less than 7 percent 
alcohol by volume, 22.6 cents per wine gallon.”. 

(b) APPLICATION OF SMALL PRODUCER CREDIT.—Paragraph (1) 
of section 5041(c) (relating to credit for small domestic producers) 
is amended by adding at the end the following new sentence: 
“In the case of wine described in subsection (b)(6), the preceding 
sentence shall be applied by substituting ‘5.6 cents’ for ‘90 cents’.”. 

26 USC 5041 (c) EFFECTIVE DATE.—The amendments made by this section 
note shall take effect on October 1, 1997. 


SEC. 909. STUDY OF FEASIBILITY OF MOVING COLLECTION POINT FOR 
DISTILLED SPIRITS EXCISE TAX. 


(a) IN GENERAL.—The Secretary of the Treasury or his delegate 
shall conduct a study of options for changing the event on which 
the tax imposed by section 5001 of the Internal Revenue Code 
of 1986 is determined. One such option which shall be studied 
is determining such tax on removal from registered wholesale ware- 
houses. In studying each such option, such Secretary shall focus 
on administrative issues including— 

(1) tax compliance, 
(2) the number of taxpayers required to pay the tax, 
(3) the types of financial responsibility requirements that 
might be required, and 
(4) special requirements regarding segregation of non-tax- 
paid distilled spirits from other products. 
Such study shall review the effects of each such option on the 
Department of the Treasury (including staffing and other demands 
on budgetary resources) and the change in the period between 
the time such tax is currently paid and the time such tax would 
be paid under each such option. 

(b) REPoRT.—The report of such study shall be submitted to 
the Committee on Finance of the Senate and the Committee on 
Ways and Means of the House of Representatives not later than 
March 31, 1998. 
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SEC. 910. CLARIFICATION OF AUTHORITY TO USE SEMI-GENERIC DES- 
IGNATIONS ON WINE LABELS. 


(a) IN GENERAL.—Section 5388 (relating to designation of wines) 
is amended by adding at the end the following new subsection: 
“(c) USE OF SEMI-GENERIC DESIGNATIONS.— 

“(1) IN GENERAL.—Semi-generic designations may be used 
to designate wines of an origin other than that indicated by 
such name only if— 

“(A) there appears in direct conjunction therewith an 
appropriate appellation of origin disclosing the true place 
of origin of the wine, and 

“(B) the wine so designated conforms to the standard 
of identity, if any, for such wine contained in the regula- 
tions under this section or, if there is no such standard, 
to the trade understanding of such class or type. 

“(2) DETERMINATION OF WHETHER NAME IS SEMI-GENERIC.— 

“(A) IN GENERAL.—Except as provided in subparagraph 
(B), a name of geographic significance, which is also the 
designation of a class or type of wine, shall be deemed 
to have become semi-generic only if so found by the Sec- 
retary. 

“(B) CERTAIN NAMES TREATED AS SEMI-GENERIC.—The 
following names shall be treated as semi-generic: Angelica, 
Burgundy, Claret, Chablis, Champagne, Chianti, Malaga, 
Marsala, Madeira, Moselle, Port, Rhine Wine or Hock, Sau- 
terne, Haut Sauterne, Sherry, Tokay.”. 

(b) EFFECTIVE DATE.—The amendment made by this section 26 USC 5388 
shall take effect on the date of the enactment of this Act. note. 


Subtitle B—Revisions Relating to Disasters 


SEC. 911. AUTHORITY TO POSTPONE CERTAIN TAX-RELATED DEAD- 
LINES BY REASON OF PRESIDENTIALLY DECLARED 
DISASTER. 


(a) IN GENERAL.—Chapter 77 is amended by inserting after 
section 7508 the following new section: 


“SEC. 7508A. AUTHORITY TO POSTPONE CERTAIN TAX-RELATED DEAD- 
LINES BY REASON OF PRESIDENTIALLY DECLARED 
DISASTER. 


“(a) IN GENERAL.—In the case of a taxpayer determined by 
the Secretary to be affected by a Presidentially declared disaster 
(as defined by section 1033(h)(3)), the Secretary may prescribe 
regulations under which a period of up to 90 days may be dis- 
regarded in determining, under the internal revenue laws, in respect 
of any tax liability (including any penalty, additional amount, or 
addition to the tax) of such taxpayer— 

“(1) whether any of the acts described in paragraph (1) 
of section 7508(a) were performed within the time prescribed 
therefor, and 

“(2) the amount of any credit or refund. 

“(b) INTEREST ON OVERPAYMENTS AND UNDERPAYMENTS.—Sub- 
section (a) shall not apply for the purpose of determining interest 
on any overpayment or underpayment.”. 
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(b) CLERICAL AMENDMENT.—The table of sections for chapter 
77 is amended by inserting after the item relating to section 7508 
the following new item: 
“Sec. 7508A. Authority to postpone certain tax-related deadlines by reason 
of presidentially declared disaster.” 


26 USC 7508A (c) EFFECTIVE DATE.—The amendments made by this section 
note shall apply with respect to any period for performing an act that 
has not expired before the date of the enactment of this Act. 


SEC. 912. USE OF CERTAIN APPRAISALS TO ESTABLISH AMOUNT OF 
DISASTER LOSS. 


(a) IN GENERAL.—Subsection (i) of section 165 is amended 
by adding at the end the following new paragraph: 

“(4) USE OF DISASTER LOAN APPRAISALS TO ESTABLISH 
AMOUNT OF LOSS.—Nothing in this title shall be construed 
to prohibit the Secretary from prescribing regulations or other 
guidance under which an appraisal for the purpose of obtainin 
a loan of Federal funds or a loan guarantee ‘fon the Federa 
Government as a result of a Presidentially declared disaster 
(as defined by section 1033(h)(3)) may be used to establish 
the amount of any loss described in paragraph (1) or (2).”. 

26 USC 165 note (b) EFFECTIVE DATE.—The amendment made by subsection (a) 
shall take effect on the date of the enactment of this Act. 


SEC. 913. TREATMENT OF LIVESTOCK SOLD ON ACCOUNT OF 
WEATHER-RELATED CONDITIONS. 


(a) DEFERRAL OF INCOME INCLUSION.—Subsection (e) of section 
451 (relating to special rules for proceeds from livestock sold on 
account of drought) is amended— 

(1) by striking “drought conditions, and that these drought 
conditions” in paragraph (1) and inserting “drought, flood, or 
other weather-related conditions, and that such conditions”; 
and 

(2) by inserting “, FLOOD, OR OTHER WEATHER-RELATED 
CONDITIONS” after “DROUGHT” in the subsection heading. 

(b) INVOLUNTARY CONVERSIONS.—Subsection (e) of section 1033 
(relating to livestock sold on account of drought) is amended— 

(1) by inserting “, flood, or other weather-related conditions” 
before the period at the end thereof; and 

(2) by ae “| FLOOD, OR OTHER WEATHER-RELATED 
CONDITIONS” after “DROUGHT” in the subsection heading. 

26 USC 451 note (c) EFFECTIVE DATE.—The amendments made by this section 
shall apply to sales and exchanges after December 31, 1996. 


SEC. 914. MORTGAGE FINANCING FOR RESIDENCES LOCATED IN 
DISASTER AREAS. 


Subsection (k) of section 143 (relating to mortgage revenue 
bonds; qualified mortgage bond and qualified veteran’s mortgage 
bond) is amended by ane at the end the following new paragraph: 

“(11) SPECIAL RULES FOR RESIDENCES LOCATED IN DISASTER 

AREAS.—In the case of a residence located in an area determined 

by the President to warrant assistance from the Federal 

Government under the Robert T. Stafford Disaster Relief and 

Emergency Assistance Act (as in effect on the date of the 

enactment of the Taxpayer Relief Act of 1997), this section 

shall be applied with the following modifications to financing 
provided with respect to such residence within 2 years after 
the date of the disaster declaration: 
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“(A) Subsection (d) (relating to 3-year requirement) 
shall not apply. 
“(B) Selantiee (e) and (f) (relating to purchase price 
requirement and income requirement) shall be applied as 
if such residence were a targeted area residence. 
The preceding sentence shall apply only with respect to bonds Effective date 
issued after December 31, 1996, and before January 1, 1999.”. 


SEC. 915. ABATEMENT OF INTEREST ON UNDERPAYMENTS BY TAX- 
PAYERS IN PRESIDENTIALLY DECLARED DISASTER 
AREAS. 


(a) IN GENERAL.—If the Secretary of the Treasury extends 26 USC 7508A 
for any period the time for filing income tax returns under section note 
6081 of the Internal Revenue Code of 1986 and the time for paying 
income tax with respect to such returns under section 6161 of 
such Code (and waives any penalties relating to the failure to 
so file or so pay) for any individual located in a Presidentially 
declared disaster area, the Secretary shall, notwithstanding section 
7508A(b) of such Code, abate for such period the assessment of 
any interest prescribed under section 6601 of such Code on such 
income tax. 

(b) PRESIDENTIALLY DECLARED DISASTER AREA.—For purposes 
of subsection (a), the term “Presidentially declared disaster area” 
means, with respect to any individual, any area which the President 
has determined during 1997 warrants assistance by the Federal 
Government under the Robert T. Stafford Disaster Relief and Emer- 
gency Assistance Act. 

(c) INDIVIDUAL.—For purposes of this section, the term “individ- 
ual” shall not include any estate or trust. 

(d) EFFECTIVE DATE.—This section shall apply to disasters 
declared after December 31, 1996. 


Subtitle C—Provisions Relating to 
Employment Taxes 


SEC. 921. CLARIFICATION OF STANDARD TO BE USED IN DETERMINING 26 USC 3121 
EMPLOYMENT TAX STATUS OF SECURITIES BROKERS. note. 


(a) IN GENERAL.—In determining for purposes of the Internal 
Revenue Code of 1986 whether a registered representative of a 
securities broker-dealer is an employee (as defined in section 3121(d) 
of the Internal Revenue Code of 1986), no weight shall be given 
to instructions from the service recipient which are imposed only 
in compliance with investor protection standards imposed by the 
Toier Government, any State government, or a governing body 
pursuant to a delegation by a Federal or State agency. 

(b) EFFECTIVE DATE.—Subsection (a) shall apply to services 
performed after December 31, 1997. 


SEC. 922. CLARIFICATION OF EXEMPTION FROM SELF-EMPLOYMENT 
TAX FOR CERTAIN TERMINATION PAYMENTS RECEIVED 
BY FORMER INSURANCE SALESMEN. 


(a) INTERNAL REVENUE CODE.—Section 1402 (relating to defini- 
tions) is amended by adding at the end the following new subsection: 
“(k) CODIFICATION OF TREATMENT OF CERTAIN TERMINATION 
PAYMENTS RECEIVED BY FORMER INSURANCE SALESMEN.—Nothing 
in subsection (a) shall be construed as including in the net earnings 
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from self-employment of an individual any amount received during 
the taxable year from an insurance company on account of services 
performed by such individual as an insurance salesman for such 
company if— 

“(1) such amount is received after termination of such 
individual’s agreement to perform such services for such com- 
pany, 

“(2) such individual performs no services for such company 
after such termination and before the close of such taxable 
year, 

“(3) such individual enters into a covenant not to compete 
against such company which applies to at least the l-year 
period beginning on the date of such termination, and 

“(4) the amount of such payment— 

“(A) depends primarily on policies sold by or credited 
to the account of such individual during the last year 
of such agreement or the extent to which such policies 
remain in force for some period after such termination, 
or both, and 

“(B) does not depend to any extent on length of service 
or overall earnings from services performed for such com- 
pany (without regard to whether eligibility for payment 
depends on length of service).”. 

(b) SociAL SEcuRITY AcT.—Section 211 of the Social Security 
42 USC 411 Act is amended by adding at the end the following new subsection: 


“Codification of Treatment of Certain Termination Payments 
Received by Former Insurance Salesmen 


“) Nothing in subsection (a) shall be construed as including 
in the net earnings from self-employment of an individual any 
amount received during the taxable year from an insurance com- 
pany on account of services performed by such individual as an 
insurance salesman for such company if— 

“(1) such amount is received after termination of such 
individual’s agreement to perform such services for such com- 
pany, 

“(2) such individual performs no services for such company 
after such termination and before the close of such taxable 
year, 

“(3) such individual enters into a covenant not to compete 
against such company which applies to at least the 1-year 
period beginning on the date of such termination, and 

“(4) the amount of such payment— 

“(A) depends primarily on policies sold by or credited 
to the account of such individual during the last year 
of such agreement or the extent to which such policies 
remain in force for some period after such termination, 
or both, and 

“(B) does not depend to any extent on length of service 
or overall earnings from services performed for such com- 
pany (without regard to whether eligibility for payment 
depends on length of service).”. 

26 USC 1402 (c) EFFECTIVE DATE.—The amendments made by this section 
note shall apply to payments after December 31, 1997. 
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Subtitle D—Provisions Relating to Small 
Businesses 


SEC. 931. WAIVER OF PENALTY THROUGH JUNE 30, 1998, ON SMALL 
BUSINESSES FAILING TO MAKE ELECTRONIC FUND 
TRANSFERS OF TAXES. 


No penalty shall be imposed under the Internal Revenue Code 26 USC 6302 
of 1986 solely by reason of a failure by a person to use the electronic °te 
fund transfer system established under section 6302(h) of such 
Code if— 
(1) such person is a member of a class of taxpayers first 
required to use such system on or after July 1, 1997, and 
(2) such failure occurs before July 1, 1998. 


SEC. 932. CLARIFICATION OF TREATMENT OF HOME OFFICE USE FOR 
ADMINISTRATIVE AND MANAGEMENT ACTIVITIES. 


(a) IN GENERAL.—Paragraph (1) of section 280A(c) is amended 
by adding at the end the following new sentence: “For purposes 
of subparagraph (A), the term ‘principal place of business’ includes 
a place of business which is ake the taxpayer for the administra- 
tive or management activities of any trade or business of the 
taxpayer if there is no other fixed location of such trade or business 
where the taxpayer conducts substantial administrative or manage- 
ment activities of such trade or business.”. 
(b) EFFECTIVE DATE.—The amendment made by subsection (a) 26 USC 280A 
shall apply to taxable years beginning after December 31, 1998. note. 


SEC. 933. AVERAGING OF FARM INCOME OVER 3 YEARS. 


(a) IN GENERAL.—Subchapter Q of chapter 1 (relating to 
readjustment of tax between years and special limitations) is 
amended by adding the following new part: 


“PART I—INCOME AVERAGING 


“Sec. 1301. Averaging of farm income 


“SEC. 1301. AVERAGING OF FARM INCOME. 


“(a) IN GENERAL.—At the election of an individual engaged 
in a farming business, the tax imposed by section 1 for such taxable 
year shall be equal to the sum of— 

“(1) a tax computed under such section on taxable income 
reduced by elected farm income, plus 
“(2) he increase in tax imposed by section 1 which would 
result if taxable income for each of the 3 prior taxable years 
were increased by an amount equal to one-third of the elected 
farm income. 
Any adjustment under this section for any taxable year shall be 
taken into account in applying this section for any subsequent 
taxable year. 
“(b) DEFINITIONS.—In this section— 
“(1) ELECTED FARM INCOME.— 
“(A) IN GENERAL.—The term ‘elected farm income’ 
means so much of the taxable income for the taxable year— 
“(i) which is attributable to any farming business; 
and 
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26 USC 1301 


note 


26 US( 


162 note 


“(ii) which is specified in the election under sub- 

section (a). 

“(B) TREATMENT OF GAINS.—For purposes of subpara- 
graph (A), gain from the sale or other disposition of prop- 
erty (other than land) regularly used by the taxpayer in 
such a farming business for a substantial period shall 
be treated as attributable to such a farming business 
“(2) INDIVIDUAL.—The term ‘individual’ shall not include 

any estate or trust 

“(3) FARMING BUSINESS.—The term ‘farming business’ has 
the meaning given such term by section 263A(e)(4). 

“(c) REGULATIONS.—The Secretary shall prescribe such regula- 
tions as may be appropriate to carry out the purposes of this 
section, including regulations regarding— 

“(1) the order and manner in which items of income, gain, 
deduction, or loss, or limitations on tax, shall be taken into 
account in computing the tax imposed by this chapter on the 
income of any taxpayer to whom this section applies for any 
taxable year, and 

“(2) the treatment of any short taxable year.”. 

(b) CLERICAL AMENDMENT.—The table of parts for such sub- 
chapter Q is amended by inserting before the item relating to 
part II the following new item 


“Part I. Income averaging.” 


(c) EFFECTIVE DATE.—The amendments made by this section 
shall apply to taxable years beginning after December 31, 1997, 
and before January 1, 2001. 


SEC. 934. INCREASE IN DEDUCTION FOR HEALTH INSURANCE COSTS 
OF SELF-EMPLOYED INDIVIDUALS. 


(a) IN GENERAL.—The table contained in section 162(1)(1)(B) 
is amended to read as follows: 


“For taxable years beginning in The applicable percentage is— 
calendar year— 
1997 40 
1998 and 1999 45 
2000 and 2001 50 
2002 60 
2003 through 2005 80 
2006 ; 90 
2007 and thereafter 100.” 


(b) EFFECTIVE DATE.—The amendment made by this section 
shall apply to taxable years beginning after December 31, 1996. 
SEC. 935. MORATORIUM ON CERTAIN REGULATIONS. 


No temporary or final regulation with respect to the definition 
of a limited partner under section 1402(a)(13) of the Internal Reve- 
nue Code of 1986 may be issued or made effective before July 
1, 1998. 


Subtitle E—Brownfields 


SEC. 941. EXPENSING OF ENVIRONMENTAL REMEDIATION COSTS. 


(a) IN GENERAL.—Part VI of subchapter B of chapter 1 is 
amended by adding at the end the following new section: 
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“SEC. 198. EXPENSING OF ENVIRONMENTAL REMEDIATION COSTS. 


“(a) IN GENERAL.—A taxpayer may elect to treat any qualified 
environmental remediation expenditure which is paid or incurred 
by the taxpayer as an expense which is not chargeable to capital 
account. Any expenditure which is so treated shall be allowed 
as a deduction for the taxable year in which it is paid or incurred. 

“(b) QUALIFIED ENVIRONMENTAL REMEDIATION EXPENDITURE.— 
For purposes of this section— 

“(1) IN GENERAL.—The term ‘qualified environmental 
remediation expenditure’ means any expenditure— 

“(A) which is otherwise chargeable to capital account, 
and 

“(B) which is paid or incurred in connection with the 
abatement or control of hazardous substances at a qualified 
contaminated site. 

“(2) SPECIAL RULE FOR EXPENDITURES FOR DEPRECIABLE 
PROPERTY.—Such term shall not include any expenditure for 
the acquisition of property of a character subject to the allow- 
ance for depreciation which is used in connection with the 
abatement or control of hazardous substances at a qualified 
contaminated site; except that the portion of the allowance 
under section 167 for such property which is otherwise allocated 
to such site shall be treated as a qualified environmental 
remediation expenditure. 

“(c) QUALIFIED CONTAMINATED SITE.—For purposes of this sec- 
tion— 

“(1) QUALIFIED CONTAMINATED SITE.— 

“(A) IN GENERAL.—The term ‘qualified contaminated 
site’ means any area— 

“(i) which is held by the taxpayer for use in a 
trade or business or for the production of income, or 
which is property described in section 1221(1) in the 
hands of the taxpayer, 

“(ii) which is within a targeted area, and 

“(iii) at or on which there has been a release (or 
threat of release) or disposal of any hazardous sub- 
stance. 

“(B) TAXPAYER MUST RECEIVE STATEMENT FROM STATE 
ENVIRONMENTAL AGENCY.—An area shall be treated as a 
qualified contaminated site with respect to expenditures 
paid or incurred during any taxable year only if the tax- 
payer receives a statement from the appropriate agency 
of the State in which such area is located that such area 
meets the requirements of clauses (ii) and (iii) of subpara- 
graph (A). 

“(C) APPROPRIATE STATE AGENCY.—For purposes of 
subparagraph (B), the chief executive officer of.each State 
may, in consultation with the Administrator of the Environ- 
mental Protection Agency, designate the appropriate State 
environmental agency within 60 days of the date of the 
enactment of this section. If the chief executive officer 
of a State has not designated an appropriate State environ- 
mental agency within such 60-day period, the appropriate 
environmental agency for such State shall be designated 
by the Administrator of the Environmental Protection 
Agency. 

“(2) TARGETED AREA.— 
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“(A) IN GENERAL.—The term ‘targeted area’ means— 

“(i) any population census tract with a poverty 
rate of not less than 20 percent, 

“(ii) a population census tract with a population 
of less than 2,000 if— 

“(I) more than 75 percent of such tract is zoned 
for commercial or industrial use, and 

“(II) such tract is contiguous to 1 or more 
other population census tracts which meet the 
requirement of clause (i) without regard to this 
clause, 

“(iii) any empowerment zone or enterprise commu- 
nity (and any supplemental zone designated on Decem- 
ber 21, 1994), and 

“(iv) any site announced before February 1, 1997, 
as being included as a brownfields pilot project of the 
Environmental Protection Agency. 

“(B) NATIONAL PRIORITIES LISTED’ SITES NOT 
INCLUDED.—Such term shall not include any site which 
is on, or proposed for, the national priorities list under 
section 105(a\(8\B) of the Comprehensive Environmental 
Response, Compensation, and Liability Act of 1980 (as 
in effect on the date of the enactment of this section). 

“(C) CERTAIN RULES TO APPLY.—For purposes of this 
paragraph the rules of sections 1392(b)(4) and 1393(a)(9) 
shall apply. 

HAZARDOUS SUBSTANCE.—For purposes of this section— 
“(1) IN GENERAL.—The term ‘hazardous substance’ means— 

“(A) any substance which is a hazardous substance 
as defined in section 101(14) of the Comprehensive Environ- 
mental Response, Compensation, and Liability Act of 1980, 
and 

“(B) any substance which is designated as a hazardous 
substance under section 102 of such Act. 

“(2) EXCEPTION.—Such term shall not include any sub- 


stance with respect to which a removal or remedial action 
is not permitted under section 104 of such Act by reason of 
subsection (a)(3) thereof. 

“(e) DEDUCTION RECAPTURED AS ORDINARY INCOME ON SALE, 


Etc.—Solely for purposes of section 1245, in the case of property 
to which a qualified environmental remediation expenditure would 
have been capitalized but for this section— 


“(1) the deduction allowed by this section for such expendi- 


ture shall be treated as a deduction for depreciation, and 


“(2) such property (if not otherwise section 1245 property) 


shall be treated as section 1245 property solely for purposes 
of applying section 1245 to such deduction. 
“(f) COORDINATION WITH OTHER PROVISIONS.—Sections 280B 


and 468 shall not apply to amounts which are treated as expenses 
under this section. 


“(g) REGULATIONS.—The Secretary shall prescribe such regula- 


tions as may be necessary or appropriate to carry out the purposes 
of this section. 


“(h) TERMINATION.—This section shall not apply to expenditures 


paid or incurred after December 31, 2000.”. 
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(b) CLERICAL AMENDMENT.—The table of sections for part VI 
of subchapter B of chapter 1 is amended by adding at the end 
the following new item: 


“Sec. 198. Expensing of environmental remediation costs.” 


(c) EFFECTIVE DATE.—The amendments made by this section 26 USC 198 note. 
shall apply to expenditures paid or incurred after the date of the 
enactment of this Act, in taxable years ending after such date. 


Subtitle F—Empowerment Zones, Enter- 
prise Communities, Brownfields, and 
Community Development Financial Insti- 
tutions 


CHAPTER 1—ADDITIONAL EMPOWERMENT ZONES 


SEC. 951. ADDITIONAL EMPOWERMENT ZONES. 


(a) IN GENERAL.—Paragraph (2) of section 1391(b) (relating 
to designations of empowerment zones and enterprise communities) 
is amended— 

(1) by striking “9” and inserting “11”, 
(2) by striking “6” and inserting “8”, and 
(3) by striking “750,000” and inserting “1,000,000”. 

(b) SPECIAL RULES FOR APPLICATION OF EMPLOYMENT CREDIT.— 
Subsection (b) of section 1396 (relating to empowerment zone 
employment credit) is amended— 

(1) by striking so much of the subsection as precedes the 
table and inserting the following: 

“(b) APPLICABLE PERCENTAGE.—For purposes of this section— 

“(1) IN GENERAL.—Except as provided in paragraph (2), 
the term ‘applicable percentage’ means the percentage deter- 
mined in accordance with the following table:”, and 

(2) by adding at the end the following new paragraph: 

“(2) SPECIAL RULE.—With respect to each empowerment 
zone designated pursuant to the amendments made by the 

Taxpayer Relief Act of 1997 to section 1391(b)(2), the following 

table shall apply in lieu of the table in paragraph (1): 


The 
applicable 
“In the case of wages paid or percentage 
incurred during calendar year— i 
Baca eadep a datas Goeies ghcice aemustcgsannnnadvekdanKdnaeciesnddawetueies 20 
echoes een dea dd cs oi ndidos Aiaboesansdco oda ctsseacaiasasbasibidausecceatieciaiien 15 
cee seceded edocs nine coda iparipbavedioisdtenciols Aecupestesas tnonek dado canansocacuecsi lass 10 
assert ania dos tasocenmaiemsnccoipeataienioveoh modpeeukaclblions §.”. 


(c) EFFECTIVE DATE.—The amendments made by this section 26 USC 1391 
shall take effect on the date cf the enactment of this Act, except note. 
that designations of new empowerment zones made pursuant to 
such amendments shall be made during the 180-day period begin- 
ning on the date of the enactment of this Act. No designation 
pursuant to such amendments shall take effect before January 
1, 2000. 
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CHAPTER 2—NEW EMPOWERMENT ZONES 


SEC. 952. DESIGNATION OF NEW EMPOWERMENT ZONES. 


(a) IN GENERAL.—Section 1391 (relating to designation proce- 


dure for empowerment zones and enterprise communities) is amend- 
ed by adding at the end the recat, Head subsection: 


“(g) ADDITIONAL DESIGNATIONS PERMITTED.— 

“(1) IN GENERAL.—In addition to the areas designated under 
subsection (a), the appropriate — may designate in 
the aggregate an additional 2 nominated areas as 
empowerment zones abe this Sais subject to the availabil- 
ity of eligible nominated areas. Of that number, not more 
than 15 may be designated in urban areas and not more than 
5 may be designated in rural areas. 

“(2) PERIOD DESIGNATIONS MAY BE MADE AND TAKE 
EFFECT.—A designation may be made under this subsection 
after the date of the enactment of this subsection and before 
January 1, 1999. 

“(3) MODIFICATIONS TO ELIGIBILITY CRITERIA, ETC.— 

“(A) POVERTY RATE REQUIREMENT.— 

“(i) IN GENERAL.—A nominated area shall be 
eligible for designation under this subsection only if 
the poverty rate for each population census tract within 
the nominated area is not less than 20 percent and 
the poverty rate for at least 90 percent of the popu- 
lation census tracts within the nominated area is not 
less than 25 percent. 

“(ii) TREATMENT OF CENSUS TRACTS WITH SMALL 
POPULATIONS.—A population census tract with a popu- 
lation of less than 2,000 shall be treated as having 
a poverty rate of not less than 25 percent if— 

“(I) more than 75 percent of such tract is zoned 
for commercial or industrial use, and 

“(II) such tract is contiguous to 1 or more 
other population census tracts which have a pov- 
erty rate of not less than 25 percent (determined 
without regard to this clause). 

“(iii) EXCEPTION FOR DEVELOPABLE SITES.—Clause 
(i) shall not apply to up to 3 noncontiguous parcels 
in a nieaek area which may be developed for 
commercial or industrial purposes. The aggregate area 
of noncontiguous parcels to which the preceding sen- 
tence applies with respect to any nominated area shall 
not exceed 2,000 acres. 

“(iv) CERTAIN PROVISIONS NOT TO APPLY.—Section 
1392(aX4) (and so much of paragraphs (1) and (2) 
of section 1392(b) as relate to section 1392(a)(4)) shall 
not apply to an area nominated for designation under 
this subsection. 

“(v) SPECIAL RULE FOR RURAL EMPOWERMENT 
ZONE.—The Secretary of Agriculture may designate not 
more than 1 empowerment zone in a rural area without 
regard to clause (i) if such area satisfies emigration 
criteria specified by the Secretary of Agriculture. 

“(B) SIZE LIMITATION.— 

“(i) IN  GENERAL.—The parcels described in 

subparagraph (A\iii) shall not be taken into account 
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in determining whether the requirement of subpara- 

graph (A) or (B) of section 1392(a)(3) is met. 

“(ii) SPECIAL RULE FOR RURAL AREAS.—If a popu- 
lation census tract (or equivalent division under section 
1392(b)(4)) in a rural area exceeds 1,000 square miles 
or includes a substantial amount of land owned by 
the Federal, State, or local government, the nominated 
area may exclude such excess square mileage or 
governmentally owned land and the exclusion of that 
area will not be treated as violating the continuous 
boundary requirement of section 1392(a)(3)(B). 

“(C) AGGREGATE POPULATION LIMITATION.—The aggre- 
gate population limitation under the last sentence of sub- 
section (b)(2) shall not apply to a designation under para- 
graph (1)(B). 

“(D) PREVIOUSLY DESIGNATED ENTERPRISE COMMU- 
NITIES MAY BE INCLUDED.—Subsection (e)(5) shall not apply 
to any enterprise community designated under subsection 
(a) that is also nominated for designation under this sub- 
section. 

“(E) INDIAN RESERVATIONS MAY BE NOMINATED.— 

“(i) IN GENERAL.—Section 1393(a)(4) shall not 
apply to an area nominated for designation under this 
subsection. 

“(ii) SPECIAL RULE.—An area in an Indian reserva- 
tion shall be treated as nominated by a State and 
a local government if it is nominated by the reservation 

overning body (as determined by the Secretary of 
nterior).”. 

(b) EMPLOYMENT CREDIT Not To APPLY TO NEW EMPOWERMENT 
ZONES.—Section 1396 (relating to empowerment zone employment 
credit) is amended by adding at the end the following new sub- 
section: 

“(e) CREDIT Not To APPLY TO EMPOWERMENT ZONES DES- 
IGNATED UNDER SECTION 1391(g).—This section shall be applied 
without regard to any empowerment zone designated under section 
1391(g).”. 

(c) INCREASED EXPENSING UNDER SECTION 179 Not To APPLY 
IN DEVELOPABLE SITES.—Section 1397A (relating to increase in 
expensing under section 179) is amended by adding at the end 
the following new subsection: 

“(c) LIMITATION.—For purposes of this section, qualified zone 
property shall not include any property substantially all of the 
use of which is in any parcel described in section 1391(g)(3)A)(iii).”. 

(d) CONFORMING AMENDMENTS.— 

(1) Subsections (e) and (f) of section 1391 are each amended 
by striking “subsection (a)” and inserting “this section”. 
(2) Section 1391(c) is amended by striking “this section” 

and inserting “subsection (a)”. 


SEC. 953. VOLUME CAP NOT TO APPLY TO ENTERPRISE ZONE FACILITY 
BONDS WITH RESPECT TO NEW EMPOWERMENT ZONES. 


(a) IN GENERAL.—Section 1394 (relating to tax-exempt enter- 
prise zone facility bonds) is amended by adding at the end the 
following new subsection: 

“(f) BONDS FOR EMPOWERMENT ZONES DESIGNATED UNDER SEC- 
TION 1391(g).— 








111 STAT. 888 PUBLIC LAW 105-34—AUG. 5, 1997 


26 USC 1394 
note 


“(1) IN GENERAL.—In the case of a new empowerment zone 
facility bond— 

“(A) such bond shall not be treated as a private activity 
bond for purposes of section 146, and 

“(B) subsection (c) of this section shall not apply. 

“(2) LIMITATION ON AMOUNT OF BONDS.— 

“(A) IN GENERAL.—Paragraph (1) shall apply to a new 
empowerment zone facility bond only if such bond is des- 
ignated for purposes of this subsection by the local govern- 
ment which nominated the area to which such bond relates. 

“(B) LIMITATION ON BONDS DESIGNATED.—The aggre- 
gate face amount of bonds which may be designated under 
subparagraph (A) with respect to any empowerment zone 
shall not exceed— 

“(i) $60,000,000 if such zone is in a rural area, 

“(ii) $130,000,000 if such zone is in an urban area 
and the zone has a population of less than 100,000, 
and 

“(iii) $230,000,000 if such zone is in an urban 
area and the zone has a population of at least 100,000. 
“(C) SPECIAL RULES.— 

“(i) COORDINATION WITH LIMITATION IN SUBSECTION 
(c).—Bonds to which paragraph (1) applies shall not 
be taken into account in applying the limitation of 
subsection (c) to other bonds. 

“(ii) CURRENT REFUNDING NOT TAKEN INTO 
ACCOUNT.—in the case of a refunding (or series of 
refundings) of a bond designated under this paragraph, 
the refunding obligation shall be treated as designated 
under this paragraph (and shall not be taken into 
account in applying subparagraph (B)) if— 

“(I) the amount of the refunding bond does 
not exceed the outstanding amount of the refunded 
bond, and 

“(II) the refunded bond is redeemed not later 
than 90 days after the date of issuance of the 
refunding bond. 

“(3) NEW EMPOWERMENT ZONE FACILITY BOND.—For pur- 
poses of this subsection, the term ‘new empowerment zone 
facility bond’ means any bond which would be described in 
subsection (a) if only empowerment zones designated under 
section 1391(g) were taken into account under sections 1397B 
and 1397C.”. 

(b) EFFECTIVE DATE.—The amendment made by this section 
shall apply to obligations issued after the date of the enactment 
of this Act. 


SEC. 954. MODIFICATION TO ELIGIBILITY CRITERIA FOR DESIGNATION 
OF FUTURE ENTERPRISE ZONES IN ALASKA OR HAWAII. 


Section 1392 (relating to eligibility criteria) is amended by 
adding at the end the following new subsection: 

“(d) SPECIAL ELIGIBILITY FOR NOMINATED AREAS LOCATED IN 
ALASKA OR HAWAII.—A nominated area in Alaska or Hawaii shall 
be treated as meeting the requirements of paragraphs (2), (3), 
and (4) of subsection (a) if for each census tract or block group 
within such area 20 percent or more of the families have income 
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which is 50 percent or less of the statewide median family income 
(as determined under section 143).”. 


CHAPTER 3—TREATMENT OF EMPOWERMENT ZONES 
AND ENTERPRISE COMMUNITIES 


SEC. 955. MODIFICATIONS TO ENTERPRISE ZONE FACILITY BOND 
RULES FOR ALL EMPOWERMENT ZONES AND ENTER- 
PRISE COMMUNITIES. 


(a) MODIFICATIONS RELATING TO ENTERPRISE ZONE BUSINESS.— 
Paragraph (3) of section 1394(b) (defining enterprise zone business) 
is amended to read as follows: 

“(3) ENTERPRISE ZONE BUSINESS.— 

“(A) IN GENERAL.—Except as modified in this para- 
graph, the term ‘enterprise zone business’ has the meaning 
given such term by section 1397B. 

“(B) MODIFICATIONS.—In applying section 1397B for 
purposes of this section— 

“(i) BUSINESSES IN ENTERPRISE COMMUNITIES 
ELIGIBLE.—References in section 1397B to 
empowerment zones shall be treated as including ref- 
erences to enterprise communities. 

“(ii) WAIVER OF REQUIREMENTS DURING STARTUP 
PERIOD.—A business shall not fail to be treated as 
an enterprise zone business during the startup period 
if—- 

“(I) as of the beginning of the startup period, 
it is reasonably expected that such business will 
be an enterprise zone business (as defined in sec- 
tion 1397B as modified by this paragraph) at the 
end of such period, and 

“(II) such business makes bona fide efforts 
to be such a business. 

“(iii) REDUCED REQUIREMENTS AFTER TESTING 
PERIOD.—A business shall not fail to be treated as 
an enterprise zone business for any taxable year begin- 
ning after the testing period by reason of failing to 
meet any requirement of subsection (b) or (c) of section 
1397B if at least 35 percent of the employees of such 
business for such year are residents of an 
empowerment zone or an enterprise community. The 
preceding sentence shall not apply to any business 
which is not a qualified business a reason of para- 
graph (1), (4), or (5) of section 1397B(d). 

“(C) DEFINITIONS RELATING TO SUBPARAGRAPH (B).— 
For purposes of subparagraph (B)— 

“(i) STARTUP PERIOD.—The term ‘startup period’ 
means, with respect to any property being provided 
for any business, the period before the first taxable 
year beginning more than 2 years after the later of— 

“(I) the date of issuance of the issue providing 
such property, or 

“(II) the date such property is first placed 
in service after such issuance (or, if earlier, the 
date which is 3 years after the date described 
in subclause (])). 
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“(ii) TESTING PERIOD.—The term ‘testing period’ 
means the first 3 taxable years beginning after the 
startup period. 

“(D) PORTIONS OF BUSINESS MAY BE ENTERPRISE ZONE 
BUSINESS.—The term ‘enterprise zone business’ includes 
any trades or businesses which would qualify as an enter- 
prise zone business (determined after the modifications 
of subparagraph (B)) if such trades or businesses were 
separately incorporated.”. 

(b) MODIFICATIONS RELATING TO QUALIFIED ZONE PROPERTY.— 
Paragraph (2) of section 1394(b) (defining qualified zone property) 
is amended to read as follows: 

“(2) QUALIFIED ZONE PROPERTY.—The term ‘qualified zone 
property’ has the meaning given such term by section 1397C; 
except that— 

“(A) the references to empowerment zones shall be 
treated as including references to enterprise communities, 
and 

“(B) section 1397C(a)(2) shall be applied by substituting 
‘an amount equal to 15 percent of the adjusted basis’ for 


’” 


‘an amount equal to the adjusted basis’.”. 


26 USC 1394 (c) EFFECTIVE DATE.—The amendments made by this section 
note shall apply to obligations issued after the date of the enactment 
of this Act. 


SEC. 956. MODIFICATIONS TO ENTERPRISE ZONE BUSINESS DEFINI- 
TION FOR ALL EMPOWERMENT ZONES AND ENTERPRISE 
COMMUNITIES. 


(a) IN GENERAL.—Section 1397B (defining enterprise zone busi- 
ness) is amended— 

(1) by striking “80 percent” in subsections (b)(2) and (c)(1) 
and inserting “50 percent”, 

(2) by striking “substantially all” each place it appears 
in subsections (b) and (c) and inserting “a substantial portion”, 

(3) by striking “, and exclusively related to,” in subsections 
(b)(4) and (c)(3), 

(4) by adding at the end of subsection (d)(2) the following 
new flush sentence: 
“For purposes of subparagraph (B), the lessor of the property 
may rely on a lessee’s certification that such lessee is an enter- 
prise zone business.”, 

(5) by striking “substantially all” in subsection (d)(3) and 
inserting “at least 50 percent”, and 

(6) by adding at the end the following new subsection: 
“(f) TREATMENT OF BUSINESSES STRADDLING CENSUS TRACT 

LINES.—For purposes of this section, if— 

“(1) a business entity or proprietorship uses real property 
located within an empowerment zone, 

“(2) the business entity or proprietorship also uses real 
property located outside the empowerment zone, 

“(3) the amount of real property described in paragraph 
(1) is substantial compared to the amount of aa property 
described in paragraph (2), and 

“(4) the real property described in paragraph (2) is contig- 
uous to part or all of the real property described in paragraph 
(1), 
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then all the services performed by employees, all business activities, 
all tangible property, and all intangible property of the business 
entity or proprietorship that occur in or is located on the real 
property described in paragraphs (1) and (2) shall be treated as 
occurring or situated in an empowerment zone.”. 
(b) EFFECTIVE DATES.— 26 USC 1397B 
(1) IN GENERAL.—The amendments made by this section note 
shall apply to taxable years beginning on or after the date 
of the enactment of this Act. 
(2) SPECIAL RULE FOR ENTERPRISE ZONE FACILITY BONDS.— 
For purposes of section 1394(b) of the Internal Revenue Code 
of 1986, the amendments made by this section shall apply 
to obligations issued after the date of the enactment of this 
Act. 


Subtitle G—Other Provisions 


SEC. 961. USE OF ESTIMATES OF SHRINKAGE FOR INVENTORY 
ACCOUNTING. 


(a) INGENERAL.—Section 471 (relating to general rule for inven- 
tories) is amended by redesignating subsection (b) as subsection 
(c) and by inserting after subsection (a) the following new sub- 
section: 

“(b) ESTIMATES OF INVENTORY SHRINKAGE PERMITTED.—A 
method of determining inventories shall not be treated as failing 
to clearly reflect income solely because it utilizes estimates of inven- 
tory shrinkage that are confirmed by a physical count only after 
the last day of the taxable year if— 

“(1) the taxpayer normally does a physical count of inven- 
tories at each location on a regular and consistent basis, and 

“(2) the taxpayer makes proper adjustments to such inven- 
tories and to its estimating methods to the extent such esti- 
mates are greater than or less than the actual shrinkage.”. 
(b) EFFECTIVE DATE.— 26 USC 471 note 

(1) IN GENERAL.—The amendment made by this section 
shall apply to taxable years ending after the date of the enact- 
ment of this Act. 

(2) COORDINATION WITH SECTION 481.—In the case of any 
taxpayer permitted by this section to change its method of 
re. to a permissible method for any taxable year— 

(A) such changes shall be treated as initiated by the 
taxpayer, 

(B) such changes shall be treated as made with the 
consent of the Secretary of the Treasury, and 

(C) the period for taking into account the adjustments 

under section 481 by reason of such change shall be 4 

years. 


SEC. 962. ASSIGNMENT OF WORKMEN’S COMPENSATION LIABILITY 
ELIGIBLE FOR EXCLUSION RELATING TO PERSONAL 
INJURY LIABILITY ASSIGNMENTS. 


(a) IN GENERAL.—Subsection (c) of section 130 (relating to 

certain personal injury liability assignments) is amended 

(1) by inserting “, or as compensation under any workmen’s 

compensation act,” after “(whether by suit or agreement)” in 
the material preceding paragraph (1), 
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26 USC 130 note 


26 USC 501 note. 


(2) by inserting “or the workmen’s compensation claim,” 
after “agreement,” in paragraph (1), and 
(3) by striking “section 104(a\(2)” in paragraph (2D) and 
inserting “paragraph (1) or (2) of section 104(a)”. 
(b) EFFECTIVE DATE.—The amendments made by subsection 
(a) shall apply to claims under workmen’s compensation acts filed 
after the date of the enactment of this Act. 


SEC. 963. TAX-EXEMPT STATUS FOR CERTAIN STATE WORKER’S COM- 
PENSATION ACT COMPANIES. 


(a) IN GENERAL.—Section 501(c\27) (relating to membership 
organizations under workmen’s compensation acts) is amended by 
adding at the end the following: 

“(B) Any organization (including a mutual insurance com- 
pany) if— 

“(i) such organization is created by State law and is 
organized and operated under State law exclusively to— 

“(1) provide workmen’s compensation insurance 
which is required by State law or with respect to 
which State law provides significant disincentives if 
such insurance is not purchased by an employer, and 

“(II) provide related coverage which is incidental 
to workmen’s compensation insurance, 

“(ii) such organization must provide workmen’s com- 
pensation insurance to any employer in the State (for 
employees in the State or temporarily assigned out-of- 
State) which seeks such insurance and meets other reason- 
able requirements relating thereto, 

“(iii XI) the State ales a financial commitment with 
respect to such organization either by extending the full 
faith and credit of the State to the initial debt of such 
organization or by providing the initial operating capital 
of such organization, and (II) in the case of periods after 
the date of enactment of this subparagraph, the assets 
of such organization revert to the State upon dissolution 
or State law does not permit the dissolution of such 
organization, and 

“(iv) the majority of the board of directors or oversight 
body of such organization are appointed by the chief execu- 
tive officer or other executive branch official of the State, 
by the State legislature, or by both.”. 

(b) CONFORMING AMENDMENTS.—Section 501(c)(27) is amended 
by inserting “(A)” after “(27)”, by redesignating subparagraphs (A), 
(B), and (C) as clauses (i), (ii), and (iii), respectively, and by 
redesignating clauses (i) and (ii) of subparagraphs (B) and (C) 
(before redesignation) as subclauses (I) and (II), respectively. 

(c) EFFECTIVE DATE.—The amendments made by this section 
shall apply to taxable years beginning after December 31, 1997. 


SEC. 964. ELECTION FOR 1987 PARTNERSHIPS TO CONTINUE EXCEP- 
TION FROM TREATMENT OF PUBLICLY TRADED PART- 
NERSHIPS AS CORPORATIONS. 


(a) IN GENERAL.—Section 7704 is amended by adding at the 
end the following new subsection: 
“(g) EXCEPTION FOR ELECTING 1987 PARTNERSHIPS.— 
“(1) IN GENERAL.—Subsection (a) shall not apply to an 
electing 1987 partnership. 
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“(2) ELECTING 1987 PARTNERSHIP.—For purposes of this sub- 
section, the term ‘electing 1987 partnership’ means any publicly 
traded partnership if— 

“(A) such partnership is an existing partnership (as 
defined in section 10211(c)(2) of the Revenue Reconciliation 
Act of 1987), 

“(B) subsection (a) has not applied (and without regard 
to subsection (c)(1) would not have applied) to such partner- 
ship for all prior taxable years beginning after December 
31, 1987, aur aadies January 1, 1998, and 

“(C) such partnership elects the application of this 
subsection, ol consents to the application of the tax 
imposed by paragraph (3), for its first taxable year begin- 
ning after December 31, 1997. 

A partnership which, but for this sentence, would be treated 
as an electing 1987 partnership shall cease to be so treated 
(and the election under subparagraph (C) shall cease to be 
in effect) as of the 1st day after December 31, 1997, on which 
there has been an addition of a substantial new line of business 
with respect to such partnership. 

“(3) ADDITIONAL TAX ON ELECTING PARTNERSHIPS.— 

“(A) IMPOSITION OF TAX.—There is hereby imposed for 
each taxable year on the income of each electing 1987 
partnership a tax equal to 3.5 percent of such partnership’s 
gross income for the taxable year from the active conduct 
of trades and businesses by the partnership. 

“(B) ADJUSTMENTS IN THE CASE OF TIERED PARTNER- 
SHIPS.—For purposes of this paragraph, in the case of a 
partnership which is a partner in another partnership, 
the gross income referred to in subparagraph (A) shall 
include the partnership’s distributive share of the gross 
income of such other partnership from the active conduct 
of trades and businesses of such other partnership. A simi- 
lar rule shall apply in the case of lower-tiered partnerships. 

“(C) TREATMENT OF TAX.—For purposes of this title, 
the tax imposed by this paragraph shall be treated as 
imposed by chapter 1 other than for purposes of determin- 
ing the amount of any credit allowable under chapter 1. 
“(4) ELECTION.—An election and consent under this sub- 

section shall apply to the taxable year for which made and 

all subsequent taxable years unless revoked by the partnership. 

Such revocation may be made without the consent of the Sec- 

retary, but, once so revoked, may not be reinstated.”. 

(b) EFFECTIVE DATE.—The amendment made by this section 26 USC 7704 
shall apply to taxable years beginning after December 31, 1997. note. 


SEC. 965. EXCLUSION FROM UNRELATED BUSINESS TAXABLE INCOME 
FOR CERTAIN SPONSORSHIP PAYMENTS. 


(a) IN GENERAL.—Section 513 (relating to unrelated trade or 
business income) is amended by adding at the end the following 
new subsection: 

“(i) TREATMENT OF CERTAIN SPONSORSHIP PAYMENTS.— 

“(1) IN GENERAL.—The term ‘unrelated trade or business’ 
does not include the activity of soliciting and receiving qualified 
sponsorship payments. 

“(2) QUALIFIED SPONSORSHIP PAYMENTS.—For purposes of 
this subsection— 











111 STAT. 894 PUBLIC LAW 105-34—AUG. 5, 1997 


“(A) IN GENERAL.—The term ‘qualified sponsorship pay- 
ment’ means any payment made by any person engaged 
in a trade or business with respect to which there is no 
arrangement or expectation that such person will receive 
any substantial return benefit other than the use or 
acknowledgement of the name or logo (or product lines) 
of such person’s trade or business in connection with the 
activities of the organization that receives such payment. 
Such a use or acknowledgement does not include advertis- 
ing such person’s products or services (including messages 
containing qualitative or comparative language, price 
information, or other indications of savings or value, an 
endorsement, or an inducement to purchase, sell, or use 
such products or services). 

“(B) LIMITATIONS.— 

“(i) CONTINGENT PAYMENTS.—The term ‘qualified 
sponsorship payment’ does not include any payment 
if the amount of such payment is contingent upon 
the level of attendance at one or more events, broadcast 
ratings, or other factors indicating the degree of public 
exposure to one or more events. 

“(ii) SAFE HARBOR DOES NOT APPLY TO PERIODICALS 
AND QUALIFIED CONVENTION AND TRADE SHOW ACTIVI- 
TIES.—The term ‘qualified sponsorship payment’ does 
not include— 

“(I) any payment which entitles the payor to 
the use or acknowledgement of the name or logo 

(or product lines) of the payor’s trade or business 

in regularly scheduled and printed material pub- 

lished by or on behalf of the payee organization 
that is not related to and primarily distributed 
in connection with a specific event conducted by 
the payee organization, or 

“II) any payment made in connection with 
any qualified convention or trade show activity 

(as defined in subsection (d)(3)(B)). 

“(3) ALLOCATION OF PORTIONS OF SINGLE PAYMENT.—For 
purposes of this subsection, to the extent that a portion of 
a payment would (if made as a separate payment) be a qualified 
sponsorship payment, such portion of such payment and the 
other portion of such payment shall be treated as separate 
payments.”. 

b) EFFECTIVE DATE.—The amendment made by this section 
shall apply to payments solicited or received after December 31, 
1997 


SEC. 966. ASSOCIATIONS OF HOLDERS OF TIMESHARE INTERESTS TO 

BE TAXED LIKE OTHER HOMEOWNERS ASSOCIATIONS. 

(a) TIMESHARE ASSOCIATIONS INCLUDED AS HOMEOWNER 
ASSOCIATIONS.— 
(1) IN GENERAL.—Paragraph (1) of section 528(c) (defining 
homeowners association) is amended— 

(A) by striking “or a residential real estate manage- 
ment association” and inserting “, a residential real estate 
management association, or a timeshare association” in 
the material preceding subparagraph (A), 


PUBLIC LAW 105-34—AUG. 5, 1997 111 STAT. 895 


(B) by striking “or” at the end of clause (i) of subpara- 
graph (B), by striking the period at the end of clause 

(ii) of subparagraph (B) and inserting “, or”, and by adding 

at the end of subparagraph (B) the following new clause: 

“(jii) owners of timeshare rights to use, or 
timeshare ownership interests in, association property 

in the case of a timeshare association,”, and 
(C) by inserting “and, in the case of a timeshare 
association, for activities provided to or on behalf of mem- 
bers of the association” before the comma at the end of 

subparagraph (C). 

(2) TIMESHARE ASSOCIATION DEFINED.—Subsection (c) of 
section 528 is amended by redesignating paragraph (4) as para- 
graph (5) and by inserting after paragraph (3) the following 
new paragraph: 

“(4) TIMESHARE ASSOCIATION.—The term ‘timeshare 
association’ means any organization (other than a condominium 
management association) meeting the requirement of subpara- 
graph (A) of paragraph (1) if any member thereof holds a 
timeshare right to use, or a timeshare ownership interest in, 
real property constituting association property.”. 

(b) EXEMPT FUNCTION INCOME.—Paragraph (3) of section 528(d) 
is amended by striking “or” at the end of subparagraph (A), by 
striking the period at the end of subparagraph (B) and inserting 
“or”, and by adding at the end the following new subparagraph: 

“(C) owners of timeshare rights to use, or timeshare 

ownership interests in, real property in the case of a 

timeshare association.”. 

(c) ASSOCIATION PROPERTY.—Paragraph (5) of section 528(c), 
as redesignated by subsection (a)(2), is amended by adding at the 
end the following new flush sentence: 

“In the case of a timeshare association, such term includes 

property in which the timeshare association, or members of 

the association, have rights arising out of recorded easements, 
covenants, or other recorded instruments to use property 
related to the timeshare project.”. 

(d) RATE OF TAx.—Subsection (b) of section 528 (relating to 
certain homeowners associations) is amended by inserting before 
the period “(32 percent of such income in the case of a timeshare 
association)”. 

(e) EFFECTIVE DATE.—The amendments made by this section 26 USC 528 note 
shall apply to taxable years beginning after December 31, 1996. 


SEC. 967. ADDITIONAL ADVANCE REFUNDING OF CERTAIN VIRGIN 
ISLAND BONDS. 


Subclause (I) of section 149(d)(3)(A)(i) of the Internal Revenue 
Code of 1986 shall not apply to the second advance refunding 
of any issue of the Virgin Islands which was first advance refunded 
before June 9, 1997, if the debt provisions of the refunding bonds 
are changed to repeal the priority first lien requirement of the 
refunded bonds. 


SEC. 968. NONRECOGNITION OF GAIN ON SALE OF STOCK TO CERTAIN 
FARMERS’ COOPERATIVES. 


(a) IN GENERAL.—Section 1042 (relating to sales of stock to 
employee stock ownership plans or certain cooperatives) is amended 
by adding at the end the following new subsection: 
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26 USC 1042 
note 


“(g) APPLICATION OF SECTION TO SALES OF STOCK IN AGRICUL- 
TURAL REFINERS AND PROCESSORS TO ELIGIBLE FARM COOPERa- 
TIVES.- 

“(1) IN GENERAL.—This section shall apply to the sale of 
stock of a qualified refiner or processor to an eligible farmers’ 
cooperative 

“(2) QUALIFIED REFINER OR PROCESSOR.—For purposes of 
this subsection, the term ‘qualified refiner or processor’ means 
a domestic corporation— 

“(A) substantially all of the activities of which consist 
of the active conduct of the trade or business of refining 
or processing agricultural or horticultural products, and 

“(B) which, during the l-year period ending on the 
date of the sale, purchases more than one-half of such 
products to be refined or processed from— 

“(i) farmers who make up the eligible farmers’ 
cooperative which is purchasing stock in the corpora- 
tion in a transaction to which this subsection is to 
apply, or 

“(ii) such cooperative. 

“(3) ELIGIBLE FARMERS’ COOPERATIVE.—For purposes of this 
section, the term ‘eligible farmers’ cooperative’ means an 
organization to which part I of subchapter T applies and which 
is engaged in the marketing of agricultural or horticultural 
products. 

“(4) SPECIAL RULES.—In applying this section to a sale 
to which paragraph (1) applies— 

“(A) the eligible farmers’ cooperative shall be treated 
in the same manner as a cooperative described in sub- 
section (b)(1)(B), 

“(B) subsection (b)(2) shall be applied by substituting 
‘100 percent’ for ‘30 percent’ each place it appears, 

“(C) the determination as to whether any stock in 
the domestic corporation is a qualified security shall be 
made without regard to whether the stock is an employer 
security or to subsection (c)(1)(A), and 

“(D) paragraphs (2)(D) and (7) of subsection (c) shall 
not apply.”. 

(b) EFFECTIVE DATE.—The amendment made by this section 
shall apply to sales after December 31, 1997. 


SEC. 969. INCREASED DEDUCTIBILITY OF BUSINESS MEAL EXPENSES 
FOR INDIVIDUALS SUBJECT TO FEDERAL HOURS OF 
SERVICE. 


(a) IN GENERAL.—Section 274(n) (relating to only 50 percent 
of meal and entertainment expenses allowed as deduction) is amend- 
ed by adding at the end the following new paragraph: 

“(3) SPECIAL RULE FOR INDIVIDUALS SUBJECT TO FEDERAL 

HOURS OF SERVICE.— 

“(A) IN GENERAL.—In the case of any expenses for 
food or beverages consumed while away from home (within 
the meaning of section 162(a)(2)) by an individual during, 
or incident to, the period of duty subject to the hours 
of service limitations of the Department of Transportation, 
paragraph (1) shall be applied by substituting ‘the 
applicable percentage’ for ‘50 percent’. 





PUBLIC LAW 105-34—AUG. 5, 1997 111 STAT. 897 


“(B) APPLICABLE PERCENTAGE.—For purposes of this 
paragraph, the term ‘applicable percentage’ means the 
percentage determined under the following table: 


The 

applicable 

“For taxable years beginning percentage 

in calendar year— is-— 
BE I escsctivnnddicccaccicasss eke voxdchiiahnidaeoeaceadoleeiecoeaeaateas 55 
SN aa uct lars corona dansiiepascieonkanetaceune sac deasladeauas selena antes 60 
deka <i 2ii  dsaaeas lll daaremaheavenbiueateiiiaaesenlinaosondubaaaninis 65 
aaa os res daa and acecetlapagtcaandteaeeniiod 70 
aa clans a alacalia shad unin Suan cab patnanaaadenkteussibbauanigiinds ; 75 

III's << <1 sod vsnnssignonaouinkdnisacabubcbeceetonnasbiubebasetabseuicksbanioes 80.” 


(b) EFFECTIVE DATE.—The amendment made by subsection (a) 26 USC 274 note 
shall apply to taxable years beginning after December 31, 1997. 


SEC. 970. CLARIFICATION OF DE MINIMIS FRINGE BENEFIT RULES 
TO NO-CHARGE EMPLOYEE MEALS. 


(a) IN GENERAL.—Paragraph (2) of section 132(e) (defining de 
minimis fringe) is amended by adding at the end the following 
new sentence: “For purposes of subparagraph (B), an employee 
entitled under section 119 to exclude the value of a meal provided 
at such facility shall be treated as having paid an amount for 
such meal equal to the direct operating costs of the facility attrib- 
utable to such meal.”. 
(b) EFFECTIVE DATE.—The amendment made by this section 26 USC 132 note. 
shall apply to taxable years beginning after December 31, 1997. 


SEC. 971. EXEMPTION OF THE INCREMENTAL COST OF A CLEAN FUEL 
VEHICLE FROM THE LIMITS ON DEPRECIATION FOR 
VEHICLES. 


(a) IN GENERAL.—Section 280F(a)(1) (relating to limiting depre- 
ciation on luxury automobiles) is amended by adding at the end 
the following new subparagraph: 

“(C) SPECIAL RULE FOR CERTAIN CLEAN-FUEL PASSENGER 
AUTOMOBILES.— 

“(i) MODIFIED AUTOMOBILES.—In the case of a pas- 
senger automobile which is propelled by a fuel which 
is not a clean-burning fuel and to which is installed 
qualified clean-fuel vehicle property (as defined in sec- 
tion 179A(c1)A)) for purposes of permitting such 
vehicle to be propelled by a clean burning fuel (as 
defined in section 179A(e)(1)), subparagraph (A) shall 
not apply to the cost of the installed qualified clean 
burning vehicle property. 

“(ii) PURPOSE BUILT PASSENGER VEHICLES.—In the 
case of a purpose built passenger vehicle (as defined 
in sectiou 4001(a)(2)(C)ii)), each of the annual limita- 
tions specified in subparagraph (A) shall be tripled.”. 

(b) EFFECTIVE DATE.—The amendments made by this section 26 USC 280F 
shall apply to property placed in service after the date of enactment te. 
of this Act and before January 1, 2005. 


SEC. 972. TEMPORARY SUSPENSION OF TAXABLE INCOME LIMIT ON 
PERCENTAGE DEPLETION FOR MARGINAL PRODUCTION. 


(a) IN GENERAL.—Paragraph (6) of section 613A(c) is amended 
by adding at the end the following new subparagraph: 
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26 USC 613A 
note 


26 USC 170 note 


26 USC 501 note 


26 USC 62 note 


26 USC 6103 
note. 


26 USC 6103 
note. 


Montana. 


“(H) TEMPORARY SUSPENSION OF TAXABLE INCOME LIMIT 

WITH RESPECT TO MARGINAL PRODUCTION.—The second sen- 

tence of subsection (a) of section 613 shall not apply to 

so much of the allowance for depletion as is determined 

under subparagraph (A) for any taxable year beginning 

after December 31, 1997, and before January 1, 2000.”. 

(b) EFFECTIVE DATE.—The amendment made by subsection (a) 
shall apply to taxable years beginning after December 31, 1997. 


SEC. 973. INCREASE IN STANDARD MILEAGE RATE EXPENSE DEDUC- 
TION FOR CHARITABLE USE OF PASSENGER AUTO- 
MOBILE. 


(a) IN GENERAL.—Section 170(i) (relating to standard mileage 
rate for use of passenger automobile) is amended to read as follows: 

“(i) STANDARD MILEAGE RATE FOR USE OF PASSENGER AUTO- 
MOBILE.—For purposes of computing the deduction under this sec- 
tion for use of a passenger. automobile, the standard mileage rate 
shall be 14 cents per mile.”. 

(b) EFFECTIVE DATE.—The amendment made by subsection (a) 
shall apply to taxable years beginning after December 31, 1997. 


SEC. 974. CLARIFICATION OF TREATMENT OF CERTAIN RECEIVABLES 
PURCHASED BY COOPERATIVE HOSPITAL SERVICE 
ORGANIZATIONS. 


(a) IN GENERAL.—Subparagraph (A) of section 501(e)(1) is 
amended by inserting “(including the purchase of patron accounts 
receivable on a recourse basis)” after “billing and collection”. 

(b) EFFECTIVE DATE.—The amendment made by subsection (a) 
shall apply to taxable years beginning after December 31, 1996. 


SEC. 975. DEDUCTION IN COMPUTING ADJUSTED GROSS INCOME FOR 
EXPENSES IN CONNECTION WITH SERVICE PERFORMED 
BY CERTAIN OFFICIALS. 


(a) IN GENERAL.—Paragraph (2) of section 62(a) (defining 
adjusted gross income) is amended by adding at the end the follow- 
ing new subparagraph: 

“(C) CERTAIN EXPENSES OF OFFICIALS.—The deductions 
allowed by section 162 which consist of expenses paid or 
incurred with respect to services performed by an official 
as an employee of a State or a political subdivision thereof 
- a position compensated in whole or in part on a fee 

asis.”. 

(b) EFFECTIVE DATE.—The amendment made by this section 
shall apply to expenses paid or incurred in taxable years beginning 
after December 31, 1986. 


SEC. 976. COMBINED EMPLOYMENT TAX REPORTING DEMONSTRATION 
PROJECT. 


(a) IN GENERAL.—The Secretary of the Treasury shall provide 
for a demonstration project to assess the feasibility and desirability 
of expanding combined Federal and State tax reporting. 

(b) DESCRIPTION OF DEMONSTRATION PROJECT.—The demonstra- 
tion project under subsection (a) shall be— 

(1) carried out between the Internal Revenue Service and 
the State of Montana for a period ending with the date which 
is 5 years after the date of the enactment of this Act, 

(2) limited to the reporting of employment taxes, and 
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(3) limited to the disclosure of the taxpayer identity (as 
defined in section 6103(b)\(6) of such Code) and the signature 
of the taxpayer. 

(c) CONFORMING AMENDMENT.—Section 6103(d) is amended by 
adding at the end the following new paragraph: 

“(5) DISCLOSURE FOR CERTAIN COMBINED REPORTING 
PROJECT.—The Secretary shall disclose taxpayer identities and 
signatures for purposes of the demonstration project described 
in section 967 of the Taxpayer Relief Act of 1997.”. 


SEC. 977. ELECTIVE CARRYBACK OF EXISTING CARRYOVERS OF 26 USC 172 note 
NATIONAL RAILROAD PASSENGER CORPORATION. 


(a) ELECTIVE CARRYBACK.— 
(1) IN GENERAL.—If the National Railroad Passenger Cor- 
poration (in this section referred to as the “Corporation”)— 

(A) makes an election under this section for its first 
taxable year ending after September 30, 1997, and 

(B) agrees to the conditions specified in paragraph 
(2), 

then the Corporation shall be treated as having made a pay- 
ment of the tax imposed by chapter 1 of the Internal Revenue 
Code of 1986 for such first taxable year and the succeeding 
taxable year in an amount (for each such taxable year) equal 
to 50 percent of the amount determined under paragraph (3). 
Each such payment shall be treated as having been made 
by the Corporation on the last day prescribed by law (without 
regard to extensions) for filing its return of tax under chapter 
1 of such Code for the taxable year to which such payment 
relates. 
(2) CONDITIONS.— 

(A) IN GENERAL.—This section shall only apply to the 
Corporation if it agrees (in such manner as the Secretary 
of the Treasury or his delegate may prescribe) to— 

(i) except as provided in clause (ii), use any refund 
of the payment described in paragraph (1) (and any 
interest thereon) solely to finance qualified expenses 
of the Corporation, and 

(ii) make the payments to non-Amtrak States as 
described in subsection (c). 

(B) REPAYMENT.— 

(i) IN GENERAL.—The Corporation shall repay to 
the United States any amount not used in accordance 
with this paragraph and any amount remaining unused 
as of January 1, 2010. 

(ii) SPECIAL RULES.—For purposes of clause (i}— 

(I) no amount shall be treated as remaining 
unused as of January 1, 2010, if it is obligated 
as of such date for a qualified expense, and 

(II) the Corporation shall not be treated as 
failing to meet the requirements of clause (i) by 
reason of investing any amount for a temporary 
period. 

(3) AMOUNT.—For purposes of paragraph (1)— 

(A) IN GENERAL.—The amount determined under this 
paragraph shall be the lesser of— 

(i) 35 percent of the Corporation’s existing qualified 
carryovers, or 
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(ii) the Corporation’s net tax liability for the 
carryback period. 
(B) DOLLAR LIMIT.—Such amount shall not exceed 
$2,323,000,000. 
(b) EXISTING QUALIFIED CARRYOVERS; NET TAX LIABILITY.— 


For purposes of this section— 





(1) EXISTING QUALIFIED CARRYOVERS.—The term “existing 
qualified carryovers” means the aggregate of the amounts which 
are net operating loss carryovers under section 172(b) of the 
Internal Revenue Code of 1986 to the Corporation’s first taxable 
year ending after September 30, 1997. 

(2) NET TAX LIABILITY FOR CARRYBACK PERIOD.— 

(A) IN GENERAL.—The Corporation’s net tax liability 
for the carryback period is the aggregate of the net tax 
liability of the Corporation’s railroad predecessors for tax- 
able years in the carryback period. 

(B) NET TAX LIABILITY.—The term “net tax liability” 
means, with respect to any taxable year, the amount of 
the tax imposed by chapter 1 of the Internal Revenue 
Code of 1986 (or any corresponding provision of prior law) 
for such taxable year, reduced by the sum of the credits 
allowable against such tax under such Code (or any cor- 
responding provision of prior law). 

(C) CARRYBACK PERIOD.—The term “carryback period” 
means the period— 

(i) which begins with the first taxable year of 

any railroad predecessor beginning before January 1, 

1971, for which there is a net tax liability, and 

(ii) which ends with the last taxable year of any 

railroad predecessor beginning before January 1, 1971. 
(3) RAILROAD PREDECESSOR.— 

(A) IN GENERAL.—The term “railroad predecessor” 
means— 

(i) any railroad which entered into a contract under 
section 401 or 404(a) of the Rail Passenger Service 

Act of 1970 relieving the railroad of its entire respon- 

sibility for the provision of intercity rail passenger 

service, and 
(ii) any predecessor thereof. 

(B) CONSOLIDATED RETURNS.—If any railroad described 
in subparagraph (A) was a member of an affiliated group 
which filed a consolidated return for any taxable year in 
the carryback period, each member of such group shall 
be treated as a railroad predecessor for such year. 

(c) PAYMENTS TO NON-AMTRAK STATES.— 

(1) IN GENERAL.—Within 30 days after receipt of any refund 
of any payment described in subsection (a)(1), the Corporation 
shall pay to each non-Amtrak State an amount equal to 1 
percent of the amount of such refund. 

(2) USE OF PAYMENT.—Each non-Amtrak State shall use 
the payment described in paragraph (1) (and any interest 
thereon) solely to finance oualiel expenses of the State. 

(3) REPAYMENT.—A non-Amtrak State shall pay to the 
United States— 

(A) any portion of the payment received by the State 
under paragraph (1) (and any interest thereon) which is 
used for a purpose other than to finance qualified expenses 
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of the State or which remains unused as of January 1, 

2010, or 

(B) if such State ceases to be a non-Amtrak State, 
the portion of such payment (and any interest thereon) 
remaining as of the date of the cessation. 

Rules similar to the rules of subsection (a)(2)(B) shall apply 
for purposes of this paragraph. 
(d) Tax CONSEQUENCES.— 

(1) REDUCTION IN CARRYOVERS.—If the Corporation elects 
the application of this section, the Corporation’s existing quali- 
fied carryovers shall be reduced by an amount equal to the 
amount determined under subsection (a)(3) divided by 0.35. 

(2) REDUCTION IN TAX PAID BY RAILROAD PREDECESSORS.— 

(A) IN GENERAL.—The Secretary of the Treasury or 
his delegate shall appropriately adjust the tax account 
of each railroad predecessor to reduce the net tax liability 
of such predecessor for taxable years beginning in the 
carryback period which is offset by reason of the application 
of this section. 

(B) FIFO ORDERING RULE.—The Secretary shall make 
the adjustments under subparagraph (A) first for the earli- 
est year in the carryback period and then for each subse- 
quent year in such period. 

(C) NO EFFECT ON OTHER TAXPAYERS.—In no event 
shall any taxpayer other than the Corporation be allowed 
a refund or credit by reason of this section. 

(D) WAIVER OF LIMITATIONS.—If the adjustment under 
subparagraph (A) is barred by the operation of any law 
or rule of law, such law or rule of law shall be waived 
solely for purposes of making such adjustment. 

(3) TAX TREATMENT OF EXPENDITURES.—With respect to 
any payment by the Corporation of qualified expenses described 
in subsection (e)(1)(A) during any taxable year from the amount 
of any refund of the payment described in subsection (a)(1)— 

(A) no deduction shall be allowed to the Corporation 
with respect to any amount paid or incurred which is 
attributable to such amount, and 

(B) the basis of any property shall be reduced by the 
portion of the cost of such property which is attributable 
to such amount. 

(4) PAYMENTS TO A NON-AMTRAK STATE.—No deduction shall 
be allowed to the Corporation under chapter 1 of the Internal 
Revenue Code of 1986 for any payment to a non-Amtrak State 
required under subsection (a)(2)(A)(ii). 

(e) DEFINITIONS.—For purposes of this section— 

(1) QUALIFIED EXPENSES.—The term “qualified expenses” 
means expenses incurred for— 

(A) in the case of the Corporation— 

(i) the acquisition of equipment, rolling stock, and 
other capital improvements, the upgrading of mainte- 
nance facilities, and the maintenance of existing equip- 
ment, in intercity passenger rail service, and 

(ii) the payment of interest and principal on obliga- 
tions incurred for such acquisition, upgrading, and 
maintenance, and 
(B) in the case of a non-Amtrak State— 
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(i) the acquisition of equipment, rolling stock, and 
other capital improvements, the upgrading of mainte- 
nance facilities, and the maintenance of existing equip- 
ment, in intercity passenger rail service, 

(ii) the acquisition of equipment, rolling stock, and 
other capital improvements, the upgrading of mainte- 
nance facilities, and the maintenance of existing equip- 
ment, in intercity bus service, 

(iii) the purchase of intercity passenger rail serv- 
ices from the Corporation, and 

(iv) the payment of interest and principal on 
obligations incurred for such acquisition, upgrading, 
maintenance, and purchase. 

In the case of a non-Amtrak State which provides its own 
intercity passenger rail service on the date of the enactment 
of this paragraph, subparagraph (B) shall be applied by only 
taking into account clauses (1) and (iv). 

(2) NON-AMTRAK “STATE.—The term “non-Amtrak State” 
means, with respect to any payment, any State which does 
not receive intercity passenger rail service from the Corporation 
at any time during the period beginning on the date of the 
enactment of this Act and ending on the date of the payment. 
(f) AUTHORIZING REFORM REQUIRED.— 

(1) IN GENERAL.—The Secretary of the Treasury shall not 
make payment of any refund of any payment described in 
subsection (a1) earlier than the date of the enactment of 
Federal legislation, other than legislation included in this sec- 
tion, which is enacted after July 29, 1997, and which authorizes 
reforms of the National Railroad Passenger Corporation. 

(2) NO INTEREST.—Notwithstanding any other provision of 
law, if the payment of any refund is delayed by reason of 
paragraph (1), no interest shall accrue with respect to such 
payment prior to the 45th day following the date of the enact- 
ment of Federal legislation described in paragraph (1). 

(3) ESTIMATE OF REVENUE.—For purposes of estimating 
revenues under budget reconciliation, the impact of this section 
on Federal revenues shall be determined without regard to 
this subsection. 


Subtitle H—Extension of Duty-Free Treat- 
ment Under Generalized System of Pref- 
erences 


SEC. 981. GENERALIZED SYSTEM OF PREFERENCES. 


(a) EXTENSION OF DUTY-FREE TREATMENT UNDER SYSTEM.— 
Section 505 of the Trade Act of 1974 (19 U.S.C. 2465) is amended 
by striking “May 31, 1997” and inserting “June 30, 1998”. 

19 USC 465 note (b) RETROACTIVE APPLICATION FOR CERTAIN LIQUIDATIONS AND 
RELIQUIDATIONS.— 
(1) IN GENERAL.—Notwithstanding section 514 of the Tariff 

Act of 1930 or any other provision of law and subject to para- 

graph (2), the entry— 

(A) of any article to which duty-free treatment under 
title V of the Trade Act of 1974 would have applied if 
the entry had been made on May 31, 1997, and 
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(B) that was made after May 31, 1997, and before 
the date of the enactment of this Act, 
shall be liquidated or reliquidated as free of duty, and the 
Secretary of the Treasury shall refund any duty paid with 
respect to such entry. As used in this subsection, the term 
“entry” includes a withdrawal from warehouse for consumption. 
(2) REQUESTS.—Liquidation or reliquidation may be made 
under paragraph (1) with respect to an entry only if a request 
therefor is filed with the Customs Service, within 180 days 
after the date of the enactment of this Act, that contains 
sufficient information to enable the Customs Service— 
(A) to locate the entry; or 
(B) to reconstruct the entry if it cannot be located. 


TITLE X—REVENUES 
Subtitle A—Financial Products 


SEC. 1001. CONSTRUCTIVE SALES TREATMENT FOR APPRECIATED 
FINANCIAL POSITIONS. 


(a) IN GENERAL.—Part IV of subchapter P of chapter 1 is 
amended by adding at the end the following new section: 


“SEC. 1259. CONSTRUCTIVE SALES TREATMENT FOR APPRECIATED 
FINANCIAL POSITIONS. 


“(a) IN GENERAL.—If there is a constructive sale of an appre- 
ciated financial position— 

“(1) the taxpayer shall recognize gain as if such position 
were sold, assigned, or otherwise terminated at its fair market 
value on the date of such constructive sale (and any gain 
shall be taken into account for the taxable year which includes 
such date), and 

“(2) for purposes of applying this title for periods after 
the constructive sale— 

“(A) proper adjustment shall be made in the amount 
of any gain or loss subsequently realized with respect to 
such position for any gain taken into account by reason 
of paragraph (1), and 

“(B) the holding period of such position shall be deter- 
mined as if such position were originally acquired on the 
date of such constructive sale. 

“(b) APPRECIATED FINANCIAL POSITION.—For purposes of this 
section— 

“(1) IN GENERAL.—Except as provided in paragraph (2), 
the term ‘appreciated financial position’ means any position 
with respect to any stock, debt instrument, or partnershi 
interest if there would be gain were such position sold, assigned, 
or otherwise terminated at its fair market value. 

“(2) EXCEPTIONS.—The term ‘appreciated financial position’ 
shall not include— 

“(A) any position with respect to debt if— 

“(i) the debt unconditionally entitles the holder 
to receive a specified principal amount, 

“ii) the interest payments (or other similar 
amounts) with respect to such debt meet the require- 
ments of clause (i) of section 860G(a)(1)(B), and 
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“(iii) such debt is not convertible (directly or 
indirectly) into stock of the issuer or any related per- 
son, and 
“(B) any position which is marked to market under 

any provision of this title or the regulations thereunder 

“(3) POSITION.—The term ‘position’ means an interest, 
including a futures or forward contract, short sale, or option 
“(c) CONSTRUCTIVE SALE.—For purposes of this section— 

‘(1) IN GENERAL.—A taxpayer shall be treated as having 
made a constructive sale of an appreciated financial position 
if the taxpayer (or a related person)— 

“(A) enters into a short sale of the same or substan- 
tially identical property, 

“(B) enters into an offsetting notional principal contract 
with respect to the same or substantially identical property, 

“(C) enters into a futures or forward contract to deliver 
the same or substantially identical property, 

“(D) in the case of an appreciated financial position 
that is a short sale or a contract described in subparagraph 
(B) or (C) with respect to any property, acquires the same 
or substantially identical property, or 

“(E) to the extent prescribed by the Secretary in regula- 
tions, enters into 1 or more other transactions (or acquires 
1 or more positions) that have substantially the same effect 
as a transaction described in any of the preceding subpara- 
graphs. 

“(2) EXCEPTION FOR SALES OF NONPUBLICLY TRADED PROP- 
ERTY.—The term ‘constructive sale’ shall not include any con- 
tract for sale of any stock, debt instrument, or partnership 
interest which is not a marketable security (as defined in 
section 453(f)) if the contract settles within 1 year after the 
date such contract is entered into. 

“(3) EXCEPTION FOR CERTAIN CLOSED TRANSACTIONS.— 

“(A) IN GENERAL.—In applying this section, there shall 
be disregarded any transaction (which would otherwise 
be treated as a constructive sale) during the taxable year 
if— 

“(i) such transaction is closed before the end of 
the 30th day after the close of such taxable year, 

“(ii) the taxpayer holds the appreciated financial 
position throughout the 60-day period beginning on 
the date such transaction is closed, and 

“(ili) at no time during such 60-day period is the 
taxpayer's risk of loss with respect to such position 
reduced by reason of a circumstance which would be 
described in section 246(c)(4) if references to stock 
included references to such position. 

“(B) TREATMENT OF POSITIONS WHICH ARE REESTAB- 
LISHED.—If— 

“(i) a transaction, which would otherwise be treat- 
ed as a constructive sale of an appreciated financial 
position, is closed during the taxable year or during 
the 30 days thereafter, and 

“(ii) another substantially similar transaction is 
entered into during the 60-day period beginning on 
the date the transaction ae to in clause (i) is 
closed— 
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“(I) which also would otherwise be treated as 
a constructive sale of such position, 

“(II) which is closed before the 30th day after 
the close of the taxable year in which the trans- 
action referred to in clause (i) occurs, and 

“(III) which meets the requirements of clauses 
(ii) and (iii) of subparagraph (A), 

the transaction referred to in clause (ii) shall be disregarded 

for purposes of determining whether the requirements of 

subparagraph (A)iii) are met with respect to the trans- 

action described in clause (i). 

“(4) RELATED PERSON.—A person is related to another per- 
son with respect to a transaction if— 

“(A) the relationship is described in section 267(b) or 
707(b), and 

“(B) such transaction is entered into with a view toward 
avoiding the purposes of this section. 

“(d) OTHER DEFINITIONS.—For purposes of this section— 

“(1) FORWARD CONTRACT.—The term ‘forward contract’ 
means a contract to deliver a substantially fixed amount of 
property for a substantially fixed price. 

“(2) OFFSETTING NOTIONAL PRINCIPAL CONTRACT.—The term 
‘offsetting notional principal contract’ means, with respect to 
any property, an agreement which includes— 

“(A) a requirement to pay (or provide credit for) all 
or substantially all of the investment yield (including 
appreciation) on such property for a specified period, and 

“(B) a right to be reimbursed for (or receive credit 
for) all or substantially all of any decline in the value 
of such property. 

e) SPECIAL RULES.— 

“(1) TREATMENT OF SUBSEQUENT SALE OF POSITION WHICH 
WAS DEEMED SOLD.—If— 

“(A) there is a constructive sale of any appreciated 
financial position, 

“(B) such position is subsequently disposed of, and 

“(C) at the time of such disposition, the transaction 
resulting in the constructive sale of such position is open 
with respect to the taxpayer or any related person, 

solely for purposes of determining whether the taxpayer has 
entered into a constructive sale of any other appreciated finan- 
cial position held by the taxpayer, the taxpayer shall be treated 
as entering into such transaction immediately after such dis- 
position. For purposes of the preceding sentence, an assignment 
or other termination shall be treated as a disposition. 

“(2) CERTAIN TRUST INSTRUMENTS TREATED AS STOCK.— 
For purposes of this section, an interest in a trust which is 
actively traded (within the meaning of section 1092(d)(1)) shall 
be treated as stock unless substantially all (by value) of the 
property held by the trust is debt described in subsection 
(b)(2)(A). 

“(3) MULTIPLE POSITIONS IN PROPERTY.—If a taxpayer holds 
multiple positions in property, the determination of whether 
a specific transaction is a constructive sale and, if so, which 
appreciated financial position is deemed sold shall be made 
in the same manner as actual sales. 
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“(f) REGULATIONS.—The Secretary shall prescribe such regula- 


tions as may be necessary or appropriate to carry out the purposes 
of this section.”. 


(b) ELECTION OF MARK TO MARKET FOR DEALERS IN COMMOD- 


ITIES AND FOR TRADERS IN SECURITIES OR COMMODITIES.—Section 
475 (relating to mark to market accounting method for dealers 
in securities) is amended by redesignating subsection (e) as sub- 
section (g) and by inserting after subsection (d) the following new 
subsections: 


“(e) ELECTION OF MARK TO MARKET FOR DEALERS IN COMMOD- 


ITIES.— 


“(1) IN GENERAL.—In the case of a dealer in commodities 
who elects the —— of this subsection, this section shall 
apply to commodities held by such dealer in the same manner 
as this section applies to securities held by a dealer in securi- 
ties. 

“(2) COMMODITY.—For purposes of this subsection and sub- 
section (f), the term ‘commodity’ means— 

“(A) any commodity which is actively traded (within 

the meaning of section 1092(d)(1)); 

“(B) any notional principal contract with respect to 

any commodity described in subparagraph (A); 

“(C) any evidence of an interest in, or a derivative 
instrument in, any commodity described in subparagraph 

(A) or (B), including any option, forward contract, futures 

contract, short position, and any similar instrument in 

such a commodity; and 

“(D) any position which— 

“(i) is not a commodity described in subparagraph 
(A), (B), or (C), 

“(ii) is a hedge with respect to such a commodity, 
and 

“(iii) is clearly identified in the taxpayer’s records 
as being described in this subparagraph before the 
close of the day on which it was acquired or entered 
into (or such other time as the Secretary may by regu- 
lations prescribe). 

“(3) ELECTION.—An election under this subsection may be 
made without the consent of the Secretary. Such an election, 
once made, shall apply to the taxable year for which made 
and all subsequent taxable years unless revoked with the con- 
sent of the Secretary. 

“(f) ELECTION OF MARK TO MARKET FOR TRADERS IN SECURITIES 


OR COMMODITIES.— 


“(1) TRADERS IN SECURITIES.— 

“(A) IN GENERAL.—In the case of a person who is 
engaged in a trade or business as a trader in securities 
and who elects to have this paragraph apply to such trade 
or business— 

“(i) such person shall recognize gain or loss on 
any security held in connection with such trade or 
business at the close of any taxable year as if such 
security were sold for its fair market value on the 
last business day of such taxable year, and 

“(ii) any gain or loss shall be taken into account 
for such taxable year. 
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Proper adjustment shall be made in the amount of any 
gain or loss subsequently realized for gain or loss taken 
into account under the preceding sentence. The Secretary 
may provide by regulations for the application of this 
subparagraph at times other than the times provided in 
this subparagraph. 

“(B) EXCEPTION.—Subparagraph (A) shall not apply 
to any security— 

“(i) which is established to the satisfaction of the 

Secretary as having no connection to the activities 

of such person as a trader, and 

“(ii) which is clearly identified in such person’s 
records as being described in clause (i) before the close 
of the day on which it was acquired, originated, or 
entered into (or such other time as the Secretary may 
by regulations prescribe). 
If a security ceases to be described in clause (i) at any 
time after it was identified as such under clause (ii), 
subparagraph (A) shall apply to any changes in value of 
the security occurring after the cessation. 

“(C) COORDINATION WITH SECTION 1259.—Any security 
to which subparagraph (A) applies and which was acquired 
in the normal course of the taxpayer’s activities as a trader 
in securities shall not be taken into account in applying 
section 1259 to any position to which subparagraph (A) 
does not apply. 

“(D) OTHER RULES TO APPLY.—Rules similar to the 
rules of subsections (b)(4) and (d) shall apply to securities 
held by a person in any trade or business with respect 
to which an election under this paragraph is in effect. 
“(2) TRADERS IN COMMODITIES.—In the case of a person 

who is engaged in a trade or business as a trader in commod- 
ities and who elects to have this paragraph apply to such 
trade or business, paragraph (1) shall apply to commodities 
held by such trader in connection with aan trade or business 
in the same manner as paragraph (1) applies to securities 
held by a trader in securities. 
“(3) ELECTION.—The elections under paragraphs (1) and 
(2) may be made separately for each trade or business and 
without the consent of the Secretary. Such an election, once 
made, shall apply to the taxable year for which made and 
all subsequent taxable years unless revoked with the consent 
of the Secretary.”. 
(c) CLERICAL AMENDMENT.—The table of sections for part IV 
of subchapter P of chapter 1 is amended by adding at the end 
the following new item: 


“Sec. 1259. Constructive sales treatment for appreciated financial posi- 
tions.”. ; 


(d) EFFECTIVE DATES.— 26 USC 475 note 
(1) IN GENERAL.—Except as otherwise provided in this sub- 
section, the amendments made by this section shall apply to 
any constructive sale after June 8, 1997. 
(2) EXCEPTION FOR SALES OF POSITIONS, ETC. HELD BEFORE 
JUNE 9, 1997.—If— 
(A) before June 9, 1997, the taxpayer entered into 
any transaction which is a constructive sale of any appre- 
ciated financial position, and 
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(B) before the close of the 30-day period beginning 
on the date of the enactment of this Act or before such 
later date as may be specified by the Secretary of the 
Treasury, such transaction and position are clearly identi- 
fied in the taxpayer's records as offsetting, 
such transaction and position shall not be taken into account 
in determining whether any other constructive sale after June 
8, 1997, has occurred. The preceding sentence shall cease to 
apply as of the date such transaction is closed or the taxpayer 
ceases to hold such position. 

(3) SPECIAL RULE.—In the case of a decedent dying after 
June 8, 1997, if— 

(A) there was a constructive sale on or before such 
date of any appreciated financial position, 

(B) the transaction resulting in such constructive sale 
of such position remains open (with respect to the decedent 
or any related person)— 

(i) for not less than 2 years after the date of 
such transaction (whether such period is before or after 
June 8, 1997), and 

(ii) at any time during the 3-year period ending 
on the date of the decedent’s death, and 
(C) such transaction is not closed within the 30-day 

period beginning on the date of the enactment of this 

Act, 
then, for purposes of such Code, such position (and the trans- 
action resulting in such constructive sale) shall be treated 
as property constituting rights to receive an item of income 
in respect of a decedent under section 691 of such Code. Section 
1014(c) of such Code shall not apply to so much of such posi- 
tion’s or property's value (as included in the decedent’s estate 
for purposes of chapter 11 of such Code) as exceeds its fair 
market value as of the date such transaction is closed. 

(4) ELECTION OF MARK TO MARKET BY SECURITIES TRADERS 
AND TRADERS AND DEALERS IN COMMODITIES.— 

(A) IN GENERAL.—The amendments made by subsection 
(b) shall apply to taxable years ending after the date of 
the enactment of this Act. 

(B) 4-YEAR SPREAD OF ADJUSTMENTS.—In the case of 
a taxpayer who elects under subsection (e) or (f) of section 
475 of the Internal Revenue Code of 1986 (as added by 
this section) to change its method of accounting for the 
taxable year which includes the date of the enactment 
of this Act— 

(i) any identification required under such sub- 
section with respect to securities and commodities held 
on the date of the enactment of this Act shall be 
treated as timely made if made on or before the 30th 
day after such date of enactment, and 

(ii) the net amount of the adjustments required 
to be taken into account by the taxpayer under section 
481 of such Code shali be taken into account ratably 
over the 4-taxable year period beginning with such 
first taxable year. 
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SEC. 1002. LIMITATION ON EXCEPTION FOR INVESTMENT COMPANIES 
UNDER SECTION 351. 


(a) IN GENERAL.—Paragraph (1) of section 351(e) (relating to 
exceptions) is amended by adding at the end the following: “For 
purposes of the preceding sentence, the determination of whether 
a company is an investment company shall be made— 

“(A) by taking into account all stock and securities 
held by the company, and 
“(B) by treating as stock and securities— 

“(i) money, 

“(ii) stocks and other equity interests in a corpora- 
tion, evidences of indebtedness, options, forward or 
futures contracts, notional principal contracts and 
derivatives, 

“(iii) any foreign currency, 

“(iv) any interest in a real estate investment trust, 
a common trust fund, a regulated investment company, 
a publicly-traded partnership (as defined in section 
7704(b)) or any other equity interest (other than in 
a corporation) which pursuant to its terms or any 
other arrangement is readily convertible into, or 
exchangeable for, any asset described in any preceding 
clause, this clause or clause (v) or (viii), 

“(v) except to the extent provided in regulations 
prescribed by the Secretary, any interest in a precious 
metal, unless such metal is used or held in the active 
conduct of a trade or business after the contribution, 

“(vi) except as otherwise provided in regulations 
prescribed by the Secretary, interests in any entity 
if substantially all of the assets of such entity consist 
(directly or indirectly) of any assets described in any 
preceding clause or clause (viii), 

“(vii) to the extent provided in regulations pre- 
scribed by the Secretary, any interest in any entity 
not described in clause (vi), but only to the extent 
of the value of such interest that is attributable to 
assets listed in clauses (i) through (v) or clause (viii), 
or 

“(vili) any other asset specified in regulations pre- 
scribed by the Secretary. 

The Secretary may prescribe regulations that, under appro- 

priate circumstances, treat any asset described in clauses (i) 

through (v) as not so listed.”. 

(b) EFFECTIVE DATE.— 26 USC 351 note. 

(1) IN GENERAL.—The amendment made by subsection (a) 
shall apply to transfers after June 8, 1997, in taxable years 
ending after such date. 

(2) BINDING CONTRACTS.—The amendment made by sub- 
section (a) shall not apply to any transfer pursuant to a written 
rapes | contract in effect on June 8, 1997, and at all times 
thereafter before such transfer if such contract provides for 


the transfer of a fixed amount of property. 


SEC. 1003. GAINS AND LOSSES FROM CERTAIN TERMINATIONS WITH 
RESPECT TO PROPERTY. 


(a) APPLICATION OF CAPITAL TREATMENT TO PROPERTY OTHER 
THAN PERSONAL PROPERTY.— 
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(1) IN GENERAL.—Paragraph (1) of section 1234A (relating 
to gains and losses from certain terminations) is amended 
by striking “personal property (as defined in section 1092(d)(1))” 
and inserting “property”. 

26 USC 1234A (2) EFFECTIVE DATE.—The amendment made by paragraph 
note (1) shall apply to terminations more than 30 days after the 
date of the enactment of this Act. 
(b) TREATMENT OF SHORT SALES OF PROPERTY WHICH BECOMES 
SUBSTANTIALLY WORTHLESS.— 

(1) IN GENERAL.—Section 1233 is amended by adding at 
the end the following new subsection: 

“(h) SHORT SALES OF PROPERTY WHICH BECOMES SUBSTAN- 
TIALLY WORTHLESS.— 

“(1) IN GENERAL.—If— 

“(A) the taxpayer enters into a short sale of property, 
and 

“(B) such property becomes substantially worthless, 

the taxpayer shall recognize gain in the same manner as if 
the short sale were closed when the property becomes substan- 
tially worthless. To the extent provided in regulations pre- 
scribed by the Secretary, the preceding sentence also shall 
apply with respect to any option with respect to property, 
any offsetting notional principal contract with respect to prop- 
erty, any futures or forward contract to deliver any property, 
and any other similar transaction. 

“(2) STATUTE OF LIMITATIONS.—If property becomes 
substantially worthless during a taxable year and any short 
sale of such property remains open at the time such property 
becomes substantially worthless, then— 

“(A) the statutory period for the assessment of any 
deficiency attributable to any part of the gain on such 
transaction shall not expire before the earlier of— 

“(i) the date which is 3 years after the date the 

Secretary is notified by the taxpayer (in such manner 

as the Secretary may by regulations prescribe) of the 

substantial worthlessness of such property, or 
“(ii) the date which is 6 years after the date the 
return for such taxable year is filed, and 

“(B) such deficiency may be assessed before the date 
applicable under subparagraph (A) notwithstanding the 
provisions of any other law or rule of law which would 
otherwise prevent such assessment.”. 

26 USC 1233 (2) EFFECTIVE DATE.—The amendment made by paragraph 
note (1) shall apply to property which becomes substantially worth- 
less after the date of the enactment of this Act. 
(c) APPLICATION OF CAPITAL TREATMENT, ETC. TO OBLIGATIONS 
ISSUED BY NATURAL PERSONS.— 

(1) IN GENERAL.—Section 1271(b) is amended to read as 
follows: 

“(b) EXCEPTION FOR CERTAIN OBLIGATIONS.— 

“(1) IN GENERAL.—This section shall not apply to— 

“(A) any obligation issued by a natural person before 
June 9, 1997, and 

“(B) any obligation issued before July 2, 1982, by an 
issuer which is not a corporation and is not a government 
or political subdivision thereof. 
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“(2) TERMINATION.—Paragraph (1) shall not apply to any 
obligation purchased (within the meaning of section 1272(d)(1)) 
after June 8, 1997.”. 
(2) EFFECTIVE DATE.—The amendment made by paragraph 26 USC 1271 
(1) shall apply to sales, exchanges, and retirements after the note 
date of enactment of this Act. 


SEC. 1004. DETERMINATION OF ORIGINAL ISSUE DISCOUNT WHERE 
POOLED DEBT OBLIGATIONS SUBJECT TO ACCELERA- 
TION. 


(a) IN GENERAL.—Subparagraph (C) of section 1272(a)(6) (relat- 
ing to debt instruments to which the paragraph applies) is amended 
by striking “or” at the end of clause (i), by striking the period 
at the end of clause (ii) and inserting “, or”, and by inserting 
after clause (ii) the following: 

“(iii) any pool of debt instruments the yield on 
which may be affected by reason of prepayments (or 
to the extent provided in regulations, . reason of 
other events). 

To the extent provided in regulations prescribed by the 

Secretary, in the case of a small business engaged in the 

trade or business of selling tangible personal property at 

retail, clause (iii) shall not apply to debt instruments 
incurred in the ordinary course of such trade or business 
while held by such business.”. 

(b) EFFECTIVE DATES.— 26 USC 1272 

(1) IN GENERAL.—The amendment made by this section 0. 
shall apply to taxable years beginning after the date of the 
enactment of this Act. 

(2) CHANGE IN METHOD OF ACCOUNTING.—In the case of 
any taxpayer required by this section to change its method 
of accounting for its first taxable year beginning after the 
date of the enactment of this Act— 

(A) such change shall be treated as initiated by the 
taxpayer, 

(B) such change shall be treated as made with the 
consent of the Secretary of the Treasury, and 

(C) the net amount of the adjustments required to 

be taken into account by the taxpayer under section 481 

of the Internal Revenue Code of 1986 shall be taken into 

account ratably over the 4-taxable year period beginning 
with such first taxable year. 


SEC. 1005. DENIAL OF INTEREST DEDUCTIONS ON CERTAIN DEBT 
INSTRUMENTS. 


(a) IN GENERAL.—Section 163 (relating to deduction for 
interest), as amended by title V, is amended by redesignating 
subsection (1) as subsection (m) and by inserting after subsection 
(k) the following new subsection: 

“(1) DISALLOWANCE OF DEDUCTION ON CERTAIN DEBT 
INSTRUMENTS OF CORPORATIONS.— 

“(1) IN GENERAL.—No deduction shall be allowed under 
this chapter for any interest paid or accrued on a disqualified 
debt instrument. 

“(2) DISQUALIFIED DEBT INSTRUMENT.—For purposes of this 
subsection, the term ‘disqualified debt instrument’ means any 
indebtedness of a corporation which is payable in equity of 
the issuer or a related party. 








111 STAT. 912 


26 USC 163 note 


PUBLIC LAW 105-34—AUG. 5, 1997 


“(3) SPECIAL RULES FOR AMOUNTS PAYABLE IN EQUITY.— 
For purposes of paragraph (2), indebtedness shall be treated 
as payable in equity of the issuer or a related party only 
if— 

“(A) a substantial amount of the principal or interest 
is required to be paid or converted, or at the option of 
the issuer or a related party is payable in, or convertible 
into, such equity, 

“(B) a substantial amount of the principal or interest 
is required to be determined, or at the option of the issuer 
or a related party is determined, by reference to the value 
of such equity, or 

“(C) the indebtedness is part of an arrangement which 
is reasonably expected to result in a transaction described 
in subparagraph (A) or (B). 

For purposes of this paragraph, principal or interest shall be 
treated as required to be so paid, converted, or determined 
if it may be required at the option of the holder or a related 
party and there is a substantial certainty the option will be 
exercised. 

“(4) RELATED PARTY.—For purposes of this subsection, a 
person is a related party with respect to another person if 
such person bears a relationship to such other person described 
in section 267(b) or 707(b). 

“(5) REGULATIONS.—The Secretary shall prescribe such 
regulations as may be necessary or appropriate to carry out 
the purposes of this subsection, including regulations prevent- 
ing avoidance of this subsection through the use of an issuer 
other than a corporation.”. 

(b) EFFECTIVE DATE.— 

(1) IN GENERAL.—The amendment made by this section 
shall apply to disqualified debt instruments issued after June 
8, 1997. 

(2) TRANSITION RULE.—The amendment made by this sec- 
tion shall not apply to any instrument issued after June 8, 
1997, if such instrument is— 

(A) issued pursuant to a written agreement which was 
binding on such date and at all times thereafter, 

(B) described in a ruling request submitted to the 
Internal Revenue Service on or before such date, or 

(C) described on or before such date in a public 
announcement or in a filing with the Securities and 
Exchange Commission required solely by reason of the 
issuance. 


Subtitle B—Corporate Organizations and 


Reorganizations 


SEC. 1011. TAX TREATMENT OF CERTAIN EXTRAORDINARY DIVIDENDS. 


(a) TREATMENT OF EXTRAORDINARY DIVIDENDS IN EXCESS OF 


Basis.—Paragraph (2) of section 1059(a) (relating to corporate 
shareholder’s recognition of gain attributable to nontaxed portion 
of extraordinary dividends) is amended to read as follows: 


“(2) AMOUNTS IN EXCESS OF BASIS.—If the nontaxed portion 
of such dividends exceeds such basis, such excess shall be 
treated as gain from the sale or exchange of such stock for 
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the taxable year in which the extraordinary dividend is 

received.” 

b) TREATMENT OF REDEMPTIONS WHERE OPTIONS INVOLVED.— 
Paragraph (1) of section 1059(e) (relating to treatment of partial 
liquidations and non-pro rata redemptions) is amended to read 
as follows: 

“(1) TREATMENT OF PARTIAL LIQUIDATIONS AND CERTAIN 
REDEMPTIONS.—Except as otherwise provided in regulations— 

“(A) REDEMPTIONS.—In the case of any redemption of 
stock— 

“(i) which is part of a partial liquidation (within 
the meaning of section 302(e)) of the redeeming cor- 
poration, 

“(ii) which is not pro rata as to all shareholders, 
or 

“(iii) which would not have been treated (in whole 
or in part) as a dividend if any options had not been 
taken into account under section 318(a)(4), 

any amount treated as a dividend with respect to such 

redemption shall be treated as an extraordinary dividend 

to which paragraphs (1) and (2) of subsection (a) apply 
without regard to the period the taxpayer held such stock. 

In the case of a redemption described in clause (iii), only 

the basis in the stock redeemed shall be taken into account 

under subsection (a). 

“(B) REORGANIZATIONS, ETC.—An exchange described 
in section 356 which is treated as a dividend shall be 
treated as a redemption of stock for purposes of applying 
subparagraph (A).”. 

(c) TIME FOR REDUCTION.—Paragraph (1) of section 1059(d) 
is amended to read as follows: 

“(1) TIME FOR REDUCTION.—Any reduction in basis under 
subsection (a)(1) shali be treated as occurring at the beginning 
of the ex-dividend date of the extraordinary dividend to which 
the reduction relates.”. 

(d) EFFECTIVE DATES.— 26 USC 1059 

(1) IN GENERAL.—The amendments made by this section note. 
shall apply to distributions after May 3, 1995. 

(2) TRANSITION RULE.—The amendments made by this sec- 
tion shall not apply to any distribution made pursuant to 
the terms of— 

(A) a written binding contract in effect on May 3, 
1995, and at all times thereafter before such distribution, 
or 

(B) a tender offer outstanding on May 3, 1995. 

(3) CERTAIN DIVIDENDS NOT PURSUANT TO CERTAIN REDEMP- 
TIONS.—In determining whether the amendment made by sub- 
section (a) applies to any extraordinary dividend other than 
a dividend treated as an extraordinary dividend under section 
1059(e)(1) of the Internal Revenue Code of 1986 (as amended 
by this Act), paragraphs (1) and (2) shall be applied by 
substituting “September 13, 1995” for “May 3, 1995”. 
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SEC. 1012. APPLICATION OF SECTION 355 TO DISTRIBUTIONS IN 


CONNECTION WITH ACQUISITIONS AND TO INTRAGROUP 
TRANSACTIONS. 


(a) DISTRIBUTIONS IN CONNECTION WITH ACQUISITIONS.—Sec- 


tion 355 (relating to distributions of stock and securities of a con- 
trolled corporation) is amended by adding at the end the following 
new subsection: 


“(e) RECOGNITION OF GAIN ON CERTAIN DISTRIBUTIONS OF STOCK 


OR SECURITIES IN CONNECTION WITH ACQUISITIONS.— 


“(1) GENERAL RULE.—If there is a distribution to which 


this subsection applies, any stock or securities in the controlled 
corporation shall not be treated as qualified property for pur- 
poses of subsection (c\(2) of this section or section 361(c)(2). 


“(2) DISTRIBUTIONS TO WHICH SUBSECTION APPLIES. — 

“(A) IN GENERAL.—This subsection shall apply to any 
distribution— 

“(i) to which this section (or so much of section 
356 as relates to this section) applies, and 

“(ii) which is part of a ia (or series of related 
transactions) pursuant to which 1 or more persons 
acquire directly or indirectly stock representing a 50- 
percent or greater interest in the distributing corpora- 
tion or any controlled corporation. 

“(B) PLAN PRESUMED TO EXIST IN CERTAIN CASES.— 
If 1 or more persons acquire directly or indirectly stock 
representing a 50-percent or greater interest in the distrib- 
uting corporation or any controlled corporation during the 
4-year period beginning on the date which is 2 years before 
the date of the distribution, such acquisition shall be treat- 
ed as pursuant to a plan described in subparagraph (A)(ii) 
unless it is established that the distribution and the 
acquisition are not pursuant to a plan or series of related 
transactions. 

“(C) CERTAIN PLANS DISREGARDED.—A plan (or series 
of related transactions) shall not be treated as described 
in ar (AXii) if, immediately after the completion 
of such plan or transactions, the distributing corporation 
and all controlled corporations are members of a single 
affiliated group (as defined in section 1504 without regard 
to subsection (b) thereof). 

“(D) COORDINATION WITH SUBSECTION (d).—This sub- 
section shall not apply to any distribution to which sub- 
section (d) applies. 

“(3) SPECIAL RULES RELATING TO ACQUISITIONS.— 

“(A) CERTAIN ACQUISITIONS NOT TAKEN INTO 
ACCOUNT.—Except as provided in regulations, the following 
acquisitions shall not ce treated as described in paragraph 
(2X AXii): 

“(i) The acquisition of stock in any controlled cor- 
poration by the distributing corporation. 

“(ii) The acquisition by a person of stock in any 
controlled corporation by reason of holding stock or 
securities in the distributing corporation. 

“(iii) The acquisition by a person of stock in any 
successor corporation of the distributing corporation 
or any controlled corporation by reason of holding stock 
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or securities in such distributing or controlled corpora- 

tion. 

“(iv) The acquisition of stock in a corporation if 
shareholders owning directly or indirectly stock 
possessing— 

“(I) more than 50 percent of the total combined 
voting power of all classes of stock entitled to 
vote, and 

“(II) more than 50 percent of the total value 
of shares of all classes of stock, 

in the distributing corporation or any controlled cor- 

poration before such acquisition own directly or 

indirectly stock possessing such vote and value in such 
distributing or controlled corporation after such 
acquisition. 
This subparagraph shall not apply to any acquisition if 
the stock held before the acquisition was acquired pursuant 
to a plan (or series of related transactions) described in 
paragraph (2)(A)(ii). 

“(B) ASSET ACQUISITIONS.—Except as provided in regu- 
lations, for purposes of this subsection, if the assets of 
the distributing corporation or any controlled corporation 
are acquired by a successor corporation in a transaction 
described in subparagraph (A), (C), or (D) of section 
368(a)(1) or any other transaction specified in regulations 
by the Secretary, the shareholders (immediately before the 
acquisition) of the corporation acquiring such assets shall 
be treated as acquiring stock in the corporation from which 
the assets were acquired. 

“(4) DEFINITION AND SPECIAL RULES.—For purposes of this 
subsection— 

“(A) 50-PERCENT OR GREATER INTEREST.—The term ‘50- 
percent or greater interest’ has the meaning given such 
term by subsection (d)(4). 

“(B) DISTRIBUTIONS IN TITLE 11 OR SIMILAR CASE.— 
Paragraph (1) shall not apply to any distribution made 
in a title 11 or similar case (as defined in section 368(a)(3)). 

“(C) AGGREGATION AND ATTRIBUTION RULES.— 

“(i) AGGREGATION.—The rules of paragraph (7)(A) 
of subsection (d) shall apply. 

“(ii) ATTRIBUTION.—Section 318(a)(2) shall .apply 
in determining whether a person holds stock or securi- 
ties in any corporation. Except as provided in regula- 
tions, section 318(a)(2)(C) shall be applied without 
regard to the phrase ‘50 percent or more in value’ 
for purposes of the preceding sentence. 

“(D) SUCCESSORS AND PREDECESSORS.—For purposes 
of this subsection, any reference to a controlled corporation 
or a distributing corporation shall include a reference to 
any predecessor or successor of such corporation. 

“(E) STATUTE OF LIMITATIONS.—If there is a distribu- 
tion to which paragraph (1) applies— 

“(i) the statutory period for the assessment of any 
deficiency attributable to any part of the gain recog- 
nized under this subsection by reason of such distribu- 
tion shall not expire before the expiration of 3 years 
from the date the Secretary is notified by the taxpayer 
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(in such manner as the Secretary may by regulations 
prescribe) that such distribution occurred, an 

“(ii) such deficiency may be assessed before the 
expiration of such 3-year period notwithstanding the 
provisions of any other law or rule of law which would 
otherwise prevent such assessment. 

“(5) REGULATIONS.—The Secretary shall prescribe such 
regulations as may be necessary to carry out the purposes 
of this subsection, including regulations— 

“(A) providing for the application of this subsection 
where there is more than 1 controlled corporation, 

“(B) treating 2 or more distributions as 1 distribution 
where necessary to prevent the avoidance of such purposes, 
and 

“(C) providing for the application of rules similar to 
the rules of subsection (d)(6) where appropriate for pur- 

ses of paragraph (2)(B).”. 

(b) SPECIAL Pues FOR CERTAIN INTRAGROUP TRANSACTIONS.— 

(1) SECTION 355 NOT TO APPLY.—Section 355, as amended 
by subsection (a), is amended by adding at the end the following 
new subsection: 

“(f) SECTION Not To APPLY TO CERTAIN INTRAGROUP DISTRIBU- 
TIONS.—Except as provided in regulations, this section (or so much 
of section 356 as relates to this section) shall not apply to the 
distribution of stock from 1 member of an affiliated group (as 
defined in section 1504(a)) to another member of such group if 
such distribution is part of a plan (or series of related transactions) 
described in subsection (e)(2AXii) (determined after the application 
of subsection (e)).”. 

(2) ADJUSTMENTS TO BASIS.—Section 358 (relating to basis 
to distributees) is amended by adding at the end the following 
new subsection: 

“(g) ADJUSTMENTS IN INTRAGROUP TRANSACTIONS INVOLVING 
SECTION 355.—In the case of a distribution to which section 355 
(or so much of section 356 as relates to section 355) applies and 
which involves the distribution of stock from 1 member of an 
affiliated group (as defined in section 1504(a) without regard to 
subsection (b) thereof) to another member of such group, the Sec- 
retary may, notwithstanding any other provision of this section, 
provide adjustments to the adjusted basis of any stock which— 

“(1) is in a corporation which is a member of such group, 


“(2) is held by another member of such group, 
to appropriately reflect the proper treatment of such distribution.”. 
(c) DETERMINATION OF CONTROL IN CERTAIN DIVISIVE TRANS- 
ACTIONS.— 

(1) SECTION 351 TRANSACTIONS.—Section 351(c) (relating 
to special rule) is amended to read as follows: 

“(c) SPECIAL RULES WHERE DISTRIBUTION TO SHAREHOLDERS.— 
In Te control for purposes of this section— 

“(1) the fact that any corporate transferor distributes part 
or all of the stock in the corporation which it receives in 
= exchange to its shareholders shall not be taken into account, 
an 


“(2) if the requirements of section 355 are met with respect 
to such distribution, the shareholders shall be treated as in 
control of such corporation immediately after the exchange 
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if the shareholders own (immediately after the distribution) 
stock possessing— 

“(A) more than 50 percent of the total combined voting 
power of all classes of stock of such corporation entitled 
to vote, and 

“(B) more than 50 percent of the total value of shares 
of all classes of stock of such corporation.”. 

(2) D REORGANIZATIONS.—Section 368(a)(2)(H) (relating to 
special rule for determining whether certain transactions are 
qualified under paragraph (1)(D)) is amended to read as follows: 

“(H) SPECIAL RULES FOR DETERMINING WHETHER CER- 
TAIN TRANSACTIONS ARE QUALIFIED UNDER PARAGRAPH 

1(D).—For purposes of determining whether a transaction 

qualifies under paragraph (1)(D)— 

“(i) in the case of a transaction with respect to 

which the requirements of subparagraphs (A) and (B) 

of section 354(b)(1) are met, the term ‘control’ has 

the meaning given such term by section 304(c), and 

“(ii) in the case of a transaction with respect to 
which the requirements of section 355 are met, the 
shareholders described in paragraph (1)(D) shall be 
treated as having control of the corporation to which 
the assets are transferred if such shareholders own 

(immediately after the distribution) stock possessing— 

“(I) more than 50 percent of the total combined 
voting power of all classes of stock of such corpora- 
tion entitled to vote, and 
“(II) more than 50 percent of the total value 
of shares of all classes of stock of such corpora- 
tion.”. 
(d) EFFECTIVE DATES.— 26 USC 351 note 

(1) SECTION 355 RULES.—The amendments made by sub- 
sections (a) and (b) shall apply to distributions after April 
16, 1997, pursuant to a plan (or series of related transactions) 
which involves an _ acquisition described in_ section 
355(e)(2)(A)ii) of the Internal Revenue Code of 1986 occurring 
after such date. 

(2) DIVISIVE TRANSACTIONS.—The amendments made by 
subsection (c) shall apply to transfers after the date of the 
enactment of this Act 

(3) TRANSITION RULE.—The amendments made by this sec- 
tion shall not apply to any distribution pursuant to a plan 
(or series of related transactions) which involves an acquisition 
described in section 355(e)2)A)ii) of the Internal Revenue 
Code of 1986 (or, in the case of the amendments made by 
subsection (c), any transfer) occurring after April 16, 1997, 
if such acquisition or transfer is— 

(A) made pursuant to an agreement which was binding 
on such date and at all times thereafter, 

(B) described in a ruling request submitted to the 
Internal Revenue Service on or before such date, or 

(C) described on or before such date in a public 
announcement or in a filing with the Securities and 
Exchange Commission required solely by reason of the 
acquisition or transfer. 

This paragraph shall not apply to any agreement, ruling 
request, or public announcement or filing unless it identifies 








111 STAT. 918 PUBLIC LAW 105-34—AUG. 5, 1997 


26 USC 304 note 


the acquirer of the distributing corporation or any controlled 
corporation, or the transferee, whichever is applicable. 


SEC. 1013. TAX TREATMENT OF REDEMPTIONS INVOLVING RELATED 
CORPORATIONS. 


(a) STOCK PURCHASES BY RELATED CORPORATIONS.—The last 
sentence of section 304(a)(1) (relating to acquisition by related cor- 
poration other than subsidiary) is amended to read as follows: 
“To the extent that such distribution is treated as a distribution 
to which section 301 applies, the transferor and the acquiring 
corporation shall be treated in the same manner as if the transferor 
coll naieiel the stock so acquired to the acquiring corporation 
in exchange for stock of the acquiring corporation in a transaction 
to which section 351(a) applies, and then the acquiring corporation 
had redeemed the stock it was treated as issuing in such trans- 
action.”. 

(b) COORDINATION WITH SECTION 1059.—Clause (iii) of section 
1059%(e)\1A), as amended by this title, is amended to read as 
follows: 

“(iii) which would not have been treated (in whole 
or in part) as a dividend if— 

“(I) any options had not been taken into 
account under section 318(a)(4), or 

“(II) section 304(a) had not applied,”. 

(c) SPECIAL RULE FOR ACQUISITIONS BY FOREIGN CORPORA- 
TIONS.—Section 304(b) (relating to special rules for application of 
subsection (a)) is amended by adding at the end the following 
new paragraph: 

“(5) ACQUISITIONS BY FOREIGN CORPORATIONS.— 

“(A) IN GENERAL.—In the case of any acquisition to 
which subsection (a) applies in which the acquiring corpora- 
tion is a foreign corporation, the only earnings and profits 
taken into account under paragraph (2)(A) shall be those 
earnings and profits— 

“(i) which are attributable (under regulations pre- 
scribed by the Secretary) to stock of the acquiring 
corporation owned (within the meaning of section 
958(a)) by a corporation or individual which is— 

“(I) a United States shareholder (within the 
meaning of section 951(b)) of the acquiring corpora- 
tion, and 

“(II) the transferor or a person who bears a 
relationship to the transferor described in section 
267(b) or 707(b), and 
“(ii) which were accumulated during the period 

or periods such stock was owned by such person while 

the acquiring corporation was a controlled foreign cor- 
poration. 

“(B) APPLICATION OF SECTION 1248.—For purposes of 
subparagraph (A), the rules of section 1248(d) shall apply 
except to the extent otherwise provided by the Secretary. 

“(C) REGULATIONS.—The Secretary shall prescribe such 
regulations as are appropriate to carry out the purposes 
of this paragraph.”. 

(d) EFFECTIVE DATE.— 

(1) IN GENERAL.—The amendments made by this section 

shall apply to distributions and acquisitions after June 8, 1997. 
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(2) TRANSITION RULE.—The amendments made by this sec- 
tion shall not apply to any distribution or acquisition after 
June 8, 1997, if such distribution or acquisition is— 

(A) made pursuant to a written agreement which was 
binding on mk date and at all times thereafter, 
(B) described in a ruling request submitted to the 

Internal Revenue Service on or before such date, or 

(C) described in a public announcement or filing with 
the Securities and Exchange Commission on or before such 
date. 


SEC. 1014. CERTAIN PREFERRED STOCK TREATED AS BOOT. 


(a) SECTION 351.—Section 351 (relating to transfer to corpora- 
tion controlled by transferor) is amended by redesignating sub- 
section (g) as subsection (h) and by inserting after subsection (f) 
the following new subsection: 

“(g) NONQUALIFIED PREFERRED STOCK NOT TREATED AS 
STOCK.— 

“(1) IN GENERAL.—In the case of a person who transfers 
property to a corporation and receives nonqualified preferred 
stock— 

“(A) subsection (a) shall not apply to such transferor, 

“(B) subsection (b) shall apply to such transferor, and 

“(C) such nonqualified preferred stock shall be treated 
as other property for purposes of applying subsection (b). 
“(2) NONQUALIFIED PREFERRED STOCK.—For purposes of 

paragraph (1)— 

“(A) IN GENERAL.—The term ‘nonqualified preferred 
stock’ means preferred stock if— 

“(i) the holder of such stock has the right to require 
the issuer or a related person to redeem or purchase 
the stock, 

“(ii) the issuer or a related person is required 
to redeem or purchase such stock, 

“(iii) the issuer or a related person has the right 
to redeem or purchase the stock and, as of the issue 
date, it is more likely than not that such right will 
be exercised, or 

“(iv) the dividend rate on such stock varies in 
whole or in part (directly or indirectly) with reference 
to interest rates, commodity prices, or other similar 
indices. 

“(B) LIMITATIONS.—Clauses (i), (ii), and (iii) of subpara- 
graph (A) shall apply only if the right or obligation referred 
to therein may be exercised within the 20-year period begin- 
ning on the issue date of such stock and such right or 
obligation is not subject to a contingency which, as of 
the issue date, makes remote the likelihood of the redemp- 
tion or purchase. 

“(C) EXCEPTIONS FOR CERTAIN RIGHTS OR OBLIGA- 
TIONS.— 

“(i) IN GENERAL.—A right or obligation shall not 
be treated as described in clause (i), (ii), or (iii) of 
subparagraph (A) if— 

“(I) it may be exercised only upon the death, 
disability, or mental incompetency of the holder, 
or 
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“(II) in the case of a right or obligation to 
redeem or purchase stock transferred in connection 
with the performance of services for the issuer 
or a related person (and which represents reason- 
able compensation), it may be exercised only upon 
the holder’s separation from service from the issuer 
or a related person. 

“(ii) EXCEPTION.—Clause (iI) shall not apply if 
stock relinquished in the exchange, or the stock 


acquired in the exchange is in— 


“(I) a corporation if any class of stock in such 
corporation or a related party is readily tradable 
on an established securities market or otherwise, 
or 

“(II) any other corporation if such exchange 
is part of a transaction or series of transactions 
in which. such corporation is to become a corpora- 
tion described in subclause (I). 


“(3) DEFINITIONS.—For purposes of this subsection— 


“(A) PREFERRED STOCK.—The term ‘preferred stock’ 


means stock which is limited and preferred as to dividends 
and does not participate in corporate growth to any signifi- 
cant extent. 

“(B) RELATED PERSON.—A person shall be treated as 
related to another person if they bear a relationship to 
such other person described in section 267(b) or 707(b). 
“(4) REGULATIONS.—The Secretary may prescribe such 

regulations as may be necessary or appropriate to carry out 
the purposes of this subsection and sections 354(a)(2)(C), 
355(aX3)\D), and 356(e). The Secretary may also prescribe regu- 
lations, consistent with the treatment under this subsection 
and such sections, for the treatment of nonqualified preferred 
stock under other provisions of this title.”. 

(b) SECTION 354.—Paragraph (2) of section 354(a) (relating 


to exchanges of stock and securities in certain reorganizations) 
is amended by adding at the end the following new subparagraph: 
“(C) NONQUALIFIED PREFERRED STOCK.— 


“(i) IN GENERAL.—Nonqualified preferred stock (as 


defined in section 351(g)(2)) received in exchange for 
stock other than nonqualified preferred stock (as so 
defined) shall not be treated as stock or securities. 


“(ii) RECAPITALIZATIONS OF FAMILY-OWNED COR- 


PORATIONS.— 


“(I) IN GENERAL.—Clause (i) shall not apply 
in the case of a recapitalization under section 
368(a)(1)E) of a family-owned corporation. 

“(II) FAMILY-OWNED CORPORATION.—For pur- 
poses of this clause, except as provided in regula- 
tions, the term ‘family-owned corporation’ means 
any corporation which is described in clause (i) 
of section 447(d)(2)(C) throughout the 8-year period 
beginning on the date which is 5 years before 
the date of the recapitalization. For purposes of 
the preceding sentence, stock shall not be treated 
as owned by a family member during any period 
described in section 355(d\6)(B).”. 
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(c) SECTION 355.—Paragraph (3) of section 355(a) is amended 
by adding at the end the following new subparagraph: 

“(D) NONQUALIFIED PREFERRED STOCK.—Nonqualified 
preferred stock (as defined in section 351(g)(2)) received 
in a distribution with respect to stock other than non- 
qualified preferred stock (as so defined) shall not be treated 
as stock or securities.”. 

(d) SECTION 356.—Section 356 is amended by redesignating 
subsections (e) and (f) as subsections (f) and (g), respectively, and 
by inserting after subsection (d) the following new subsection: 

“(e) NONQUALIFIED PREFERRED STOCK TREATED AS OTHER PROP- 
ERTY.—For purposes of this section— 

“(1) IN GENERAL.—Except as provided in paragraph (2), 
the term ‘other property’ includes nonqualified preferred stock 
(as defined in section 351(g)(2)). 

“(2) EXCEPTION.—The term ‘other property’ does not include 
nonqualified preferred stock (as so defined) to the extent that, 
under section 354 or 355, such preferred stock would be per- 
mitted to be received without the recognition of gain.”. 

(e) CONFORMING AMENDMENTS.— 

(1) Subparagraph (B) of section 354(a)(2) and subparagraph 
(C) of section 355(aX(3)(C) are each amended by inserting 

ae nonqualified preferred stock, as defined in section 

351(g)(2))” after “stock”. 

(2) Subparagraph (A) of section 354(a)(3) and subparagraph 
(A) of section 355(a)(4) are each amended by inserting “non- 
qualified preferred stock and” after “including”. 

(3) Section 1036 is amended by redesignating subsection 
(b) as subsection (c) and by inserting after subsection (a) the 
following new subsection: 

“(b) NONQUALIFIED PREFERRED STOCK NOT TREATED AS 
Stock.—For purposes of this section, nonqualified preferred stock 
(as defined in section 351(g)(2)) shall be treated as property other 
than stock.”. 

(f) EFFECTIVE DATE.— 26 USC 351 note 

(1) IN GENERAL.—The amendments made by this section 

= apply to transactions after June 8, 1997. 

2) TRANSITION RULE.—The amendments made by this sec- 

tion Chall not apply to any transaction after June 8, 1997, 

if such transaction is— 

(A) made pursuant to a written agreement which was 
binding on uch date and at all times thereafter, 

(B) described in a ruling request submitted to the 
Internal Revenue Service on or before such date, or 

(C) described on or before such date in a public 
announcement or in a filing with the Securities and 
Exchange Commission required solely by reason of the 
transaction. 


SEC. 1015. MODIFICATION OF HOLDING PERIOD APPLICABLE TO DIVI- 
DENDS RECEIVED DEDUCTION. 


(a) IN GENERAL.—Subparagraph (A) of section 246(c)(1) is 
amended to read as follows: 

“(A) which is held by the taxpayer for 45 days or 
less during the 90-day period beginning on the date which 
is 45 days before the date on which such share becomes 
ex-dividend with respect to such dividend, or”. 
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(b) CONFORMING AMENDMENTS.— 

(1) Paragraph (2) of section 246(c) is amended to read 
as follows: 

“(2) 90-DAY RULE IN THE CASE OF CERTAIN PREFERENCE 
DIVIDENDS.—In the case of stock having preference in dividends, 
if the taxpayer receives dividends with respect to such stock 
which are attributable to a period or periods aggregating in 
excess of 366 days, paragraph (1)(A) shall be applied— 

“(A) by substituting ‘90 days’ for ‘45 days’ each place 
it appears, and 

“(B) by substituting ‘180-day period’ for ‘90-day 
period’.”. 

(2) Paragraph (3) of section 246(c) is amended by adding 
“and” at the end of subparagraph (A), by striking subparagraph 
(B), and by redesignating subparagraph (C) as subparagraph 
(B). 

(c) EFFECTIVE DATE.— 

(1) IN GENERAL.—The amendments made by this section 
shall apply to dividends received or accrued after the 30th 
day after the date of the enactment of this Act. 

(2) TRANSITIONAL RULE.—The amendments made by this 
section shall not apply to dividends received or accrued during 
the 2-year period beginning on the date of the enactment of 
this Act if— 

(A) the dividend is paid with respect to stock held 
by the taxpayer on June 8, 1997, and all times thereafter 
until the dividend is received, 

(B) such stock is continuously subject to a position 
described in section 246(c)(4) of the Internal Revenue Code 
of 1986 on June 8, 1997, and all times thereafter until 
the dividend is received, and 

(C) such stock and position are clearly identified in 
the taxpayer’s records within 30 days after the date of 
the enactment of this Act. 

Stock shall not be treated as meeting the requirement of 
subparagraph (B) if the position is sold, closed, or otherwise 
terminated and reestablished. 


Subtitle C—Administrative Provisions 


SEC. 1021. REPORTING OF CERTAIN PAYMENTS MADE TO ATTORNEYS. 


(a) IN GENERAL.—Section 6045 (relating to returns of brokers) 


is amended by adding at the end the following new subsection: 


“(f) RETURN REQUIRED IN THE CASE OF PAYMENTS TO ATTOR- 


NEYS.— 


“(1) IN GENERAL.—Any person engaged in a trade or busi- 
ness and making a payment (in the course of such trade or 
business) to which this subsection applies shall file a return 
under subsection (a) and a statement under subsection (b) 
with respect to such payment. 

“(2) APPLICATION OF SUBSECTION.— 

“(A) IN GENERAL.—This subsection shall apply to any 
payment to an attorney in connection with legal services 
(whether or not such services are performed for the payor). 

“(B) EXCEPTION.—This subsection shall not apply to 
the portion of any payment which is required to be reported 
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under section 6041(a) (or would be so required but for 
the dollar limitation contained therein) or section 6051.”. 
(b) REPORTING OF ATTORNEYS’ FEES PAYABLE TO CORPORA- 
TIONS.—The regulations providing an exception under section 6041 
of the Internal uae ode of 1986 for payments made to corpora- 
tions shall not apply to payments of attorneys’ fees. 
(c) EFFECTIVE DATE.—The amendment made by this section 26 USC 6045 
shall apply to payments made after December 31, 1997. note 


SEC. 1022. DECREASE OF THRESHOLD FOR REPORTING PAYMENTS 
TO CORPORATIONS PERFORMING SERVICES FOR FED- 
ERAL AGENCIES. 


(a) IN GENERAL.—Subsection (d) of section 6041A (relating to 
returns regarding payments of remuneration for services and direct 
sales) is amended by adding at the end the following new paragraph: 

“(3) PAYMENTS TO CORPORATIONS BY FEDERAL EXECUTIVE 

AGENCIES.— 

“(A) IN GENERAL.—Notwithstanding any regulation 
prescribed by the Secretary before the date of the enact- 
ment of this paragraph, subsection (a) shall apply to remu- 
neration paid to a corporation by any Federal executive 
agency (as defined in section 6050M(b)). 

“(B) EXCEPTION.—Subparagraph (A) shall not apply 
to— 

“(i) services under contracts described in section 
6050M(e)(3) with respect to which the requirements 
of section 6050M(e)(2) are met, and 

“(ii) such other services as the Secretary may 
specify in regulations prescribed after the date of the 
enactment of this paragraph.”. 

(b) EFFECTIVE DATE.—The amendment made by this section 26 USC 6041A 
shall apply to returns the due date for which (determined without note. 
regard to any extension) is more than 90 days after the date 
of the enactment of this Act. 


SEC. 1023. DISCLOSURE OF RETURN INFORMATION FOR ADMINISTRA- 
TION OF CERTAIN VETERANS PROGRAMS. 


(a) GENERAL RULE.—Clause (viii) of section 6103(1)(7)(D) (relat- 
ing to disclosure of return information to Federal, State, and local 
agencies administering certain programs) is amended by striking 
“1998” and inserting “2003”. 
(b) EFFECTIVE DATE.—The amendment made by subsection (a) 26 USC 6103 
shall take effect on the date of the enactment of this Act. note 


SEC. 1024. CONTINUOUS LEVY ON CERTAIN PAYMENTS. 


(a) IN GENERAL.—Section 6331 (relating to levy and distraint) 
is amended— 

(1) by redesignating subsection (h) as subsection (i), and 

(2) by inserting after subsection (g) the following new sub- 
section: 

“(h) CONTINUING LEVY ON CERTAIN PAYMENTS.— 

“(1) IN GENERAL.—The effect of a levy on specified payments 
to or received by a taxpayer shall be continuous from the 
date such levy is first made until such levy is released. Notwith- 
standing section 6334, such continuous levy shall attach to 
up to 15 percent of any specified payment due to the taxpayer. 

“(2) SPECIFIED PAYMENT.—For the purposes of paragraph 
(1), the term ‘specified payment’ means— 
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“(A) any Federal payment other than a payment for 
which eligibility is based on the income or assets (or both) 
of a payee, 

“(B) any payment described in paragraph (4), (7), (9), 
or (11) of section 6334(a), and 

“(C) any annuity or pension payment under the Rail- 
road Retirement Act or benefit under the Railroad 
Unemployment Insurance Act.”. 

(b) EFFECTIVE DATE.—The amendment made by subsection (a) 
shall apply to levies issued after the date of the enactment of 
this Act. 


SEC. 1025. MODIFICATION OF LEVY EXEMPTION. 


(a) IN GENERAL.—Section 6334 (relating to property exempt 
from levy) is amended by redesignating subsection (f) as subsecticn 
(g) and by inserting after subsection (e) the following new sub- 
section: 

“(f) LEvy ALLOWED ON CERTAIN SPECIFIED PAYMENTS.—Any 
payment described in subparagraph (B) or (C) of section 6331(h)(2) 
shall not be exempt from levy if the Secretary approves the levy 
thereon under section 6331(h).”. 

(b) EFFECTIVE DATE.—The amendment made by subsection (a) 
shall apply to levies issued after the date of the enactment of 
this Act. 


SEC. 1026. CONFIDENTIALITY AND DISCLOSURE OF RETURNS AND 
RETURN INFORMATION. 


(a) IN GENERAL.—Subsection (k) of section 6103 is amended 
by adding at the end the following new paragraph: 
“(8) LEVIES ON CERTAIN GOVERNMENT PAYMENTS.— 
“(A) DISCLOSURE OF RETURN INFORMATION IN LEVIES 
ON FINANCIAL MANAGEMENT SERVICE.—lIn serving a notice 
of levy, or release of such levy, with respect to any 
applicable government payment, the Secretary may disclose 
to officers and employees of the Financial Management 
Service 





“(i) return information, including taxpayer identity 
information, 

“(ii) the amount of any unpaid liability under this 
title (including penalties and interest), and 

“(ili) the type of tax and tax period to which such 
unpaid liability relates 

“(B) RESTRICTION ON USE OF DISCLOSED INFORMA- 
TION.—Return information disclosed under subparagraph 
(A) may be used by officers and employees of the Financial 
Management Service only for the purpose of, and to the 
extent necessary in, transferring levied funds in satisfac- 
tion of the levy, maintaining appropriate agency records 
in regard to such levy or the release thereof, notifying 
the taxpayer and the agency certifying such payment that 
the levy has been honored, or in the defense of any litiga- 
tion ensuing from the honor of such levy. 

“(C) APPLICABLE GOVERNMENT PAYMENT.—For purposes 
of this paragraph, the term ‘applicable government pay- 
ment’ means— 

“(i) any Federal payment (other than a payment 
for which eligibility is based on the income or assets 
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(or both) of a payee) certified to the Financial Manage- 
ment Service for disbursement, and 
“(ii) any other payment which is certified to the 
Financial Management Service for disbursement and 
which the Secretary designates by published notice.”. 
(b) CONFORMING AMENDMENTS.— 

(1) Section 6103(p) is amended— 

(A) in paragraph (3)(A), by striking “(2), or (6)” and 
inserting “(2), (6), or (8)”, and 
(B) in paragraph (4), by inserting “(k)(8),” after “(j) 

(1) or (2),” each place it appears. 

(2) Section 552a(a)(8)(B) of title 5, United States Code, 
is amended by striking “or” at the end of clause (v), by adding 
“or” at the end of clause (vi), and by adding at the end the 
following new clause: 

“(vii) matches performed incident to a levy 
described in section 6103(k)(8) of the Internal Revenue 
Code of 1986;”. 
(c) EFFECTIVE DATE.—The amendments made by this section 26 USC 6103 
shall apply to levies issued after the date of the enactment of note. 
this Act. 


SEC. 1027. RETURNS OF BENEFICIARIES OF ESTATES AND TRUSTS 
REQUIRED TO FILE RETURNS CONSISTENT WITH ESTATE 
OR TRUST RETURN OR TO NOTIFY SECRETARY OF 
INCONSISTENCY. 


(a) DOMESTIC ESTATES AND TRUSTS.—Section 6034A (relating 
to information to beneficiaries of estates and trusts) is amended 
by adding at the end the following new subsection: 

“(c) SeNEFICIARY’S RETURN MUST BE CONSISTENT WITH ESTATE 
OR TRUST RETURN OR SECRETARY NOTIFIED OF INCONSISTENCY.— 

“(1) IN GENERAL.—A beneficiary of any estate or trust to 
which subsection (a) applies shall, on such Lesalisiers’s return, 
treat any reported item in a manner which is consistent with 
the treatment of such item on the applicable entity's return. 

“(2) NOTIFICATION OF INCONSISTENT TREATMENT. — 

‘ “(A) IN GENERAL.—In the case of any reported item, 

l — 


“(iXI) the applicable entity has filed a return but 
the beneficiary’s treatment on such beneficiary's return 
is (or may be) inconsistent with the treatment of the 
item on the applicable entity’s return, or 

‘ “(II) the applicable entity has not filed a return, 
an 

“(ii) the beneficiary files with the Secretary a state- 
ment identifying the inconsistency, 

paragraph (1) shail not apply to such item. 

(B) BENEFICIARY RECEIVING INCORRECT INFORMA- 
TION.—A beneficiary shall be treated as having complied 
with clause (ii) of subparagraph (A) with respect to a 
reported item if the beneficiary— 

“(i) demonstrates to the satisfaction of the Sec- 
retary that the treatment of the reported item on the 
beneficiary's return is consistent with the treatment 
of the item on the statement furnished under sub- 
— (a) to the beneficiary by the applicable entity, 
an 
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“(ii) elects to have this paragraph apply with 
respect to that item. 

“(3) EFFECT OF FAILURE TO NOTIFY.—In any case— 

“(A) described in subparagraph (A)(i)(I) of paragraph 
(2), and 

“(B) in which the beneficiary does not comply with 
subparagraph (A)(ii) of paragraph (2), 

any adjustment required to make the treatment of the items 
by such beneficiary consistent with the treatment of the items 
on the applicable entity’s return shall be treated as arising 
out of mathematical or clerical errors and assessed according 
to section 6213(b)(1). Paragraph (2) of section 6213(b) shall 
not apply to any assessment referred to in the preceding sen- 
tence 

“(4) DEFINITIONS.—For purposes of this subsection— 

“(A) REPORTED ITEM.—The term ‘reported item’ means 
any item for which information is required to be furnished 
under subsection (a). 

“(B) APPLICABLE ENTITY.—The term ‘applicable entity’ 
means the estate or trust of which the taxpayer is the 
beneficiary. 

“(5) ADDITION TO TAX FOR FAILURE TO COMPLY WITH SEC- 
TION.—For addition to tax in the case of a beneficiary’s neg- 
ligence in connection with, or disregard of, the requirements 
of this section, see part II of subchapter A of chapter 68.”. 
(b) FOREIGN TRUSTS.—Subsection (d) of section 6048 (relating 

to information with respect to certain foreign trusts) is amended 
by adding at the end the following new paragraph: 

“(5) UNITED STATES PERSON’S RETURN MUST BE CONSISTENT 
WITH TRUST RETURN OR SECRETARY NOTIFIED OF INCONSIST- 
ENCY.—Rules similar to the rules of section 6034A(c) shall 
apply to items reported by a trust under subsection (b)(1)(B) 
and to United States persons referred to in such subsection.”. 
(c) EFFECTIVE DATE.—The amendments made by this section 

shall apply to returns of beneficiaries and owners filed after the 
date of the enactment of this Act. 


SEC. 1028. REGISTRATION AND OTHER PROVISIONS RELATING TO CON- 
FIDENTIAL CORPORATE TAX SHELTERS. 


(a) IN GENERAL.—Section 6111 (relating to registration of tax 
shelters) is amended by redesignating subsections (d) and (e) as 
subsections (e) and (f), respectively, and by inserting after sub- 
section (c) the following new subsection: 

“(d) CERTAIN CONFIDENTIAL ARRANGEMENTS TREATED AS TAX 
SHELTERS.— 

“(1) IN GENERAL.—For purposes of this section, the term 

‘tax shelter’ includes any entity, plan, arrangement, or trans- 

action— 

“(A) a significant purpose of the structure of which 
is the avoidance or evasion of Federal income tax for a 
direct or indirect participant which is a corporation, 

“(B) which is offered to any potential participant under 
conditions of confidentiality, and 

“(C) for which the tax shelter promoters may receive 
fees in excess of $100,000 in the aggregate. 
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“(2) CONDITIONS OF CONFIDENTIALITY.—For ee of 
aaa (1B), an offer is under conditions of confidentiality 


“(A) the potential participant to whom the offer is 
made (or any other person acting on behalf of such partici- 
= has an understanding or agreement with or for the 

nefit of any promoter of the tax shelter that such partici- 
pant (or such other person) will limit disclosure of the 
tax shelter or any significant tax features of the tax shelter, 
or 

“(B) any promoter of the tax shelter— 

“(i) claims, knows, or has reason to know, 

“(ii) knows or has reason to know that any other 
person (other than the potential participant) claims, 
or 

“(iii) causes another person to claim, 

that the tax shelter (or any aspect thereof) is proprietary 

to any person other than the potential participant or is 

otherwise protected from disclosure to or use by others. 

For purposes of this subsection, the term ‘promoter’ means 

any person or any related person (within the meaning of section 

267 or 707) who participates in the organization, management, 

or sale of the tax shelter. 

“(3) PERSONS OTHER THAN PROMOTER REQUIRED TO REG- 
ISTER IN CERTAIN CASES.— 

“(A) IN GENERAL.—If— 

“(i) the requirements of subsection (a) are not met 
with respect to any tax shelter (as defined in paragraph 
(1)) by any tax shelter promoter, and 

“(ii) no tax shelter promoter is a United States 
person, 

then each United States person who discussed participation 

in such shelter shall register such shelter under subsection 

(a). 

“(B) EXCEPTION.—Subparagraph (A) shall not apply 
to a United States person who discussed participation in 
a tax shelter if— 

“(i) such person notified the promoter in writing 
(not later than the close of the 90th day after the 
day on which such discussions began) that such person 
would not participate in such shelter, and 

“(ii) such person does not participate in such shel- 
ter. 

“(4) OFFER TO PARTICIPATE TREATED AS OFFER FOR SALE.— 
For purposes of subsections (a) and (b), an offer to participate 
in a tax shelter (as defined in paragraph (1)) shall be treated 
as an offer for sale.”. 

(b) PENALTY.—Subsection (a) of section 6707 (relating to failure 
to furnish information regarding tax shelters) is amended by adding 
at the end the following new paragraph: 

“(3) CONFIDENTIAL ARRANGEMENTS.— 

“(A) IN GENERAL.—In the case of a tax shelter (as 
defined in section 6111(d)), the penalty imposed under 
"eat (1) shall be an amount equal to the greater 
0 —— 

“(i) 50 percent of the fees paid to all promoters 
of the tax shelter with respect to offerings made before 
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the date such shelter is registered under section 6111, 


*(ii) $10.000 


Clause (i) shall be applied by substituting ‘75 percent 
for ‘50 percent’ in the case of an intentional failure 


act described in paragraph (1 

‘(B) SPECIAL RULE FOR PARTICIPANTS REQUIRED TO REG 
ISTER SHELTER.—In the case of a person —e -d to register 
such a tax shelter by reason of section 6111(d)(3)— 

i) such person shall be required - pay the pen- 
alty under p aragraph ] ae ‘if such person actually 
participated in such shelter, 

‘i) the amount of such penalty shall be deter- 

mined by taking into account under subparagraph 
A)(i) only the fees paid by such person, and 

such penalty shall be in addition to the pen- 

alty imposed on any other person for failing to register 


MODIFICATIONS TO SUBSTANTIAL UNDERSTATEMENT PEN- 





] ‘TION ON REASONABLE BASIS FOR CORPORATE 
NDERS {T OF INCOME TAX.—Subparagraph (B) of section 


6662(d)(2) is amended by adding at the end the following new 
flush sentence 

“For purposes of clause (ii)(II), in no event shall a corpora- 
I eated as having a reasonable basis for its tax 

of an item attributable to a multiple-party 
final transaction if such treatment does not clearly 
reflect the income of the corporation.” 

2) MODIFICATION TO DEFINITION OF TAX SHELTER.—Clause 
iii) of section 6662(d)(2)(C) is amended by striking “the prin- 
cipal purpose” and inserting “a significant purpose” 

d) CONFORMING AMENDMENTS.— 

Paragraph (2) of section 6707(a) is amended by striking 
“The penalty” and inserting “Except as provided in paragraph 
3), the penalty” 

2) Subparagraph (A) of section 6707(a)(1) is amended by 
striking “paragraph (2)” and inserting “paragraph (2) or (3), 
as the case may be” 

(e EFFECTIVE DATE 

) IN GENERAI _E xcept as provided in paragraph (2), the 
amendments made by this section shall apply to any tax shelter 
(as defined in section 6111(d) of the Internal Revenue Code 
of 1986, as amended by this section) interests in which are 
offered to potential participants after the Secretary of the Treas- 
ury prescribes guidance with respect to meeting requirements 
added by such amendments. 

(2 MopIFIC ATIONS TO SUBSTANTIAL UNDERSTATEMENT PEN- 
ALTY.—The amendments made by subsection (c) shall apply 
to items with respect to transactions entered into after the 
date of the enactment of this Act. 
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Subtitle D—Excise and Employment Tax 
Provisions 


SEC. 1031. EXTENSION AND MODIFICATION OF TAXES FUNDING AIR- 
PORT AND AIRWAY TRUST FUND; INCREASED DEPOSITS 
INTO SUCH FUND. 


(a) FUEL TAXES.— 

(1) AVIATION FUEL.—Clause (ii) of section 4091(b)(3)(A) is 
amended by striking “September 30, 1997” and inserting 
“September 30, 2007”. 

(2) AVIATION GASOLINE.—Subparagraph (B) of section 
4081(d\(2) is amended by striking “September 30, 1997” and 
inserting “September 30, 2007”. 

(3) NONCOMMERCIAL AVIATION.—Subparagraph (B) of sec- 
tion 4041(c)(3) is amended by striking “September 30, 1997’ 
and inserting “September 30, 2007”. 

(b) TICKET TAXES.— 

(1) PERSONS.—Clause (ii) of section 4261(g)(1)(A) is amend- 
ed by striking “September 30, 1997” and inserting “September 
30, 2007”. 

(2) PROPERTY.—Clause (ii) of section 4271(d)(1A) is 
amended by striking “September 30, 1997” and inserting 
“September 30, 2007”. 

(c) MODIFICATIONS TO TAX ON TRANSPORTATION OF PERSONS 
BY AIR.— 

(1) IN GENERAL.—Section 4261 (relating to imposition of 
tax) is amended by striking subsections (a), (b), and (c) and 
inserting the following new subsections: 

“(a) IN GENERAL.—There is hereby imposed on the amount 
paid for taxable transportation of any person a tax equal to 7.5 
percent of the amount so paid. 

“(b) DOMESTIC SEGMENTS OF TAXABLE TRANSPORTATION.— 

“(1) IN GENERAL.—There is hereby imposed on the amount 
paid for each domestic segment of taxable transportation by 
air a tax in the amount determined in accordance with the 
following table for the period in which the segment begins: 


In the case of segments 


beginning: The tax is: 
After September 30, 1997, and before October 1, 1998 .............. $1.00 
After September 30, 1998, and before October 1, 1999 ............ $2.00 
After September 30, 1999, and before January 1, 2000 ........ $2.25 
NI ir acs lascinak idkcasiuesansadaaDNuixiakddatesAdessvadaigesvanvagintatackasones $2.50 
During 2001 . stiahilesk gets tibodvaicibatedidisrancesubentaintnindts $2.75 
During 2002 or r thereafter .. ee $3.00 


“(2) DOMESTIC SEGMENT. ities purposes - this section, the 
term ‘domestic segment’ means any segment consisting of 1 
takeoff and 1 landing and which is taxable transportation 
described in section 4262(a)(1). 

“(3) CHANGES IN SEGMENTS BY REASON OF REROUTING.— 
If— 

“(A) transportation is purchased between 2 locations 
on specified flights, and 

“(B) there is a change in the route taken between 
such 2 locations which changes the number of domestic 
segments, but there is no change in the amount charged 
for such transportation, 
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the tax imposed by paragraph (1) shall be determined without 
regard to such change in route. 
“(c) USE OF INTERNATIONAL TRAVEL FACILITIES.— 

“(1) IN GENERAL.—There is hereby imposed a tax of $12.00 
on any amount paid (whether within or without the United 
States) for any transportation of any person by air, if such 
transportation begins or ends in the United States. 

“(2) EXCEPTION FOR TRANSPORTATION ENTIRELY TAXABLE 
UNDER SUBSECTION (a).—This subsection shall not apply to any 
transportation all of which is taxable under subsection (a) 
(determined without regard to sections 4281 and 4282). 

“(3) SPECIAL RULE FOR ALASKA AND HAWAII.—In any case 
in which the tax imposed by paragraph (1) applies to a domestic 
segment beginning or ending in Alaska or Hawaii, such tax 
shall apply only to departures and shall be at the rate of 
$6.”. 

(2) SPECIAL RULES.—Section 4261 is amended by 
redesignating subsections (e), (f), and (g) as subsections (f), 
(g), and (h), respectively, and by inserting after subsection 
(d) the following new subsection: 

“(e) SPECIAL RULES.— 

“(1) SEGMENTS TO AND FROM RURAL AIRPORTS.— 

“(A) EXCEPTION FROM SEGMENT TAX.—The tax imposed 
by subsection (b)(1) shall not apply to any domestic segment 
beginning or ending at an airport which is a rural airport 
for the calendar year in which such segment begins or 
ends (as the case may be). 

“(B) RURAL AIRPORT.—For purposes of this paragraph, 
the term ‘rural airport’ means, with respect to any calendar 
year, any airport if— 

“(i) there were fewer than 100,000 commercial pas- 
sengers departing by air during the second preceding 
calendar year from such airport, and 

“(ii) such airport— 

“(I) is not located within 75 miles of another 
airport which is not described in clause (i), or 
“(II) is receiving essential air service subsidies 
as of the date of the enactment of this paragraph. 

“(C) NO PHASEIN OF REDUCED TICKET TAX.—In the case 
of transportation beginning before October 1, 1999— 

“(i) IN GENERAL.—Paragraph (5) shall not apply 
to any domestic segment beginning or ending at an 
airport which is a rural airport for the calendar year 
in which such segment begins or ends (as the case 
may be). 

“Gi) TRANSPORTATION INVOLVING MULTIPLE SEG- 
MENTS.—In the case of transportation involving more 
than 1 domestic segment at least 1 of which does 
not begin or end at a rural airport, the 7.5 percent 
rate applicable by reason of clause (i) shall be applied 
by taking into account only an amount which bears 
the same ratio to the amount paid for such transpor- 
tation as the number of specified miles in domestic 
segments which begin or end at a rural airport bears 
to the total number of specified miles in such transpor- 

tation. 
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“(2) AMOUNTS PAID OUTSIDE THE UNITED STATES.—In the 
case of amounts paid outside the United States for taxable 
transportation, the taxes imposed by subsections (a) and (b) 
shall apply only if such transportation begins and ends in 
the United States. 

“(3) AMOUNTS PAID FOR RIGHT TO AWARD FREE OR REDUCED 
RATE AIR TRANSPORTATION .— 

“(A) IN GENERAL.—Any amount paid (and the value 
of any other benefit provided) to an air carrier (or any 
related person) for the right to provide mileage awards 
for (or other reductions in the cost of) any transportation 
of persons by air shall be treated for purposes of subsection 
(a) as an amount paid for taxable transportation, and such 
amount shall be taxable under subsection (a) without 
regard to any other provision of this subchapter. 

“(B) CONTROLLED GROUP.—For purposes of subpara- 
graph (A), a corporation and all wholly owned subsidiaries 
of such corporation shall be treated as 1 corporation. 

“(C) REGULATIONS.—The Secretary shall prescribe 
rules which reallocate items of income, deduction, credit, 
exclusion, or other allowance to the extent necessary to 
prevent the avoidance of tax imposed by reason of this 
paragraph. The Secretary may prescribe rules which 
exclude from the tax imposed by subsection (a) amounts 
attributable to mileage awards which are used other than 
for transportation of persons by air. 

“(4) INFLATION ADJUSTMENT OF DOLLAR RATES OF TAX.— 

“(A) IN GENERAL.—In the case of taxable events in 
a calendar year after the last nonindexed year, the $3.00 
amount contained in subsection (b) and each dollar amount 
contained in subsection (c) shall be increased by an amount 
equal to— 

“(i) such dollar amount, multiplied by 

“(ii) the cost-of-living adjustment determined 
under section 1(f)(3) for such calendar year by 
substituting the year before the last nonindexed year 
for ‘calendar year 1992’ in subparagraph (B) thereof. 

If any increase determined under the preceding sentence 

is not a multiple of 10 cents, such increase shall be rounded 

to the nearest multiple of 10 cents. 

“(B) LAST NONINDEXED YEAR.—For purposes of 
subparagraph (A), the last nonindexed year is— 

“(i) 2002 in the case of the $3.00 amount contained 
in subsection (b), and 

“(ii) 1998 in the case of the dollar amounts con- 
tained in subsection (c). : 

“(C) TAXABLE EVENT.—For purposes of subparagraph 
(A), in the case of the tax imposed subsection (b), the 
beginning of the domestic segment shall be treated as 
the taxable event. 

“(5) RATES OF TICKET TAX FOR TRANSPORTATION BEGINNING 
BEFORE OCTOBER 1, 1999.—Subsection (a) shall be applied by 
substituting for “7.5 percent’— 

“(A) ‘9 percent’ in the case of transportation beginning 
~y September 30, 1997, and before October 1, 1998, 
an 
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“(B) ‘8 percent’ in the case of transportation beginning 
after September 30, 1998, and before October 1, 1999.” 
(3) SECONDARY LIABILITY OF CARRIER FOR UNPAID TAX.— 
Subsection (c) of section 4263 is amended by striking “sub- 
chapter—” and all that follows and inserting “subchapter, such 
tax shall be paid by the carrier providing the initial segment 
of such transportation which begins or ends in the United 
States.” 
(d) INCREASED AIRPORT AND AIRWAY TRUST FUND DEPOSITS 

1) Paragraph (1) of section 9502(b) is amended— 

A) by striking “(to the extent that the rate of the 
tax on such gasoline exceeds 4.3 cents per gallon)” in 
subparagraph (C 

(B) by striking “to the extent attributable to the Airport 
and Airway Trust Fund financing rate” in subparagraph 
D), and 

C) by adding. at the end the following flush sentence 

“There shall not be taken into account under paragraph (1) so 
much of the taxes imposed by sections 4081 and 4091 as are 
determined at the rates specified in section 4081l(a)(2B) or 
4091(b\(2 
(2) Section 9502 is amended by striking subsection (f 
(e) EFFECTIVE DATES.— 


26 USC 4041 1) FUEL TAXES.—The amendments made by subsection 
not a) shall apply take effect on October 1, 1997. 

26 USC 4261 2) TICKET TAXES.— 

note A) IN GENERAL.—Except as otherwise provided in this 


paragraph, the amendments made by subsections (b) and 
c) shall apply to transportation beginning on or after Octo- 
ber 1, 1997 

B) TREATMENT OF AMOUNTS PAID FOR TICKETS PUR- 
CHASED BEFORE OCTOBER 1, 1997.—The amendments made 
by subsection (c) shall not apply to amounts paid before 
October 1, 1997; except that— 

i) the amendment made to section 4261l(c) of the 
Internal Revenue Code of 1986 shall apply to amounts 
paid more than 7 days after the date of the enactment 
of this Act for transportation beginning on or after 
October 1, 1997, and 

(ii) the amendment made to section 4263(c) of such 
Code shall apply to the extent related to taxes imposed 
under the amendment made to such section 4261(c 
on the amounts described in clause (i). 

C) AMOUNTS PAID FOR RIGHT TO AWARD MILEAGE 
AWARDS.— 

i) IN GENERAL.—Paragraph (3) of section 4261(e) 
of the Internal Revenue Code of 1986 (as added by 
the amendment made by subsection (c)) shall apply 
to amounts paid (and other benefits provided) after 
September 30, 1997 

li) PAYMENTS WITHIN CONTROLLED GROUP.—For 
purposes of clause (i), any amount paid after June 
11, 1997, and before October 1, 1997, by 1 member 
of a controlled group for a right which is described 
in such section 4261(e)(3) and is furnished by another 
member of such group after September 30, 1997, shall 
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be treated as paid after September 30, 1997. For pur- 
poses of the preceding sentence, all persons treated 
as a single employer under subsection (a) or (b) of 
section 52 of such Code shall be treated as members 
of a controlled group. 

(3) INCREASED DEPOSITS INTO AIRPORT AND AIRWAY TRUST 26 USC 9502 
FUND.—The amendments made by subsection (d) shall apply note 
with respect to taxes received in the Treasury on and after 
October 1, 1997. 

(g) DELAYED DEPOSITS OF AIRPORT TRUST FUND TAX REVE- 26 USC 6302 
NUES.—Notwithstanding section 6302 of the Internal Revenue Code _ note 
of 1986— 

(1) in the case of deposits of taxes imposed by section 
4261 of such Code, the due date for any such deposit which 
would (but for this subsection) be required to be made after 
August 14, 1997, and before October 1, 1997, shall be October 
10, 1997, 

(2) in the case of deposits of taxes imposed by section 
4261 of such Code, the due date for any such deposit which 
would (but for this subsection) be required to be made after 
August 14, 1998, and before October 1, 1998, shall be October 
5, 1998, and 

(3) in the case of deposits of taxes imposed by sections 
4081(a\(2\AXii), 4091, and 4271 of such Code, the due date 
for any such deposit which would (but for this subsection) 
be required to be made after July 31, 1998, and before October 
1, 1998, shall be October 5, 1998. 


SEC. 1032. KEROSENE TAXED AS DIESEL FUEL. 


(a) IN GENERAL.—Subsection (a) of section 4083 (defining tax- 
able fuel) is amended by striking “and” at the end of subparagraph 
(A), by striking the period at the end of subparagraph (B) and 
inserting “, and”, and by adding at the end the following new 
subparagraph: 

“(C) kerosene.”. 

(b) RATE OF TAX.—Clause (iii) of section 4081(a)(2)(A) is amend- 
ed by inserting “or kerosene” after “diesel fuel”. 

(c) EXEMPTIONS FROM Tax; REFUNDS TO VENDORS.— 

(1) IN GENERAL.—Section 4082 (relating to exemptions for 
diesel fuel) is amended by striking “diesel fuel” each place 
it appears in subsections (a), (c), and (d) and inserting “diesel 
fuel and kerosene”. 

(2) CERTAIN KEROSENE EXEMPT FROM DYEING REQUIRE- 
MENT.—Section 4082 is amended by redesignating subsections 
(d) and (e) as subsections (e) and (f), respectively, and by 
inserting after subsection (c) the following new subsection: 

“(d) ADDITIONAL EXCEPTIONS TO DYEING REQUIREMENTS FOR 
KEROSENE.— 

“(1) AVIATION-GRADE KEROSENE.—Subsection (a)(2) shall Regulations 
not apply to a removal, entry, or sale of aviation-grade kerosene 
(as determined under regulations prescribed by the Secretary) 
if the person receiving the kerosene is registered under section 
4101 with respect to the tax imposed by section 4091. 

“(2) USE FOR NON-FUEL FEEDSTOCK PURPOSES.—Subsection 
(a)(2) shall not apply to kerosene— 

“(A) received by pipeline or vessel for use by the person 
receiving the kerosene in the manufacture or production 
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of any substance (other than gasoline, diesel fuel, or special 
fuels referred to in section 4041), or 
“(B) to the extent provided in regulations, removed 
or entered— 
“(i) for such a use by the person removing or 
entering the kerosene, or 
“(ii) for resale by such person for such a use by 
the purchaser, 


but only if the person receiving, removing, or entering the 
kerosene and such purchaser (if any) are registered under 
section 4101 with respect to the tax imposed by section 4081. 


“(3) WHOLESALE DISTRIBUTORS.—To the extent provided in 


regulations, subsection (a)(2) shall not apply to a removal, 
entry, or sale of kerosene to a wholesale distributor of kerosene 
if such distributor— 


“(A) is registered under section 4101 with respect to 
the tax imposed by section 4081 on kerosene, and 

“(B) sells kerosene exclusively to ultimate vendors 
described in section 6427(1)(5)(B) with respect to kerosene.”. 
(3) REFUNDS.— 

(A) Subsection (1) of section 6427 is amended by insert- 
ing “or kerosene” after “diesel fuel” each place it appears 
in paragraphs (1), (2), and (5) (including the heading for 
paragraph (5)). 

(B) Paragraph (5) of section 6427(1) is amended by 
redesignating subparagraph (B) as subparagraph (C) and 
by inserting after subparagraph (A) the following new 
subparagraph: 

“(B) SALES OF KEROSENE NOT FOR USE IN MOTOR 
FUEL.—Paragraph (1)(A) shall not apply to kerosene sold 
by a vendor— 

“(i) for any use if such sale is from a pump which 

(as determined under regulations prescribed by the 

Secretary) is not suitable for use in fueling any diesel- 

powered highway vehicle or train, or 

“(ii) to the extent provided by the Secretary, for 
blending with heating oil to be used during periods 
of extreme or unseasonable cold.”. 

(C) Subparagraph (C) of section 6427(1)(5), as redesig- 
nated by subparagraph (B) of this paragraph, is amended 
by striking “subparagraph (A)” and inserting “subpara- 
graph (A) or (B)”. 

(D) The heading for subsection (1) of section 6427 is 
amended by inserting “, KEROSENE,” after “DIESEL FUEL”. 

(E) Clause (i) of section 6427(i(5)A) is amended by 
inserting “($100 or more in the case of kerosene)” after 
“$200 or more”. 


(d) CERTAIN APPROVED TERMINALS OF REGISTERED PERSONS 


REQUIRED TO OFFER DYED DIESEL FUEL AND KEROSENE FOR NON- 
TAXABLE PURPOSES.—Section 4101 is amended by adding at the 
end the following new subsection: 


“(e) CERTAIN APPROVED TERMINALS OF REGISTERED PERSONS 


REQUIRED TO OFFER DYED DIESEL FUEL AND KEROSENE FOR NON- 
TAXABLE PURPOSES.— 


“(1) IN GENERAL.—A terminal for kerosene or diesel fuel 


may not be an approved facility for storage of non-tax-paid 
diesel fuel or kerosene under this section unless the operator 
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of such terminal offers dyed diesel fuel and kerosene for removal 
for nontaxable use in accordance with section 4082(a). 

“(2) EXCEPTION.—Paragraph (1) shall not apply to any 
terminal exclusively providing aviation-grade kerosene by pipe- 
line to an airport.”. 

(e) CONFORMING AMENDMENTS.— 

(1) Paragraph (2) of section 4041(a), as amended by title 
IX, is amended by striking “kerosene,”. 

(2) emote. § (1) of section 4041(c) is amended by s triking 

“any liquid” and inserting “kerosene and any other tiquid 

(3A) The heading for ieee 4082 is amended by inserting 
“AND KEROSENE” after “DIESEL FUEL”. 

(B) The table of sections for subpart A of part III of sub- 
chapter A of chapter 32 is amended by inserting “and kerosene” 
after “diesel fuel” in the item relating to section 4082. 

(4) Subsection (b) of section 4083 is amended by striking 
“gasoline, diesel fuel,” and inserting “taxable fuels”. 

(5) Subsection (a) of section 4093 is amended by strikin 
“any liquid” and inserting “kerosene and any other liquid”. 

(6) The material following su bparagraph (F) of section 
—-~ is amended by inserting “or kerosene” after “diesel 

e 

(7) Paragraphs (1) and (3) of section 6427(f), and the head- 
ing for section 6427(f), are each amended by inserting “ker- 
osene,” after “diesel fuel,”. 

(8) Paragraph (2) of section 6427(f) is amended by strikin 
“or diesel fuel” each place it appears and inserting “, diese 
fuel, or kerosene”. 

(9) Subpar aph (A) of section (6427(iK3) is amended by 
striking “or diesel fuel” and inserting “, diesel fuel, or kerosene”. 

(10) The edie for paragraph '(4) of section 6427(i) is 
amended to read as follows: 

@. “(4) SPECIAL RULE FOR REFUNDS UNDER SUBSECTION 

(11) Paragraph (1) of section 6715(c) is amended by insert- 
ing “or kerosene” after “diesel fuel”. 

(12XA) The text of section 7232 is amended by striking 
“gasoline, lubricating oil, diesel fuel” and inserting “any taxable 
fuel (as defined in section 4083)”. 

(B) The section heading for section 7232 is amended to 
read as follows: 


“SEC. 7232. FAILURE TO REGISTER UNDER SECTION 4101, FALSE REP- 
RESENTATIONS OF REGISTRATION STATUS, ETC.”. 


(C) The table of sections for part II of subchapter A of 
chapter 75 is amended by striking the item relating to section 
7232 and inserting the following: 

“Sec. 7232. Failure to register —_ section 4101, false representations of 
registration status, etc.” 

(13) Sections 9503(b)(1)(E) wu 9508(b)\(2) are each amend- 
ed by striking “and diesel fuel” and inserting “, diesel fuel, 
and kerosene”. 

(14) Subparagraph (B) of section 9503(b\5) is amended 
by striking “or diesel fuel” and inserting “, diesel fuel, or ker- 
osene”. 
(f) EFFECTIVE DATE.—The amendments made by this section 26 USC 4041 

shall take effect on July 1, 1998. note. 
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g) FLOOR STOCK TAXES.— 
1) IMPOSITION OF TAX.—In the case of kerosene which 


is held on July 1, 1998, by any person, there is hereby imposed 
a floor stocks tax of 24.4 cents per gallon 


2) LIABILITY FOR TAX AND METHOD OF PAYMENT.— 
A) LIABILITY FOR TAX.—A person holding kerosene 

ly 1, 1998, to which the tax imposed by paragraph 
plies shall be liable for such tax 
B) METHOD OF PAYMENT.—The tax imposed by para- 
graph (1) shall be paid in such manner as the Secretary 
shall prescribe 

C) TIME FOR PAYMENT.—The tax imposed by para- 

1, 1998 






graph (1) shall be paid on or before August 31, 
3) DEFINITIONS.—For purposes of this subsection— 

A) HELD BY A PERSON.—Kerosene shall be considered 
as “held by a person” if title thereto has passed to such 
person (whether or not delivery to the person has been 
made 

(B) SECRETARY.—The term “Secretary” means the Sec- 
retary of the Treasury or his delegate. 

4) EXCEPTION FOR EXEMPT USES.—The tax imposed by 


paragraph (1) shall not apply to kerosene held by any person 
exclusively for any use to the extent a credit or refund of 
the tax imposed by section 4081 of the Internal Revenue Code 
of 1986 is allowable for such use 


5) EXCEPTION FOR FUEL HELD IN VEHICLE TANK.—No tax 


shall be imposed by paragraph (1) on kerosene held in the 
tank of a motor vehicle or motorboat. 


(6) EXCEPTION FOR CERTAIN AMOUNTS OF FUEL.— 

(A) IN GENERAL.—No tax shall be imposed by para- 
graph (1) on kerosene held on July 1, 1998, by any person 
if the aggregate amount of kerosene held by such person 
on such date does not exceed 2,000 gallons. The preceding 
sentence shall apply only if such person submits to the 
Secretary (at the time and in the manner required by 
the Secretary) such information as the Secretary shall 
require for purposes of this paragraph. 

B) EXEMPT FUEL.—For purposes of subparagraph (A), 
there shall not be taken into account fuel held by any 
person which is exempt from the tax imposed by paragraph 
(1) by reason of paragraph (4) or (5). 

(C) CONTROLLED GROUPS.—For purposes of this para- 
graph— 

1) CORPORATIONS.— 

(1) IN GENERAL.—AIll persons treated as a con- 
trolled group shall be treated as 1 person. 

(II) CONTROLLED GROUP.—The term “con- 
trolled group” has the meaning given to such term 
by subsection (a) of section 1563 of such Code; 
except that for such purposes the phrase “more 
than 50 percent” shall be substituted for the 
phrase “at least 80 percent” each place it appears 
in such subsection. 

(ii) NONINCORPORATED PERSONS UNDER COMMON 
CONTROL.—Under regulations prescribed by the Sec- 
retary, principles similar to the principles of clause 
(i) shall apply to a group of persons under common 
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control where 1 or more of such persons is not a 
corporation. 

(7) COORDINATION WITH SECTION 4081.—No tax shall be 
imposed by paragraph (1) on kerosene to the extent that tax 
has been (or will be) imposed on such kerosene under section 
4081 or 4091 of such Code. 

(8) OTHER LAWS APPLICABLE.—AII provisions of law, includ- 
ing penalties, applicable with respect to the taxes imposed 
by section 4081 of such Code shall, insofar as applicable and 
not inconsistent with the provisions of this subsection, apply 
with respect to the floor stock taxes imposed by paragraph 
(1) to the same extent as if such taxes were imposed by such 
section 4081. 


SEC. 1033. RESTORATION OF LEAKING UNDERGROUND STORAGE TANK 
TRUST FUND TAXES. 


Paragraph (3) of section 4081(d) is amended by striking “shall 
not apply after December 31, 1995” and inserting “shall apply 
after September 30, 1997, and before April 1, 2005”. 


SEC. 1034. APPLICATION OF COMMUNICATIONS TAX TO PREPAID TELE- 
PHONE CARDS. 


(a) IN GENERAL.—Section 4251 is amended by adding at the 
end the following new subsection: 
“(d) TREATMENT OF PREPAID TELEPHONE CARDS.— 

“(1) IN GENERAL.—For purposes of this subchapter, in the 
case of communications services acquired by means of a prepaid 
telephone card— 

“(A) the face amount of such card shall be treated 
as the amount paid for such communications services, and 

“(B) that amount shall be treated as paid when the 
card is transferred by any telecommunications carrier to 
any person who is not such a carrier. 

“(2) DETERMINATION OF FACE AMOUNT IN ABSENCE OF SPECI- 
FIED DOLLAR AMOUNT.—In the case of any prepaid telephone 
card which entitles the user other than to a specified dollar 
amount of use, the face amount shall be determined under 
regulations prescribed by the Secretary. 

“(3) PREPAID TELEPHONE CARD.—For purposes of this sub- 
section, the term ‘prepaid telephone card’ means any card or 
other similar arrangement which permits its holder to obtain 
communications services and pay for such services in advance.”. 
(b) EFFECTIVE DATE.—The amendments made by this section 26 USC 4251 

shall apply to amounts paid in calendar months beginning more te. 
than 60 days after the date of the enactment of this Act. 


SEC. 1035. EXTENSION OF TEMPORARY UNEMPLOYMENT TAX. 
Section 3301 (relating to rate of unemployment tax) is amend- 
ed— 
(1) by striking “1998” in paragraph (1) and inserting “2007”, 
and 
(2) by striking “1999” in paragraph (2) and inserting “2008”. 
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Subtitle E—Provisions Relating to Tax- 


Exempt Entities 


1041. EXPANSION OF LOOK-THRU RULE FOR INTEREST, ANNU- 


ITIES, ROYALTIES, AND RENTS DERIVED BY SUBSIDI- 
ARIES OF TAX-EXEMPT ORGANIZATIONS. 


(a) IN GENERAL.—Paragraph (13) of section 512(b) is amended 


to read as follows 


“(13) SPECIAL RULES FOR CERTAIN AMOUNTS RECEIVED FROM 


CONTROLLED ENTITIES.— 


“(A) IN GENERAL.—If an organization (in this paragraph 
referred to as the ‘controlling organization’) receives 
(directly or indirectly) a specified payment from another 
entity which it controls (in this paragraph referred to as 
the ‘controlled entity’), notwithstanding paragraphs (1), (2), 
and (3), the controlling organization shall include such 
payment as an item of gross income derived from an unre- 
lated trade or business to the extent such payment reduces 
the net unrelated income of the controlled entity (or 
increases any net unrelated loss of the controlled entity). 
There shall be allowed all deductions of the controlling 
organization directly connected with amounts treated as 
derived from an unrelated trade or business under the 
preceding sentence. 

“(B) NET UNRELATED INCOME OR LOSS.—For purposes 
of this paragraph— 

“(i) NET UNRELATED INCOME.—The term ‘net unre- 
lated income’ means— 

“(I) in the case of a controlled entity which 
is not exempt from tax under section 501(a), the 
portion of such entity’s taxable income which 
would be unrelated business taxable income if such 
entity were exempt from tax under section 501(a) 
and had the same exempt purposes (as defined 
in section 513A(a)(5)(A)) as the controlling 
organization, or 

“(II) in the case of a controlled entity which 
is exempt from tax under section 50l(a), the 
amount of the unrelated business taxable income 
of the controlled entity. 

“(ii) NET UNRELATED LOSS.—The term ‘net unre- 
lated loss’ means the net operating loss adjusted under 
rules similar to the rules of clause (i). 

“(C) SPECIFIED PAYMENT.—For purposes of this para- 
graph, the term ‘specified payment’ means any interest, 
annuity, royalty, or rent. 

“(D) DEFINITION OF CONTROL.—For purposes of this 
paragraph— 

“(i) CONTROL.—The term ‘control’ means— 

“(I) in the case of a corporation, ownership 
(by vote or value) of more than 50 percent of 
the stock in such corporation, 

“(II) in the case of a partnership, ownership 
of more than 50 percent of the profits interests 
or capital interests in such partnership, or 
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“(III) in any other case, ownership of more 
than 50 percent of the beneficial interests in the 
entity. 

“(ii) CONSTRUCTIVE OWNERSHIP.—Section 318 Applicability 

(relating to constructive ownership of stock) shall apply 

for purposes of determining ownership of stock in a 

corporation. Similar principles shall apply for purposes 

of determining ownership of interests in any other 
entity. 

“(E) RELATED PERSONS.—The Secretary shall prescribe 
such rules as may be necessary or appropriate to prevent 
avoidance of the purposes of this paragraph through the 
use of related persons.”. 

(b) EFFECTIVE DATE.— 26 USC 512 note 

(1) IN GENERAL.—Except as provided in paragraph (2), the 
amendments made by this section shall apply to taxable years 
beginning after the date of the enactment of this Act. 

(2) BINDING CONTRACTS.—The amendments made by this 
section shall not apply to any payment made during the first 
2 taxable years beginning on or after the date of the enactment 
of this Act if such payment is made pursuant to a written 
binding contract in effect on June 8, 1997, and at all times 
thereafter before such payment. 


SEC. 1042. TERMINATION OF CERTAIN EXCEPTIONS FROM RULES 26 US© 833 note 
RELATING TO EXEMPT ORGANIZATIONS WHICH PROVIDE 
COMMERCIAL-TYPE INSURANCE. 


(a) IN GENERAL.—Subparagraphs (A) and (B) of section 
1012(c\(4) of the Tax Reform Act of 1986 shall not apply to any 
taxable year beginning after December 31, 1997. 

(b) SPECIAL RULES.—In the case of an organization to which 
section 501(m) of the Internal Revenue Code of 1986 applies solely 
by reason of the amendment made by subsection (a)— 

(1) no adjustment shall be made under section 481 (or 
any other provision) of such Code on account of a change 
in its method of accounting for its first taxable year beginning 
after December 31, 1997, and 

(2) for purposes of determining gain or loss, the adjusted 
basis of any asset held on the 1st day of such taxable year 
shall be treated as equal to its fair market value as of such 
day. 

(c) RESERVE WEAKENING AFTER JUNE 8, 1997.—Any reserve 
weakening after June 8, 1997, by an organization described in 
subsection (b) shall be treated as occurring in such organization’s 
lst taxable year beginning after December 31, 1997. 

(d) REGULATIONS.—The Secretary of the Treasury.or his dele- 
gate may prescribe rules for providing proper adjustments for 
organizations described in subsection (b) with respect to short tax- 
able years which begin during 1998 by reason of section 843 of 
the Internal Revenue Code of 1986. 
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26 USC 954 note 


Subtitle F—Foreign Provisions 


SEC. 1051. DEFINITION OF FOREIGN PERSONAL HOLDING COMPANY 
INCOME. 


(a) INCOME FROM NOTIONAL PRINCIPAL CONTRACTS AND Pay- 
MENTS IN LIEU OF DIVIDENDS.— 

(1) IN GENERAL.—Paragraph (1) of section 954(c) (defining 
foreign personal holding company income) is amended by adding 
at the end the following new subparagraphs: 

“(F) INCOME FROM NOTIONAL PRINCIPAL CONTRACTS.— 
Net income from notional principal contracts. Any item 
of income, gain, deduction, or loss from a notional principal 
contract entered into for purposes of hedging any item 
described in any preceding subparagraph shall not be taken 
into account for purposes of this subparagraph but shall 
be taken into account under such other subparagraph. 

“(G) PAYMENTS IN LIEU OF DIVIDENDS.—Payments in 
lieu of dividends which are made pursuant to an agreement 
to which section 1058 applies.”. 

(2) CONFORMING AMENDMENT.—Subparagraph (B) of section 
954(c)\(1) is amended— 

(A) by striking the second sentence, and 

(B) by striking “also” in the last sentence. 

(b) EXCEPTION FOR DEALERS.—Paragraph (2) of section 954(c) 
is amended by adding at the end the following new subparagraph: 

“(C) EXCEPTION FOR DEALERS.—Except as provided in 
subparagraph (A), (E), or (G) of paragraph (1) or by regula- 
tions, in the case of a regular dealer in property (within 
the meaning of paragraph (1)(B)), forward contracts, option 
contracts, or similar financial instruments (includin 
notional principal contracts and all instruments reference 
to commodities), there shall not be taken into account 
in computing foreign personal holding income any item 
of income, gain, deduction, or loss from any transaction 
(including ne transactions) entered into in the ordi- 
nary course of such dealer’s trade or business as such 
a dealer.”. 

(c) EFFECTIVE DATE.—The amendments made by this section 
shall apply to taxable years beginning after the date of the enact- 
ment of this Act. 


SEC. 1052. PERSONAL PROPERTY USED PREDOMINANTLY IN THE 
UNITED STATES TREATED AS NOT PROPERTY OF A LIKE 
KIND WITH RESPECT TO PROPERTY USED PREDOMI- 
NANTLY OUTSIDE THE UNITED STATES. 


(a) IN GENERAL.—Subsection (h) of section 1031 (relating to 
exchange of property held for productive use or investment) is 
amended to read as follows: 

“(h) SPECIAL RULES FOR FOREIGN REAL AND PERSONAL PRopP- 
ERTY.—For purposes of this section— 

“(1) REAL PROPERTY.—Real property located in the United 

States and real property located outside the United States 

are not property i like kind. 

“(2) PERSONAL PROPERTY.— 
“(A) IN GENERAL.—Personal property used predomi- 
nantly within the United States and personal property 
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used predominantly outside the United States are not prop- 

erty of a like kind. 

“(B) PREDOMINANT USE.—Except as provided in 
subparagraph (C) and (D), the predominant use of any 
property shall be determined based on— 

“(i) in the case of the property relinquished in 
the exchange, the 2-year period ending on the date 
of such relinquishment, and 

“(ii) in the case of the property acquired in the 
exchange, the 2-year period beginning on the date of 
such acquisition. 

“(C) PROPERTY HELD FOR LESS THAN 2 YEARS.—Except 
in the case of an exchange which is part of a transaction 
(or series of transactions) structured to avoid the purposes 
of this subsection— 

“(i) only the periods the property was held by 
the person relinquishing the property (or any related 
person) shall be taken into account under subpara- 
graph (Bi), and 

“ii) only the periods the property was held by 
the person acquiring the property (or any related per- 
son) shall be taken into account under subparagraph 
(B)(ii). 

“(D) SPECIAL RULE FOR CERTAIN PROPERTY.—Property 
described in any subparagraph of section 168(g)(4) shall 
be treated as used predominantly in the United States.”. 

(b) EFFECTIVE DATE.— 26 USC 1031 

(1) IN GENERAL.—The amendment made by this section ote 
shall apply to transfers after June 8, 1997, in taxable years 
ending after such date. 

(2) BINDING CONTRACTS.—The amendment made by this 
section shall not apply to any transfer pursuant to a written 
binding contract in effect on June 8, 1997, and at all times 
thereafter before the disposition of property. A contract shall 
not fail to meet the requirements of the preceding sentence 
solely because— 

(A) it provides for a sale in lieu of an exchange, or 

(B) the property to be acquired as replacement property 
was not identified under such contract before June 9, 1997. 


SEC. 1053. HOLDING PERIOD REQUIREMENT FOR CERTAIN FOREIGN 
TAXES. 


(a) IN GENERAL.—Section 901 is amended by redesignating 
subsection (k) as subsection (1) and by inserting after subsection 
(j) the following new subsection: 

“(k) MINIMUM HOLDING PERIOD FOR CERTAIN TAXES.— 

“(1) WITHHOLDING TAXES.— 

“(A) IN GENERAL.—In no event shall a credit be allowed 
under subsection (a) for any withholding tax on a dividend 
with respect to stock in a corporation if— 

“(i) such stock is held by the recipient of the divi- 
dend for 15 days or less during the 30-day period 
beginning on the date which is 15 days before the 
date on which such share becomes ex-dividend with 
respect to such dividend, or 

“(ii) to the extent that the recipient of the dividend 
is under an obligation (whether pursuant to a short 
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sale or otherwise) to make related payments with 

respect to positions in substantially similar or related 

property 

“(B) WITHHOLDING TAX.—For purposes of this para- 
graph, the term ‘withholding tax’ includes any tax deter- 
mined on a gross basis; but does not include any tax 
which is in the nature of a prepayment of a tax imposed 
on a net basis. 

“(2) DEEMED PAID TAXES.—In the case of income, war prof- 
its, or excess profits taxes deemed paid under section 853, 
902, or 960 through a chain of ownership of stock in 1 or 
more corporations, no credit shall be allowed under subsection 
(a) for such taxes if— 

“(A) any stock of any corporation in such chain (the 
ownership of which is required to obtain credit under sub- 
section (a) for such taxes) is held for less than the period 
described in paragraph (1)A)(i), or 

“(B) the corporation holding the stock is under an 
obligation referred to in paragraph (1)(A)(ii). 

“(3) 45-DAY RULE IN THE CASE OF CERTAIN PREFERENCE 
DIVIDENDS.—In the case of stock having preference in dividends 
and dividends with respect to such stock which are attributable 
to a period or periods aggregating in excess of 366 days, para- 
graph (1)(A)(i) shall be applied— 

“(A) by substituting “45 days’ for ‘15 days’ each place 
it appears, and 

“(B) by substituting ‘90-day period’ for ‘30-day period’. 
“(4) EXCEPTION FOR CERTAIN TAXES PAID BY SECURITIES 

DEALERS.— 

“(A) IN GENERAL.—Paragraphs (1) and (2) shall not 
apply to any qualified tax with respect to any security 
held in the active conduct in a foreign country of a securi- 
ties business of any person— 

“(i) who is registered as a securities broker or 
dealer under section 15(a) of the Securities Exchange 
Act of 1934, 

“(ii) who is registered as a Government securities 
broker or dealer under section 15C(a) of such Act, 
or 

“(ili) who is licensed or authorized in such foreign 
country to conduct securities activities in such country 
and is subject to bona fide regulation by a securities 
regulating authority of such country. 

“(B) QUALIFIED TAX.—For purposes of subparagraph 
(A), the term ‘qualified tax’ means a tax paid to a foreign 
country (other than the foreign country referred to in 
subparagraph (A)) if— 

“(i) the dividend to which such tax is attributable 
is subject to taxation on a net basis by the country 
referred to in subparagraph (A), and 

“(ii) such country allows a credit against its net 
basis tax for the full amount of the tax paid to such 
other foreign country. 

“(C) REGULATIONS.—The Secretary may prescribe such 
regulations as may be appropriate to carry out this para- 
graph, including regulations to prevent the abuse of the 
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exception provided by this paragraph and to treat other 

taxes as qualified taxes 

“(5) CERTAIN RULES TO APPLY.—For purposes of this sub- 
section, the rules of paragraphs (3) and (4) of section 246(c) 
shall apply. 

“(6) TREATMENT OF BONA FIDE SALES.—If a person’s holding 
period is reduced by reason of the application of the rules 
of section 246(c)(4) to any contract for the bona fide sale of 
stock, the determination of whether such person’s holding 
period meets the requirements of paragraph (2) with respect 
to taxes deemed paid under section 902 or 960 shall be made 
as of the date such contract is entered into. 

“(7) TAXES ALLOWED AS DEDUCTION, ETC.—Sections 275 and 
78 shall not apply to any tax which is not allowable as a 
credit under subsection (a) by reason of this subsection.”. 

(b) NOTICE OF WITHHOLDING TAXES PAID BY REGULATED INVEST- 
MENT COMPANY.—Subsection (c) of section 853 (relating to foreign 
tax credit allowed to shareholders) is amended by adding at the 
end the following new sentence: “Such notice shall also include 
the amount of such taxes which (without regard to the election 
under this section) would not be allowable as a credit under section 
901(a) to the regulated investment company by reason of section 
901(k).”. 

(c) EFFECTIVE DATE.—The amendments made by this section 26 USC 853 note 
shall apply to dividends paid or accrued more than 30 days after 
the date of the enactment of this Act. 


SEC. 1054. DENIAL OF TREATY BENEFITS FOR CERTAIN PAYMENTS 
THROUGH HYBRID ENTITIES. 


(a) IN GENERAL.—Section 894 (relating to income affected by 
treaty) is amended by inserting after subsection (b) the following 
new subsection: 

“(c) DENIAL OF TREATY BENEFITS FOR CERTAIN PAYMENTS 
THROUGH HYBRID ENTITIES.— 

“(1) APPLICATION TO CERTAIN PAYMENTS.—A foreign person 
shall not be entitled under any income tax treaty of the United 
States with a foreign country to any reduced rate of any 
withholding tax imposed by this title on an item of income 
derived through an entity which is treated as a partnership 
(or is otherwise treated as fiscally transparent) for purposes 
of this title if— 

“(A) such item is not treated for purposes of the tax- 
ation laws of such foreign country as an item of income 
of such person, 

“(B) the treaty does not contain a provision addressing 
the applicability of the treaty in the case of an item of 
income derived through a partnership, and 

“(C) the foreign country does not impose tax on a 
distribution of such item of income from such entity to 
such person. 

“(2) REGULATIONS.—The Secretary shall prescribe such 
regulations as may be necessary or appropriate to determine 
the extent to which a taxpayer to which paragraph (1) does 
not apply shall not be entitled to benefits under any income 
tax treaty of the United States with respect to any payment 
received by, or income attributable to any activities of, an 
entity organized in any jurisdiction (including the United 
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States) that is treated as a partnership or is otherwise treated 
as fiscally transparent for purposes of this title (including a 
common investment trust under section 584, a grantor trust, 
or an entity that is disregarded for purposes of this title) 
and is treated as fiscally nontransparent for purposes of the 
tax laws of the jurisdiction of residence of the taxpayer.”. 

(b) EFFECTIVE DATE.—The amendments made by this section 


shall apply upon the date of enactment of this Act. 


SEC. 1055. INTEREST ON UNDERPAYMENTS NOT REDUCED BY FOREIGN 


TAX CREDIT CARRYBACKS. 
(a) IN GENERAL.—Subsection (d) of section 6601 is amended 


by redesignating paragraphs (2) and (3) as paragraphs (3) and 
(4), respectively, and by inserting after paragraph (1) the following 
new paragraph: 


“(2) FOREIGN TAX CREDIT CARRYBACKS.—If any credit 
allowed for any taxable year is increased by reason of a 
carryback of tax paid or accrued to foreign countries or posses- 
sions of the United States, such increase shall not affect the 
computation of interest under this section for the period ending 
with the filing date for the taxable year in which such taxes 
were in fact paid or accrued, or, with respect to any portion 
of such credit carryback from a taxable year attributable to 
a net operating loss carryback or a capital loss carryback from 
a subsequent taxable year, such increase shall not affect the 
computation of interest under this section for the period ending 
with the filing date for such subsequent taxable year.”. 

(b) CONFORMING AMENDMENT TO REFUNDS ATTRIBUTABLE TO 


FOREIGN TAX CREDIT CARRYBACKS.— 


(1) IN GENERAL.—Subsection (f) of section 6611 is amended 
by redesignating paragraphs (2) and (3) as paragraphs (3) and 
(4), respectively, and by inserting after paragraph (1) the follow- 
ing new paragraph: 

“(2) FOREIGN TAX CREDIT CARRYBACKS.—For purposes of 
subsection (a), if any overpayment of tax imposed by subtitle 
A results from a carryback of tax paid or accrued to foreign 
countries or possessions of the United States, such overpayment 
shall be deemed not to have been made before the filing date 
for the taxable year in which such taxes were in fact paid 
or accrued, or, with respect to any portion of such credit 
carryback from a taxable year attributable to a net operating 
loss carryback or a capital loss carryback from a subsequent 
taxable year, such overpayment shall be deemed not to have 
been made before the filing date for such subsequent taxable 
year.”. 

(2) CONFORMING AMENDMENTS.— 

(A) Paragraph (4) of section 6611(f) (as so redesignated) 
is amended— 
(i) by striking “PARAGRAPHS (1) AND (2)” and insert- 
ing “PARAGRAPHS (1), (2), AND (3)”, and 
(ii) by striking “paragraph (1) or (2)” each place 
it appears and inserting “paragraph (1), (2), or (3)”. 
(B) Clause (ii) of section 6611(f)(4)B) (as so redesig- 
nated) is amended by striking “and” at the end of subclause 

(1), by redesignating subclause (II) as subclause (III), and 

by inserting after subclause (I) the following new subclause: 
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“(II) in the case of a carryback of taxes paid 
or accrued to foreign countries or possessions of 
the United States, the taxable year in which such 
taxes were in fact paid or accrued (or, with respect 
to any portion of such carryback from a taxable 
year attributable to a net operating loss carryback 
or a capital loss carryback from a subsequent tax- 
able year, such subsequent taxable year), and”. 

(C) Subclause (III) of section 6611(f)(4)(B)(ii) (as so 
redesignated) is amended by inserting “(as defined in para- 
graph (3)(B))” after “credit carryback” the first place it 
appears. 

(D) Section 6611 is amended by striking subsection 
(g) and by redesignating subsections (h) and (i) as sub- 
sections (g) and (h), respectively. 

(c) EFFECTIVE DATE.—The amendments made by this section 26 USC 6601 
shall apply to foreign tax credit carrybacks arising in taxable years note 
beginning after the date of the enactment of this Act. 


SEC. 1056. CLARIFICATION OF PERIOD OF LIMITATIONS ON CLAIM 
FOR CREDIT OR REFUND ATTRIBUTABLE TO FOREIGN 
TAX CREDIT CARRYFORWARD. 


(a) IN GENERAL.—Subparagraph (A) of section 6511(d)(3) is 
amended by striking “for the year with respect to which the claim 
is made” and inserting “for the year in which such taxes were 
actually paid or accrued”. 
(b) EFFECTIVE DATE.—The amendment made by subsection (a) 26 USC 6511 
shall apply to taxes paid or accrued in taxable years beginning ote 
after the date of the enactment of this Act. 


SEC. 1057. REPEAL OF EXCEPTION TO ALTERNATIVE MINIMUM FOR- 
EIGN TAX CREDIT LIMIT. 


(a) IN GENERAL.—Section 59(a)(2) (relating to limitation to 90 
percent of tax) is amended by striking subparagraph (C). 

(b) EFFECTIVE DATE.—The amendment made by this section 26 USC 59 note. 
shall apply to taxable years beginning after the date of the enact- 
ment of this Act. 


Subtitle G—Partnership Provisions 


SEC. 1061. ALLOCATION OF BASIS AMONG PROPERTIES DISTRIBUTED 
BY PARTNERSHIP. 


(a) IN GENERAL.—Subsection (c) of section 732 is amended 
to read as follows: 
“(c) ALLOCATION OF BASIS.— 
“(1) IN GENERAL.—The basis of distributed properties to 
which subsection (a)(2) or (b) is applicable shall be ed 
“(A)(i) first to any unrealized receivables (as defined 
in section 751(c)) and inventory items (as defined in section 
751(d\2)) in an amount equal to the adjusted basis of 
each such property to the partnership, and 
“(ii) if the basis to be allocated is less than the sum 
of the adjusted bases of such properties to the partnership, 
then, to the extent any decrease is required in order to 
have the adjusted bases of such properties equal the basis 
to > allocated, in the manner provided in paragraph (3), 
an 
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“(B) to the extent of any basis remaining after the 
allocation under subparagraph (A), to other distributed 
properties— 

“(i) first by assigning to each such other property 
such other property’s adjusted basis to the partnership, 
and 

“(ii) then, to the extent any increase or decrease 
in basis is required in order to have the adjusted 
bases of such other distributed properties equal such 
remaining basis, in the manner provided in paragraph 
(2) or (3), whichever is appropriate. 

“(2) METHOD OF ALLOCATING INCREASE.—Any increase 
required under paragraph (1)(B) shall be allocated among the 
properties— 

“(A) first to properties with unrealized appreciation 
in proportion to’ their respective amounts of unrealized 
appreciation before such increase (but only to the extent 
of each property’s unrealized appreciation), and 

“(B) then, to the extent such increase is not allocated 
under subparagraph (A), in proportion to their respective 
fair market values. 

“(3) METHOD OF ALLOCATING DECREASE.—Any decrease 
required under paragraph (1)A) or (1)(B) shall be allocated— 

“(A) first to properties with unrealized depreciation 
in proportion to their respective amounts of unrealized 
depreciation before such decrease (but only to the extent 
of each property’s unrealized depreciation), and 

“(B) then, to the extent such decrease is not allocated 
under subparagraph (A), in proportion to their respective 
adjusted bases (as adjusted under subparagraph (A)).”. 

(b) EFFECTIVE DATE.—The amendment made by subsection (a) 


shall apply to distributions after the date of the enactment of 
this Act. 


SEC. 1062. REPEAL OF REQUIREMENT THAT INVENTORY BE SUBSTAN- 


TIALLY APPRECIATED WITH RESPECT TO SALE OR 
EXCHANGE OF PARTNERSHIP INTEREST. 


(a) IN GENERAL.—Paragraph (2) of section 751(a) is amended 


to read as follows: 


“(2) inventory items of the partnership,”. 
(b) CONFORMING AMENDMENTS.— 

(1A) Paragraph (1) of section 751(b) is amended by strik- 
ing subparagraphs (A) and (B) and inserting the following 
new subparagraphs: 

“(A) partnership property which is— 

“(i) unrealized receivables, or 

“Gii) inventory items which have appreciated 
substantially in value, 

in exchange for all or a part of his interest in other partner- 

ship property (including money), or 

“(B) partnership property (including money) other than 
property described in subparagraph (A)(i) or (ii) in exchange 
for all or a part of his interest in partnership property 

described in subparagraph (A)(i) or (ii),”. 

(B) Subsection (b) of section 751 is amended by adding 
at the end the following new paragraph: 
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“(3) SUBSTANTIAL APPRECIATION.—For purposes of para- 
graph (1)— 

“(A) IN GENERAL.—Inventory items of the partnership 
shall be considered to have appreciated substantially in 
value if their fair market value exceeds 120 percent of 
the adjusted basis to the partnership of such property. 

“(B) CERTAIN PROPERTY EXCLUDED.—For purposes of 
subparagraph (A), there shall be excluded any inventory 
property if a principal purpose for acquiring such property 
was to avoid the provisions of this subsection relating to 
inventory items.”. 

(2) Subsection (d) of section 751 is amended to read as 
follows: 

“(d) INVENTORY ITEMS.—For purposes of this subchapter, the 
term ‘inventory items’ means— 

“(1) property of the partnership of the kind described in 
section 1221(1), 

“(2) any other property of the partnership which, on sale 
or exchange by the partnership, would be considered property 
other than a capital asset and other than property described 
in section 1231, 

“(3) any other property of the partnership which, if sold 
or exchanged by the partnership, would result in a gain taxable 
under subsection (a) of section 1246 (relating to gain on foreign 
investment company stock), and 

“(4) any other property held by the partnership which, 
if held by the selling or distributee partner, would be considered 
property of the type described in paragraph (1), (2), or (3).”. 

(3) Sections 724(d)(2), 731(aX(2)B), 731(c\(6), 732(c)1)(A) 
(as amended by the preceding section), 735(a)(2), and 735(c)(1) 
are each amended by striking “section 751(d)(2)” and inserting 
“section 751(d)”. 

(c) EFFECTIVE DATE.— 26 USC 724 note 

(1) IN GENERAL.—The amendments made by this section 
shall apply to sales, exchanges, and distributions after the 
date of the enactment of this Act. 

(2) BINDING CONTRACTS.—The amendments made by this 
section shall not apply to any sale or exchange pursuant to 
a written binding contract in effect on June 8, 1997, and at 
all times thereafter before such sale or exchange. 


SEC. 1063. EXTENSION OF TIME FOR TAXING PRECONTRIBUTION GAIN. 


(a) IN GENERAL.—Sections 704(c)1)(B) and 737(b)\(1) are each 
amended by striking “5 years” and inserting “7 years”. | 
(b) EFFECTIVE DATE.— 26 USC 704 note 

(1) IN GENERAL.—The amendment made by subsection (a) 
shall apply to property contributed to a partnership after June 
8, 1997. 

(2) BINDING CONTRACTS.—The amendment made by sub- 
section (a) shall not apply to any property contributed pursuant 
to a written binding contract in effect on June 8, 1997, and 
at all times thereafter before such contribution if such contract 
provides for the contribution of a fixed amount of property. 
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26 USC 411 note 


26 USC 132 note 


42 USC 4980A 
note 


Subtitle H—Pension Provisions 


SEC. 1071. PENSION ACCRUED BENEFIT DISTRIBUTABLE WITHOUT 
CONSENT INCREASED TO $5,000. 


(a) AMENDMENT TO 1986 CoDE.— 

(1) IN GENERAL.—Subparagraph (A) of section 411(a)(11) 
(relating to restrictions on certain mandatory distributions) 
is amended by striking “$3,500” and inserting “$5,000”. 

(2) CONFORMING AMENDMENTS.— 

(A) Section 411(a)(7)(B), paragraphs (1) and (2) of sec- 
tion 417(e), and section 457(e9) are each amended by 
striking “$3,500” each place it appears (other than the 
headings) and inserting “the dollar limit under section 
411(a)(11)(A)”. 

(B) The headings for paragraphs (1) and (2) of section 
417(e) and subparagraph (A) of section 457(eX9) are each 
amended by striking “$3,500” and inserting “DOLLAR LIMIT”. 

(b) AMENDMENTS TO ERISA.— 

(1) IN GENERAL.—Section 203(e)(1) of the Employee Retire- 
ment Income Security Act of 1974 (29 U.S.C. 1053(e)(1)) is 
amended by striking “$3,500” and inserting “$5,000”. 

(2) CONFORMING AMENDMENTS.—Sections 204(d\1) and 
205(g) (1) and (2) (29 U.S.C. 1054(d)(1) and 1055(g) (1) and 
(2)) are each amended by striking “$3,500” and inserting “the 
dollar limit under section 203(e)(1)”. 

(c) EFFECTIVE DATE.—The amendments made by this section 
shall apply to plan years beginning after the date of the enactment 
of this Act. 


SEC. 1072. ELECTION TO RECEIVE TAXABLE CASH COMPENSATION IN 
LIEU OF NONTAXABLE PARKING BENEFITS. 


(a) IN GENERAL.—Section 132(f)(4) (relating to benefits not in 
lieu of compensation) is amended by adding at the end the following 
new sentence: “This paragraph shall not apply to any qualified 
parking provided in lieu of compensation which otherwise would 
have been includible in gross income of the employee, and no 
amount shall be included in the gross income of the employee 
solely because the employee may choose between the qualified park- 
ing and compensation.”. 

(b) EFFECTIVE DATE.—The amendment made by this section 
shall apply to taxable years beginning after December 31, 1997. 


SEC. 1073. REPEAL OF EXCESS DISTRIBUTION AND EXCESS RETIRE- 
MENT ACCUMULATION TAX. 


(a) REPEAL OF EXCESS DISTRIBUTION AND EXCESS RETIREMENT 
ACCUMULATION TAx.—Section 4980A (relating to excess distribu- 
tions from qualified retirement plans) is repealed. 

(b) CONFORMING AMENDMENTS.— 

(1) Section 691(c)(1) is amended by striking subparagraph 

(C). 

(2) Section 2013 is amended by striking subsection (g). 

(3) Section 2053(c\1)(B) is amended by striking the last 
sentence. 

(4) Section 6018(a) is amended by striking paragraph (4). 

(c) EFFECTIVE DATES.— 
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(1) EXCESS DISTRIBUTION TAX REPEAL.—Except as provided Applicability. 
in paragraph (2), the repeal made by subsection (a) shall apply 
to excess distributions received after December 31, 1996. 
(2) EXCESS RETIREMENT ACCUMULATION TAX REPEAL.—The 
repeal made by subsection (a) with respect to section 4980A(d) 
of the Internal Revenue Code of 1986 and the amendments 
made by subsection (b) shall apply to estates of decedents 
dying after December 31, 1996. 


SEC. 1074. INCREASE IN TAX ON PROHIBITED TRANSACTIONS. 


(a) IN GENERAL.—Section 4975(a) is amended by striking “10 
percent” and inserting “15 percent”. 

(b) EFFECTIVE DATE.—The amendment made by this section 26 USC 4975 
shall apply to prohibited transactions occurring after the date of note 
the enactment of this Act. 


SEC. 1075. BASIS RECOVERY RULES FOR ANNUITIES OVER MORE THAN 
ONE LIFE. 


(a) IN GENERAL.—Section 72(d)(1)(B) is amended by adding 
at the end the following new clause: 
“(iv) NUMBER OF ANTICIPATED PAYMENTS WHERE 
MORE THAN ONE LIFE.—If the annuity is payable over 
the lives of more than 1 individual, the number of 
anticipated payments shall be determined as follows: 


“If the combined ages of annu- 


itants are: The number is: 
Not more than 110 . j . ‘ 410 
More than 110 but not more than 120 .. 360 
More than 120 but not more than 130 ... ; 310 
More than 130 but not more than 140 ..... Seeeisionia 260 
More than 140 . ; 5 ; x 210.” 
(b) CONFORMING AMENDMENT.—Section 72(d)(1)(B)(ili) is 

amended— 


(1) by inserting “If the annuity is payable over the life 
of a single individual, the number of anticipated payments 
shall be determined as follows:” after uhe heading and before 
the table, and 
(2) by striking “primary” in the table. 
(c) EFFECTIVE DATE.—The amendments made by this section 26 USC 72 note 
shall apply with respect to annuity starting dates beginning after 
December 31, 1997. 


Subtitle I—Other Revenue Provisions 


SEC. 1081. TERMINATION OF SUSPENSE ACCOUNTS FOR FAMILY COR- 
PORATIONS REQUIRED TO USE ACCRUAL METHOD OF 
ACCOUNTING. 


(a) IN GENERAL.—Subsection (i) of section 447 (relating to 
method of accounting for corporations engaged in farming) is amend- 
ed by striking paragraphs (3) and (4), by redesignating paragraphs 
(5) and (6) as paragraphs (3) and (4), respectively, and by adding 
at the end the following new paragraph: 

“(5) TERMINATION.— 

“(A) IN GENERAL.—No suspense account may be estab- 
lished under this subsection by any corporation required 
by this section to change its method of accounting for 
any taxable year ending after June 8, 1997. 
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“(B) PHASEOUT OF EXISTING SUSPENSE ACCOUNTS.— 

“(i) IN GENERAL.—Each suspense account under 
this subsection shall be reduced (but not below zero) 
for each taxable year beginning after June 8, 1997, 
by an amount equal to the lesser of— 

“(I) the applicable portion of such account, or 

“(II) 50 percent of the taxable income of the 
corporation for the taxable year, or, if the corpora- 
tion has no taxable income for such year, the 
amount of any net operating loss (as defined in 
section 172(c)) for such taxable year. 

For purposes of the preceding sentence, the amount 

of taxable income and net operating loss shall be deter- 

mined without regard to this paragraph. 

“(ii) COORDINATION WITH OTHER REDUCTIONS.—The 
amount of the applicable portion for any taxable year 
shall be sedaned tout not below zero) by the amount 
of any reduction required for such taxable year under 
any other provision of this subsection. 

“(iv) INCLUSION IN INCOME.—Any reduction in a 
suspense account under this paragraph shall be 
included in gross income for the taxable year of the 
reduction. 

“(C) APPLICABLE PORTION.—For purposes of subpara- 
graph (B), the term ‘applicable portion’ means, for any 
taxable year, the amount which would ratably reduce the 
amount in the account (after taking into account prior 
reductions) to zero over the period consisting of such tax- 
able year and the remaining taxable years in such first 
20 taxable years. 

“(D) AMOUNTS AFTER 20TH YEAR.—Any amount in the 
account as of the close of the 20th year referred to in 
subparagraph (C) shall be treated as the applicable portion 
for each succeeding year thereafter to the extent not 
reduced under this paragraph for any prior taxable year 
after such 20th year.”. 


(b) EFFECTIVE DATE.—The amendments made by this section 


shall apply to taxable years ending after June 8, 1997. 
SEC. 1082. MODIFICATION OF TAXABLE YEARS TO WHICH NET OPERAT- 


ING LOSSES MAY BE CARRIED. 


(a) IN GENERAL.—Subparagraph (A) of section 172(b)(1) (relat- 


ing to years to which loss may be carried) is amended— 


(1) by striking “3” in clause (i) and inserting “2”, and 
(2) by striking “15” in clause (ii) and inserting “20”. 


(b) RETENTION OF 3-YEAR CARRYBACK FOR CERTAIN LOSSES.— 


Paragraph (1) of section 172(b) is amended by adding at the end 
the following new subparagraph: 


“(F) RETENTION OF 3-YEAR CARRYBACK IN CERTAIN 
CASES.— 

“(i) IN GENERAL.—Subparagraph (A)(i) shall be 
applied by substituting ‘3 years’ for ‘2 years’ with 
respect to the portion of the net operating loss for 
the taxable year which is an eligible loss with respect 
to the taxpayer. 

“(ii) ELIGIBLE LOSS.—For purposes of clause (i), 
the term ‘eligible loss’ means— 
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“(I) in the case of an individual, losses of prop- 
erty arising from fire, storm, shipwreck, or other 
casualty, or from theft, 

“(II) in the case of a taxpayer which is a small 
business, net operating losses attributable to Presi- 
dentially declared disasters (as defined in section 
1033(h\(3)), and 

“(III) in the case of a taxpayer engaged in 
the trade or business of farming (as defined in 
section 263A(e)(4)), net operating losses attrib- 
utable to such Presidentially declared disasters 
“(iii) SMALL BUSINESS.—For purposes of this 

subparagraph, the term ‘small business’ means a cor- 
poration or partnership which meets the gross receipts 
test of section 448(c) for the taxable year in which 
the loss arose (or, in the case of a sole proprietorship, 
which would meet such test if such proprietorship were 
a corporation).” 
(c) EFFECTIVE DATE.—The amendments made by this section 26 USC 172 note 
shall apply to net operating losses for taxable years beginning 
after the date of the enactment of this Act. 


SEC. 1083. MODIFICATIONS TO TAXABLE YEARS TO WHICH UNUSED 
CREDITS MAY BE CARRIED. 


(a) IN GENERAL.—Section 39(a) (relating to unused credits) 
is amended— 

(1) in paragraph (1), by striking “3” each place it appears 
and inserting “1” and by striking “15” each place it appears 
and inserting “20”; and 

(2) in paragraph (2), by striking “18” each place it appears 
and inserting “22” and by striking “17” each place it appears 
and inserting “21”. 

(b) EFFECTIVE DATE.—The amendments made by this section 26 USC 39 note 
shall apply to credits arising in taxable years beginning after 
December 31, 1997. 


SEC. 1084. EXPANSION OF DENIAL OF DEDUCTION FOR CERTAIN 
AMOUNTS PAID IN CONNECTION WITH INSURANCE. 


(a) DENIAL OF DEDUCTION FOR PREMIUMS.— 

(1) IN GENERAL.—Paragraph (1) of section 264(a) is amend- 
ed to read as follows: 

“(1) Premiums on any life insurance policy, or endowment 
or annuity contract, if the taxpayer is directly or indirectly 
a beneficiary under the policy or contract.”. 

(2) EXCEPTIONS.—Section 264 is amended by redesignating 
subsections (b), (c), and (d) as subsections (c), (d), and (e), 
respectively, and by inserting after subsection (a) the following 
new subsection: 

“(b) EXCEPTIONS TO SUBSECTION (a)(1).—Subsection (a)(1) shall 
not apply to— 

“(1) any annuity contract described in section 72(s)(5), and 

“(2) any annuity contract to which section 72(u) applies.”. 
(b) INTEREST ON POLICY LOANS.— 

(1) IN GENERAL.—Paragraph (4) of section 264(a) is amend- 
ed by striking “individual, who” and all that follows and insert- 
ing “individual.”. 
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(2) COORDINATION WITH TRANSFERS FOR VALUE.—Paragraph 
(2) of section 101(a) is amended by adding at the end the 
following new flush sentence: 

“The term ‘other amounts’ in the first sentence of this para- 
graph includes interest paid or accrued by the transferee on 
indebtedness with respect to such contract or any interest 
therein if such interest paid or accrued is not allowable as 
a deduction by reason of section 264(a)(4).”. 

(c) PRO RATA ALLOCATION OF INTEREST EXPENSE TO POLICY 


CASH VALUES.—Section 264 is amended by adding at the end the 
following new subsection: 


“(f) PRO RATA ALLOCATION OF INTEREST EXPENSE TO POLICY 


CASH VALUES.— 


“(1) IN GENERAL.—No deduction shall be allowed for that 
portion of the taxpayer’s interest expense which is allocable 
to unborrowed policy cash values. 

“(2) ALLOCATION.—For purposes of paragraph (1), the por- 
tion of the taxpayer’s interest expense which is allocable to 
unborrowed policy cash values is an amount which bears the 
same ratio to such interest expense as— 

“(A) the taxpayer’s average unborrowed policy cash 
values of life insurance policies, and annuity and endow- 
ment contracts, issued after June 8, 1997, bears to 

“(B) the sum of— 

“(i) in the case of assets of the taxpayer which 
are life insurance policies or annuity or endowment 
contracts, the average unborrowed policy cash values 
of such policies and contracts, and 

“(ii) in the case of assets of the taxpayer not 
described in clause (i), the average adjusted bases 
(within the meaning of section 1016) of such assets. 

“(3) UNBORROWED POLICY CASH VALUE.—For purposes of 
this subsection, the term ‘unborrowed policy cash value’ means, 
with respect to any life insurance policy or annuity or endow- 
ment contract, the excess of— 

“(A) the cash surrender value of such policy or contract 
determined without regard to any surrender charge, over 

“(B) the amount of any loan with respect to such policy 
or contract. 

“(4) EXCEPTION FOR CERTAIN POLICIES AND CONTRACTS.— 

“(A) POLICIES AND CONTRACTS COVERING 20-PERCENT 
OWNERS, OFFICERS, DIRECTORS, AND EMPLOYEES.—Para- 
graph (1) shall not apply to any policy or contract owned 
by an entity engaged in a trade or business if such policy 
or contract covers only 1 individual and if such individual 
is (at the time first covered by the policy or contract)— 

“(i) a 20-percent owner of such entity, or 

“(ii) an individual (not described in clause (i)) who 
is an officer, director, or employee of such trade or 
business. 

A policy or contract covering a 20-percent owner of such 

entity shall not be treated as failing to meet the require- 

ments of the preceding sentence by reason of covering 
the joint lives of such owner and such owner’s spouse. 

“(B) CONTRACTS SUBJECT TO CURRENT INCOME INCLU- 
SION.—Paragraph (1) shall not apply to any annuity con- 
tract to which section 72(u) applies. 
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“(C) COORDINATION WITH PARAGRAPH (2).—Any policy 
or contract to which paragraph (1) does not apply by reason 
of this paragraph shall not be taken into account under 
paragraph (2). 

“(D) 20-PERCENT OWNER.—For purposes of subpara- 
graph (A), the term ‘20-percent owner’ has the meaning 
given such term by subsection (e)(4). 

“(5) EXCEPTION FOR POLICIES AND CONTRACTS HELD BY 
NATURAL PERSONS; TREATMENT OF PARTNERSHIPS AND S COR- 
PORATIONS.— 

“(A) POLICIES AND CONTRACTS HELD BY NATURAL PER- 
SONS.— 

“(i) IN GENERAL.—This subsection shall not apply 
to any policy or contract held by a natural person. 

“(ii) EXCEPTION WHERE BUSINESS IS BENEFICIARY.— 
If a trade or business is directly or indirectly the 
beneficiary under any policy or contract, such policy 
or contract shall be treated as held by such trade 
or business and not by a natural person. 

“(iii) SPECIAL RULES.— 

“(I) CERTAIN TRADES OR BUSINESSES NOT 
TAKEN INTO ACCOUNT.—Clause (ii) shall not apply 
to any trade or business carried on as a sole 
proprietorship and to any trade or business 
performing services as an employee. 

“(II) LIMITATION ON UNBORROWED CASH 
VALUE.—The amount of the unborrowed cash value 
of any policy or contract which is taken into 
account reason of clause (ii) shall not exceed 
the benefit to which the trade or business is 
directly or indirectly entitled under the policy or 
contract. 

“(iv) REPORTING.—The Secretary shall require such 
reporting from policyholders and issuers as is nec- 
essary to carry out clause (ii). Any report required 
under the preceding sentence shall be treated as a 
statement referred to in section 6724(d)(1). 

“(B) TREATMENT OF PARTNERSHIPS AND S CORPORA- 
TIONS.—In the case of a partnership or S corporation, this 
subsection shall be applied at the partnership and corporate 
levels. 

“(6) SPECIAL RULES.— 

“(A) COORDINATION WITH SUBSECTION (a) AND SECTION 
265.—If interest on any indebtedness is disallowed under 
subsection (a) or section 265— 

“(i) such disallowed interest shall not be taken 
_ account for purposes of applying this subsection, 
an 

“(ii) the amount otherwise taken into account 
under paragraph (2)(B) shall be reduced (but not below 
zero) by the amount of such indebtedness. 

“(B) COORDINATION WITH SECTION 263A.—This sub- 
section shall be applied before the application of section 
263A (relating to capitalization of certain expenses where 
taxpayer produces property). 

“(7) INTEREST EXPENSE.—The term ‘interest expense’ means 
the aggregate amount allowable to the taxpayer as a deduction 
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for interest (within the meaning of section 265(b)(4)) for the 
taxable year (determined without regard to this subsection, 
section 265(b), and section 291). 

“(8) AGGREGATION RULES.— 

“(A) IN GENERAL.—AIl members of a controlled group 
within the meaning of subsection (d)(5)(B)) shall be treated 
as 1 taxpayer for purposes of this subsection. 

“(B) TREATMENT OF INSURANCE COMPANIES.—This sub- 
section shall not apply to an insurance company subject 
to tax under subchapter L, and subparagraph (A) shall 
be applied without regard to any member of an affiliated 
group which is an insurance company.”. 

(b) TREATMENT OF INSURANCE COMPANIES.— 

(1A) Clause (ii) of section 805(a)(4)(C) is amended by 
inserting “, or out of the increase for the taxable year in 
policy cash values (within the meaning of subparagraph (F)) 
of life insurance policies and annuity and endowment contracts 
to which section 264(f) applies,” after “tax-exempt interest” 

(B) Clause (iii) of section 805(a)(4)(D) is amended by strik- 
ing “and” and inserting “, the increase for the taxable year 
in policy cash values (within the meaning of subparagraph 
(F)) of life insurance policies and annuity and endowment con- 
tracts to which section 264(f) applies, and”. 

(C) Paragraph (4) of section 805(a) is amended by adding 
at the end the following new subparagraph: 

“(F) INCREASE IN POLICY CASH VALUES.—For purposes 
of subparagraphs (C) and (D)— 

“(i) IN GENERAL.—The increase in the policy cash 
value for any taxable year with respect to policy or 
contract is the amount of the increase in the adjusted 
cash value during such taxable year determined with- 
out regard to— 

“(I) gross premiums paid during such taxable 
year, and 

“(II) distributions (other than amounts includ- 
ible in the policyholder’s gross income) during such 
taxable year to which section 72(e) applies. 

“Gii) ADJUSTED CASH VALUE.—For purposes of 
clause (i), the term ‘adjusted cash value’ means the 
cash surrender value of the policy or contract increased 
by the sum of— 

“(I) commissions payable with respect to such 
policy or contract for the taxable year, and 

“II) asset management fees, surrender 
charges, mortality and expense charges, and any 
other fees or charges specified in regulations pre- 
scribed by the Secretary which are imposed (or 
which would be imposed were the policy or contract 
canceled) with respect to such policy or contract 
for the taxable year.”. 

(2A) Subparagraph (B) of section 807(a)(2) is amended 
by striking “interest,” and inserting “interest and the amount 
of the policyholder’s share of the increase for the taxable year 
in policy cash values (within the meaning of section 
805(a)(4\(F)) of life insurance policies and annuity and endow- 
ment contracts to which section 264(f) applies,”. 
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(B) Subparagraph (B) of section 807(b)(1) is amended by 
striking “interest,” and inserting “interest and the amount of 
the caliohalies’s share of the increase for the taxable year 
in policy cash values (within the meaning of section 
805(aX4)\F)) of life insurance policies and annuity and endow- 
ment contracts to which section 264(f) applies,”. 

(3) Paragraph (1) of section 812(d) is amended by striking 
“and” at the end of subparagraph (B), by striking the period 
at the end of subparagraph (C) and inserting “, and”, and 
by adding at the end the following new subparagraph: 

“(D) the increase for any taxable year in the policy 
cash values (within the meaning of section 805(a)(4)(F)) 
of life insurance policies and annuity and endowment con- 
tracts to which section 264(f) applies.”. 

(4) Subparagraph (B) of section 832(b)(5) is amended by 
striking “and” at the end of clause (i), by striking the period 
at the end of clause (ii) and inserting “, and”, and by adding 
at the end the following new clause: 

“(iii) the increase for the taxable year in policy 
cash values (within the meaning of section 805(a)(4)(F)) 
of life insurance policies and annuity and endowment 
contracts to which section 264(f) applies.”. 

(c) CONFORMING AMENDMENT.—Subparagraph (A) of section 
265(b)(4) is amended by inserting “, section 264,” before “and section 
291”. 

(d) EFFECTIVE DATE.—The amendments made by this section 26 USC 101 note. 
shall apply to contracts issued after June 8, 1997, in taxable years 
ending after such date. For purposes of the preceding sentence, 
any material increase in the death benefit or other material change 
in the contract shall be treated as a new contract but the addition 
of covered lives shall be treated as a new contract only with respect 
to such additional covered lives. For purposes of this subsection, 
an increase in the death benefit under a policy or contract issued 
in connection with a lapse described in section 501(d)(2) of the 
Health Insurance Portability and Accountability Act of 1996 shall 
not be treated as a new contract. 


SEC. 1085. IMPROVED ENFORCEMENT OF THE APPLICATION OF THE 
EARNED INCOME CREDIT. 


(a) RESTRICTIONS ON AVAILABILITY OF EARNED INCOME CREDIT 
FOR TAXPAYERS WHO IMPROPERLY CLAIMED CREDIT IN PRIOR YEAR.— 
(1) IN GENERAL.—Section 32 is amended by redesignating 
subsections (k) and (1) as subsections (1) and (m), respectively, 
and by inserting after subsection (j) the following new sub- 
section: 
“(k) RESTRICTIONS ON TAXPAYERS WHO IMPROPERLY CLAIMED 
CREDIT IN PRIOR YEAR.— 
“(1) TAXPAYERS MAKING PRIOR FRAUDULENT OR RECKLESS 
CLAIMS.— 
“(A) IN GENERAL.—No credit shall be allowed under 
this section for any taxable year in the disallowance period. 
“(B) DISALLOWANCE PERIOD.—For purposes of para- 
graph (1), the disallowance period is— 

“(i) the period of 10 taxable years after the most 
recent taxable year for which there was a final deter- 
mination that the taxpayer’s claim of credit under this 
section was due to fraud, and 
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“(ii) the period of 2 taxable years after the most 
recent taxable year for which there was a final deter- 
mination that the taxpayer’s claim of credit under this 
section was due to reckless or intentional disregard 
of rules and regulations (but not due to fraud). 

“(2) TAXPAYERS MAKING IMPROPER PRIOR CLAIMS.—In the 
case of a taxpayer who is denied credit under this section 
for any taxable year as a result of the deficiency procedures 
under subchapter B of chapter 63, no credit shall be allowed 
under this section for any subsequent taxable year unless the 
taxpayer provides such information as the Secretary may 
require to demonstrate eligibility for such credit.” 

(2) DUE DILIGENCE REQUIREMENT ON INCOME TAX RETURN 
PREPARERS.—Section 6695 is amended by adding at the end 
the following new subsection: 

“(g) FAILURE TO BE DILIGENT IN DETERMINING ELIGIBILITY 
FOR EARNED INCOME CREDIT.—Any person who is an income tax 
return preparer with respect to any return or claim for refund 
who fails to comply with due diligence requirements imposed by 
the Secretary by regulations with respect to determining eligibility 
for, or the amount of, the credit allowable by section 32 shall 
pay a penalty of $100 for each such failure.”. 

(3) EXTENSION PROCEDURES APPLICABLE TO MATHEMATICAL 
OR CLERICAL ERRORS.—Paragraph (2) of section 6213(g) (relating 
to the definition of mathematical or clerical errors) is amended 
by striking “and” at the end of subparagraph (H), by striking 
the period at the end of subparagraph (I) and inserting “, 
and”, and by inserting after subparagraph (I) the following 
new subparagraph: 

“(J) an omission of information required by section 

32(k\(2) (relating to taxpayers making improper prior 

claims of earned income credit).”. 

(b) INCREASE IN NET Loss DISREGARDED FOR MODIFIED 
ADJUSTED GROSS INCOME.—Section 32(c)(5)(BXiv) is amended by 
striking “50 percent” and inserting “75 percent”. 

(c) WORKFARE PAYMENTS NoT INCLUDED IN EARNED INCOME.— 
Section 32(c\(2)(B) is amended by striking “and” at the end of 
clause (iii), by striking the period at the end of clause (iv) and 
inserting “, and”, and by adding at the end the following new 
clause: 

“(v) mo amount described in subparagraph (A) 
received for service performed in work activities as 
defined in paragraph (4) or (7) of section 407(d) of 
the Social Security Act to which the taxpayer is 
assigned under any State program under part A of 
title IV of such Act, but only to the extent such amount 
is subsidized under such State program.”. 

(d) CERTAIN NONTAXABLE INCOME INCLUDED IN MODIFIED 
ADJUSTED Gross INCOME.—Section 32(c)(5\(B) is amended— 

(1) by striking “and” at the end of clause (iii), 

(2) by striking the period at the end of clause (iv)(III), 

(3) by inserting after clause (iv)III) the following new 
clauses: 

“(v) interest received or accrued during the taxable 
year which is exempt from tax imposed by this chapter, 
and 
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“(vi) amounts received as a pension or annuity, 
and any distributions or payments received from an 
individual retirement plan, by the taxpayer during the 
taxable year to the extent not included in gross 
income.”, and 

(4) by adding at the end the following new sentence: 

“Clause (vi) shall not include any amount which is not includ- 

ible in gross income by reason of section 402(c), 403(a)(4), 

403(b), 408(d) (3), (4), or (5), or 457(e)(10).”. 

(e) EFFECTIVE DATES.— 26 USC 32 note. 
(1) The amendments made by subsection (a) shall apply 

to taxable years beginning after December 31, 1996. 
(2) The amendments made by subsections (b), (c), and 

(d) shall apply to taxable years beginning after December 31, 

1997. 


SEC. 1086. LIMITATION ON PROPERTY FOR WHICH INCOME FORECAST 
METHOD MAY BE USED. 


(a) LIMITATION.—Subsection (g) of section 167 is amended by 
adding at the end the following new paragraph: 

“(6) LIMITATION ON PROPERTY FOR WHICH INCOME FORECAST 
METHOD MAY BE USED.—The depreciation deduction allowable 
under this section may be determined under the income forecast 
method or any similar method only with respect to— 

“(A) property described in paragraph (3) or (4) of sec- 

tion 168(f), 

“(B) copyrights, 

“(C) books, 

“(D) patents, and 

“(E) other property specified in regulations. 
Such methods may not be used with respect to any amortizable 
section 197 intangible (as defined in section 197(c)).”. 
(b) DEPRECIATION PERIOD FOR RENT-TO-OWN PROPERTY.— 

(1) IN GENERAL.—Subparagraph (A) of section 168(e)(3) 
(relating to 3-year property) is amended by striking “and” at 
the end of clause (i), by striking the period at the end of 
clause (ii) and inserting “, and”, and by adding at the end 
the following new clause: 

“(iii) any qualified rent-to-own property.”. 

(2) 4-YEAR CLASS LIFE.—The table contained in section 
168(g\(3)(B) is amended by inserting before the first item the 
following new item: 

I esterase eecadli ov a cerapisa anasdabaec ge hcantadialananscaciseeialaiiiaaiasaabebaniaoetis “a * 


(3) DEFINITION OF QUALIFIED RENT-TO-OWN PROPERTY.— 
Subsection (i) of section 168 is amended by adding at the 
end the following new paragraph: 

“(14) QUALIFIED RENT-TO-OWN PROPERTY.— 

“(A) IN GENERAL.—The term ‘qualified rent-to-own 
property means property held by a rent-to-own dealer for 
purposes of being subject to a rent-to-own contract. 

“(B) RENT-TO-OWN DEALER.—The term ‘rent-to-own 
dealer’ means a person that, in the ordinary course of 
business, regularly enters into rent-to-own contracts with 
customers for the use of consumer prope if a substantial 
portion of those contracts terminate oe the property is 
returned to such person before the receipt of all payments 
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required to transfer ownership of the property from such 
person to the customer. 

“(C) CONSUMER PROPERTY.—The term ‘consumer prop- 
erty’ means tangible personal property of a type generally 
used within the home for personal use. 

“(D) RENT-TO-OWN CONTRACT.—The term ‘rent-to-own 
contract’ means any lease for the use of consumer property 
between a rent-to-own dealer and a customer who is an 
individual which— 

“(i) is titled ‘Rent-to-Own Agreement’ or ‘Lease 
Agreement with Ownership Option,’ or uses other simi- 
lar language, 

“(ii) provides for level (or decreasing where no 
payment is less than 40 percent of the largest pay- 
ment), regular periodic payments (for a payment period 
which is a week or month), 

“(iii) provides that legal title to such property 
remains with the rent-to-own dealer until the customer 
makes all the payments described in clause (ii) or 
early purchase payments required under the contract 
to acquire legal title to the item of property, 

“(iv) provides a beginning date and a maximum 
period of time for which the contract may be in effect 
that does not exceed 156 weeks or 36 months from 
such beginning date (including renewals or options 
to extend), 

“(v) provides for payments within the 156-week 
or 36-month period that, in the aggregate, generally 
exceed the normal retail price of the consumer property 
plus interest, 

“(vi) provides for payments under the contract that, 
in the aggregate, do not exceed $10,000 per item of 
consumer property, 

“(vii) provides that the customer does not have 
any legal obligation to make all the payments referred 
to in clause (ii) set forth under the contract, and that 
at the end of each payment period the customer may 
either continue to use the consumer property by mak- 
ing the payment for the next payment period or return 
such property to the rent-to-own dealer in good working 
order, in which case the customer does not incur any 
further obligations under the contract and is not enti- 
tled to a return of any payments previously made 
under the contract, and 

“(vili) provides that the customer has no right 
to sell, sublease, mortgage, pawn, pledge, encumber, 
or otherwise dispose of the consumer property until 
all the payments stated in the contract have been 
made.”. 

26 USC 167 note (c) EFFECTIVE DATE.—The amendment made by this section 
shall apply to property placed in service after the date of the 
enactment of this Act. 
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SEC. 1087. EXPANSION OF REQUIREMENT THAT INVOLUNTARILY CON.- 
VERTED PROPERTY BE REPLACED WITH PROPERTY 
ACQUIRED FROM AN UNRELATED PERSON. 


(a) IN GENERAL.—Subsection (i) of section 1033 is amended 
to read as follows: 

“(i) REPLACEMENT PROPERTY MuST BE ACQUIRED FROM UNRE- 
LATED PERSON IN CERTAIN CASES.— 

“(1) IN GENERAL.—If the property which is involuntarily 
converted is held by a taxpayer to which this subsection applies, 
subsection (a) shall not apply if the replacement property or 
stock is acquired from a related person. The preceding sentence 
shall not apply to the extent that the related person acquired 
the replacement property or stock from an unrelated person 
during the period applicable under subsection (a)(2)(B). 

“(2) TAXPAYERS TO WHICH SUBSECTION APPLIES.—This sub- 
section shall apply to— 

“(A) a C corporation, 

“(B) a partnership in which 1 or more C corporations 
own, directly or indirectly (determined in accordance with 
section 707(b)(3)), more than 50 percent of the capital 
interest, or profits interest, in such partnership at the 
time of the involuntary conversion, and 

“(C) any other taxpayer if, with respect to property 
which is involuntarily converted during the taxable year, 
the aggregate of the amount of realized gain on such prop- 
erty on which there is realized gain exceeds $100,000. 

In the case of a partnership, subparagraph (C) shall apply Applicability 
with respect to the partnership and with respect to each part- 

ner. A similar rule shall apply in the case of an S corporation 

and its shareholders. 

“(3) RELATED PERSON.—For purposes of this subsection, 
a person is related to another person if the person bears a 
relationship to the other person described in section 267(b) 
or 707(b)(1).”. 

(b) EFFECTIVE DATE.—The amendment made by this section 26 USC 1003 
shall apply to involuntary conversions occurring after June 8, 1997. note 


SEC. 1088. TREATMENT OF EXCEPTION FROM INSTALLMENT SALES 
RULES FOR SALES OF PROPERTY BY A MANUFACTURER 


TO A DEALER. 
(a) IN GENERAL.—Paragraph (2) of section 811l(c) of the Tax 
Reform Act of 1986 is hereby repealed. 26 USC 453C 
(b) EFFECTIVE DATE.— note 


(1) IN GENERAL.—The amendment made by this section 26 USC 453C 
shall apply to taxable years beginning more than 1 year after note 
the date of the enactment of this Act. 

(2) COORDINATION WITH SECTION 481.—In the-case of any 
taxpayer required by this section to change its method of 
accounting for any taxable year— 

(A) such changes shall be treated as initiated by the 
taxpayer, 

(B) such changes shall be treated as made with the 
consent of the Secretary of the Treasury, and 

(C) the net amount of the adjustments required to 

be taken into account under section 481(a) of the Internal 

Revenue Code of 1986 shall be taken into account ratably 

over the 4 taxable year period beginning with the first 
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taxable year beginning after the date of the enactment 
of this Act. 


1089. LIMITATIONS ON CHARITABLE REMAINDER TRUST ELIGI- 
BILITY FOR CERTAIN TRUSTS. 


(a) LIMITATION ON NONCHARITABLE DISTRIBUTIONS.— 

(1) IN GENERAL.—Paragraphs (1)(A) and (2)(A) of section 
664(d) (relating to charitable remainder trusts) are each amend- 
ed by inserting “nor more than 50 percent” after “not less 
than 5 percent” 

(2) EFFECTIVE DATE.—The amendment made by paragraph 
(1) shall apply to transfers in trust after June 18, 1997 
(b) MINIMUM CHARITABLE BENEFIT.— 

(1) CHARITABLE REMAINDER ANNUITY TRUSTS.—Paragraph 
(1) of section 664(d) is amended by striking “and” at the end 
of subparagraph (B), by striking the period at the end of 
subparagraph (C), and by adding at the end the following 
new subparagraph: 

“(D) the value (determined under section 7520) of such 
remainder interest is at least 10 percent of the initial 
net fair market value of all property placed in the trust.” 
(2) CHARITABLE REMAINDER UNITRUSTS.—Paragraph (2) of 

section 664(d) is amended by striking “and” at the end of 
subparagraph (B), by striking the period at the end of subpara- 
graph (C), and by adding at the end the following new subpara- 
graph: 

“(D) with respect to each contribution of property to 
the trust, the value (determined under section 7520) of 
such remainder interest in such property is at least 10 
percent of the net fair market value of such property as 
of the date such property is contributed to the trust.”. 
(3) VOID OR REFORMED TRUST.—Paragraph (3) of section 

2055(e) is amended by adding at the end the following new 
subparagraph: 

“(J) VOID OR REFORMED TRUST IN CASES OF INSUFFI- 
CIENT REMAINDER INTERESTS.—In the case of a trust that 
would qualify (or could be reformed to qualify pursuant 
to subparagraph (B)) but for failure to satisfy the require- 
ment of paragraph (1D) or (2)(D) of section 664(d), such 
trust may be— 

“(i) declared null and void ab initio, or 

“(ii) changed by reformation, amendment, or other- 
wise to meet such requirement by reducing the payout 
rate or the duration (or both) of any noncharitable 
beneficiary's interest to the extent necessary to satisfy 
such requirement, 

pursuant to a proceeding that is commenced within the 
period required in subparagraph (C)iii). In a case described 
in clause (i), no deduction shall be allowed under this 
title for any transfer to the trust and any transactions 
entered into by the trust prior to being declared void shall 
be treated as entered into ~ the transferor.”. 

(4) SEVERANCE OF CERTAIN ADDITIONAL CONTRIBU- 
TIONS.—Subsection (d) of section 664 is amended by adding 
at the end the following new paragraph: 

If “(4) SEVERANCE OF CERTAIN ADDITIONAL CONTRIBUTIONS.— 
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“(A) any contribution is made to a trust which before 
the contribution is a charitable remainder unitrust, and 
“(B) such contribution would (but for this paragraph) 
result in such trust ceasing to be a charitable unitrust 

by reason of paragraph (2)(D), 
such contribution shall be treated as a transfer to a separate 
trust under regulations prescribed by the Secretary.”. 

(5) CONFORMING AMENDMENT.—Section 2055(e)3)(G) is 
amended by inserting “(or other proceeding pursuant to 
subparagraph (J)” after “reformation”. 

(6) EFFECTIVE DATES.— 26 USC 664 note 

(A) IN GENERAL.—Except as otherwise provided in this 
paragraph, the amendments made by this subsection shall 
apply to transfers in trust after July 28, 1997. 

(B) SPECIAL RULE FOR CERTAIN DECEDENTS.—The 
amendments made by this subsection shall not apply to 
transfers in trust under the terms of a will (or other testa- 
mentary instrument) executed on or before July 28, 1997, 
if the decedent— 

(i) dies before January 1, 1999, without having 
republished the will (or amended such instrument) 
by codicil or otherwise, or 

(ii) was on July 28, 1997, under a mental disability 
to change the disposition of his property and did not 
regain his competence to dispose of such property 
before the date of his death. 


SEC. 1090. EXPANDED SSA RECORDS FOR TAX ENFORCEMENT. 


(a) EXPANSION OF COORDINATED ENFORCEMENT EFFORTS OF 
IRS AND HHS OFFICE OF CHILD SUPPORT ENFORCEMENT.— 

(1) STATE REPORTING OF SSN OF _ CHILD.—Section 
454A(e)(4)(D) of the Social Security Act (42 U.S.C. 654a(e)(4)(D)) 
is amended by striking “the birth date of any child” and insert- 
ing “the birth date and, beginning not later than October 1, 
1999, the social security number, of any child”. 

(2) FEDERAL CASE REGISTRY OF CHILD SUPPORT ORDERS.— 
Section 453(h) of such Act (42 U.S.C. 653(h)) is amended— 

(A) in paragraph (2), by adding at the end the following: 

“Beginning not later than October 1, 1999, the information 

referred to in paragraph (1) shall include the names and 

social security numbers of the children of such individ- 
uals.”; and 
(B) by adding at the end the following: 

“(3) ADMINISTRATION OF FEDERAL TAX LAWS.—The Secretary 
of the Treasury shall have access to the information described 
in paragraph (2) for the purpose of administering those sections 
of the Internal Revenue Code of 1986 which grant tax benefits 
based on support or residence of children.”. 

(3) COORDINATION BETWEEN SECRETARIES.—The Secretary 42 USC 653 note 
of the Treasury and the Secretary of Health and Human Serv- 
ices shall consult regarding the implementation issues resulting 
from the amendments made by this subsection, including 
interim deadlines for States that may be able before October 
1, 1999, to provide the data required by such amendments. 
The Secretaries shall report to Congress on the results of such Reports. 
consultation. 








111 STAT. 962 PUBLIC LAW 105-34—AUG. 5, 1997 


$2 USC 653 note 4) EFFECTIVE DATE.—The amendments made by this sub- 

section shall take effect on October 1, 1998 

(b) REQUIRED SUBMISSION OF SSN’S ON APPLICATIONS.— 

(1) IN GENERAL.—Section 205(c)(2) of the Social Security 

Act (42 U.S.C. 405(c)(2)) is amended 

(A) in subparagraph (B)(ii), by adding at the end the 
following new sentence: “With respect to an application 
for a social security account number for an individual who 
has not attained the age of 18 before such application, 
such evidence shall include the information described in 
subparagraph (C)(ii).”, 

B) in the second sentence of subparagraph (C)(ii), 
insert “the Commissioner of Social Security and” after 
“available to”, and 

(C) by adding at the end the following new subpara- 
graph: 

“(H) The Commissioner of Social Security shall share with 
the Secretary of the Treasury the information obtained by the 
Coramissioner pursuant to the second sentence of subparagraph 
(B\ii) and to subparagraph (C)ii) for the purpose of administering 
those sections of the Internal Revenue Code of 1986 which grant 
tax benefits based on support or residence of children.”. 

42 USC 405 note (2) EFFECTIVE DATES.— 

(A) The amendment made by paragraph (1)(A) shall 
apply to applications made after the date which is 180 
days after the date of the enactment of this Act. 

(B) The amendments made by subparagraphs (B) and 
(C) of paragraph (1) shall apply to information obtained 
on, before, or after the date of the enactment of this Act. 





SEC. 1091. MODIFICATION OF ESTIMATED TAX SAFE HARBORS. 


(a) IN GENERAL.—Clause (i) of section 6654(d)(1\(C) (relating 
to limitation on use of preceding year’s tax) is amended to read 
as follows: 

“(i) IN GENERAL.—If the adjusted gross income 
shown on the return of the individual for the preceding 
taxable year beginning in any calendar year exceeds 
$150,000, clause (ii) of subparagraph (B) shall be 
applied by substituting the applicable percentage for 
‘100 percent’. For purposes of the preceding sentence, 
the applicable percentage shall be determined in 
accordance with the following table: 


The 

applicable 

“If the preceding taxable year begins in: percentage is: 
1998, 1999, or 2000 105 
2001 sind 112 
2002 or thereafter : 110 


This clause shall not apply in the case of a preceding 
taxable year beginning in calendar year 1997.”. 
26 USC 6654 (b) EFFECTIVE DATE.—The amendment made by this section 
note shall apply with respect to any installment payment for taxable 
years beginning after December 31, 1997. 
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TITLE XI—SIMPLIFICATION AND OTHER 
FOREIGN-RELATED PROVISIONS 


Subtitle A—General Provisions 


SEC. 1101. CERTAIN INDIVIDUALS EXEMPT FROM FOREIGN TAX 
CREDIT LIMITATION. 


(a) GENERAL RULE.—Section 904 (relating to limitations on 
foreign tax credit) is amended by redesignating subsection (j) as 
subsection (k) and by inserting after subsection (i) the following 
new subsection: 

“(j) CERTAIN INDIVIDUALS EXEMPT.— 

“(1) IN GENERAL.—In the case of an individual to whom 
this subsection applies for any taxable year— 

“(A) the limitation of subsection (a) shall not apply, 

“(B) no taxes paid or accrued by the individual during 
such taxable year may be deemed paid or accrued under 
subsection (c) in any other taxable year, and 

“(C) no taxes paid or accrued by the individual during 
any other taxable year may be deemed paid or accrued 
under subsection (c) in such taxable year. 

“(2) INDIVIDUALS TO WHOM SUBSECTION APPLIES.—This sub- 
section shall apply to an individual for any taxable year if— 

“(A) the entire amount of such individual’s gross 
income for the taxable year from sources without the 
United States consists of qualified passive income, 

“(B) the amount of the creditable foreign taxes paid 
or accrued by the individual during the taxable year does 
not exceed $300 ($600 in the case of a joint return), and 

“(C) such individual elects to have this subsection apply 
for the taxable year. 

“(3) DEFINITIONS.—For purposes of this subsection— 

“(A) QUALIFIED PASSIVE INCOME.—The term ‘qualified 
passive income’ means any item of gross income if— 

“(i) such item of income is passive income (as 
defined in subsection (d)(2)(A) without regard to clause 

(iii) thereof), and 

“(ii) such item of income is shown on a payee 
statement furnished to the individual. 

“(B) CREDITABLE FOREIGN TAXES.—The term ‘creditable 
foreign taxes’ means any taxes for which a credit is allow- 
able under section 901; except that such term shall not 
include any tax unless such tax is shown on a payee 
statement furnished to such individual. 

“(C) PAYEE STATEMENT.—The term ‘payee statement’ 
has the meaning given to such term by section 6724(d)(2). 

“(D) ESTATES AND TRUSTS NOT ELIGIBLE.—This sub- 
section shall not apply to any estate or trust.”. 

(b) EFFECTIVE DATE.—The amendment made by subsection (a) 26 USC 904 note 
shall apply to taxable years beginning after December 31, 1997. 


SEC. 1102. EXCHANGE RATE USED IN TRANSLATING FOREIGN TAXES. 


(a) ACCRUED TAXES TRANSLATED BY USING AVERAGE RATE FOR 
YEAR TO WHICH TAXES RELATE.— 
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(1) IN GENERAL.—Subsection (a) of section 986 (relating 
te translation of foreign taxes) is amended to read as follows: 
(a) FOREIGN INCOME TAXES.— 

“(1) TRANSLATION OF ACCRUED TAXES.— 

“(A) IN GENERAL.—For purposes of determining the 
amount of the foreign tax credit, in the case of a taxpayer 
who takes foreign income taxes into account when accrued, 
the amount of any foreign income taxes (and any adjust- 
ment thereto) shall be translated into dollars by using 
the average exchange rate for the taxable year to which 
such taxes relate. 

“(B) EXCEPTION FOR CERTAIN TAXES.—Subparagraph 
(A) shall not apply to any foreign income taxes 

“(i) paid after the date 2 years after the close 
of the taxable year to which such taxes relate, or 

“(ii) paid before the beginning of the taxable year 
to which such taxes relate. 

“(C) EXCEPTION FOR INFLATIONARY CURRENCIES.— 
Subparagraph (A) shall not apply to any foreign income 
taxes the liability for which is denominated in any inflation- 
ary currency (as determined under regulations). 

“(D) CROSS REFERENCE.— 

“For adjustments where tax is not paid within 2 years, see section 

905(c). 

“(2) TRANSLATION OF TAXES TO WHICH PARAGRAPH (1) DOES 
NOT APPLY.—For purposes of determining the amount of the 
foreign tax credit, in the case of any Bell income taxes 
to which subparagraph (A) of paragraph (1) does not apply— 

“(A) such taxes shall be translated into dollars using 
the exchange rates as of the time such taxes were paid 
to the foreign country or possession of the United States, 
and 

“(B) any adjustment to the amount of such taxes shall 
be translated into dollars using— 

“(j) except as provided in clause (ii), the exchange 
rate as of the time when such adjustment is paid 
to the foreign country or possession, or 

“(ii) in the case of any refund or credit of foreign 
income taxes, using the exchange rate as of the time 
of the original payment of such foreign income taxes. 

“(3) FOREIGN INCOME TAXES.—For purposes of this sub- 
section, the term ‘foreign income taxes’ means any income, 
war profits, or excess profits taxes paid or accrued to any 
foreign country or to any possession of the United States.”. 

(2) ADJUSTMENT WHEN NOT PAID WITHIN 2 YEARS AFTER 
YEAR TO WHICH TAXES RELATE.—Subsection (c) of section 905 
is amended to read as follows: 

“(c) ADJUSTMENTS TO ACCRUED TAXES.— 

“(1) IN GENERAL.—If— 

“(A) accrued taxes when paid differ from the amounts 
claimed as credits by the taxpayer, 

“(B) accrued taxes are not paid before the date 2 years 
after the close of the taxable year to which such taxes 
relate, or 

“(C) any tax paid is refunded in whole or in part, 

the taxpayer shall notify the Secretary, who shall redetermine 
the amount of the tax for the year or years affected. The 
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Secretary may prescribe adjustments to the pools of post-1986 
foreign income taxes and the pools of post-1986 undistributed 
earnings under sections 902 and 960 in lieu of the redetermina- 
tion under the preceding sentence. 

“(2) SPECIAL RULE FOR TAXES NOT PAID WITHIN 2 YEARS.— 

“(A) IN GENERAL.—Except as provided in subparagraph 

(B), in making the redetermination under paragraph (1), 

no credit shall be allowed for accrued taxes not paid before 

the date referred to in subparagraph (B) of paragraph 

(1). 

“(B) TAXES SUBSEQUENTLY PAID.—Any such taxes if 
subsequently paid— 
“(i) shall be taken into account— 

“(I) in the case of taxes deemed paid under 
section 902 or section 960, for the taxable year 
in which paid (and no redetermination shall be 
made under this section by reason of such pay- 
ment), and 

“(II) in any other case, for the taxable year 
to which such taxes relate, and 
“(ii) shall be translated as provided in section 

986(a)(2)(A). 

“(3) ADJUSTMENTS.—The amount of tax (if any) due on 
any redetermination under paragraph (1) shall be paid by the 
taxpayer on notice and demand by the Secretary, and the 
amount of tax overpaid (if any) shall be credited or refunded 
to the taxpayer in accordance with subchapter B of chapter 
66 (section 6511 et seq.). 

“(4) BOND REQUIREMENTS.—In the case of any tax accrued 
but not paid, the Secretary, as a condition precedent to the 
allowance of the credit provided in this subpart, may require 
the taxpayer to give a bond, with sureties satisfactory to and 
approved by the Secretary, in such sum as the Secretary may 
require, conditioned on the payment by the taxpayer of any 
amount of tax found due on any such redetermination. Any 
such bond shall contain such further conditions as the Secretary 
may require. 

“(5) OTHER SPECIAL RULES.—In any redetermination under 
paragraph (1) by the Secretary of the amount of tax due from 
the taxpayer for the year or years affected by a refund, the 
amount of the taxes refunded for which credit has been allowed 
under this section shall be reduced by the amount of any 
tax described in section 901 imposed by the foreign country 
or possession of the United States with respect to such refund; 
but no credit under this subpart, or deduction under section 
164, shall be allowed for any taxable year with respect to 
any such tax imposed on the refund. No interest shall be 
assessed or collected on any amount of tax due on any redeter- 
mination by the Secretary, resulting from a refund to the 
taxpayer, for any period before the receipt of such refund, 
except to the extent interest was paid by the foreign country 
or possession of the United States on such refund for such 
period.”. 

(b) AUTHORITY TO USE AVERAGE RATES.— 

(1) IN GENERAL.—Subsection (a) of section 986 (as amended 

by subsection (a)) is amended by redesignating paragraph (3) 
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Regulations 


26 USC 986 note 


26 USC 905 note 


Applicability 


26 USC 59 note 


as paragraph (4) and inserting after paragraph (2) the following 
new paragraph: 

“(3) AUTHORITY TO PERMIT USE OF AVERAGE RATES.—To 
the extent prescribed in regulations, the average exchange rate 
for the period (specified in such regulations) during which the 
taxes or adjustment is paid may be used instead of the exchange 
rate as of the time of such payment.”. 

(2) DETERMINATION OF AVERAGE RATES.—Subsection (c) of 
section 989 is amended by striking “and” at the end of para- 
graph (4), by striking the period at the end of paragraph (5) 
and inserting “, and’, and by adding at the end thereof the 
following new paragraph: 

“(6) setting forth procedures for determining the average 
exchange rate for any period.”. 

(3) CONFORMING AMENDMENTS.—Subsection (b) of section 
989 is amended by striking “weighted” each place it appears. 
(c) EFFECTIVE DATES.— 

(1) IN GENERAL.—The amendments made by subsections 
(a1) and (b) shall apply to taxes paid or accrued in taxable 
years beginning after Saar 31, 1997. 

(2) SUBSECTION (a)(2).—The amendment made by subsection 
(a2) shall apply to taxes which relate to taxable years begin- 
ning after December 31, 1997. 


SEC. 1103. ELECTION TO USE SIMPLIFIED SECTION 904 LIMITATION 
FOR ALTERNATIVE MINIMUM TAX. 


(a) GENERAL RULE.—-Subsection (a) of section 59 (relating to 
alternative minimum tax foreign tax credit) is amended by adding 
at the end thereof the following new paragraph: 

“(3) ELECTION TO USE SIMPLIFIED SECTION 904 LIMITATION.— 

“(A) IN GENERAL.—In determining the alternative mini- 
mum tax foreign tax credit for any taxable year to which 
an election under this paragraph applies— 

“(i) subparagraph (B) of paragraph (1) shall not 
apply, and 

“(ii) the limitation of section 904 shall be based 
on the proportion which— 

“(I) the taxpayer’s taxable income (as deter- 
mined for purposes of the regular tax) from sources 
without the United States (but not in excess of 
the taxpayer’s entire alternative minimum taxable 
income), bears to 

“(II) the taxpayer’s entire alternative mini- 
mum taxable income for the taxable year. 

“(B) ELECTION.— 

“(i) IN GENERAL.—An election under this paragraph 
may be made only for the taxpayer’s first taxable year 
which begins after December 31, 1997, and for which 
the taxpayer claims an alternative minimum tax for- 
eign tax credit. 

“(ii) ELECTION REVOCABLE ONLY WITH CONSENT.— 
An election under this paragraph, once made, shall 
apply to the taxable year for which made and all 
subsequent taxable years unless revoked with the con- 
sent of the Secretary.”. 

(b) EFFECTIVE DATE.—The amendment made by this section 
shall apply to taxable years beginning after December 31, 1997. 
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SEC. 1104. TREATMENT OF PERSONAL TRANSACTIONS BY INDIVIDUALS 
UNDER FOREIGN CURRENCY RULES. 


(a) GENERAL RULE.—Subsection (e) of section 988 (relating to 
application to individuals) is amended to read as follows: 
“(e) APPLICATION TO INDIVIDUALS.— 

“(1) IN GENERAL.—The preceding provisions of this section 
shall not apply to any section 988 transaction entered into 
by an individual which is a personal transaction. 

“(2) EXCLUSION FOR CERTAIN PERSONAL TRANSACTIONS.— 
If— 

“(A) nonfunctional currency is disposed of by an 

individual in any transaction, and 

“(B) such transaction is a personal transaction, 
no gain shall be recognized for purposes of this subtitle by 
reason of changes in exchange rates after such currency was 
acquired by such individual and before such disposition. The 
preceding sentence shall not apply if the gain which would 
otherwise be recognized on the transaction exceeds $200. 

“(3) PERSONAL TRANSACTIONS.—For purposes of this sub- 
section, the term ‘personal transaction’ means any transaction 
entered into by an individual, except that such term shall 
not include any transaction to the extent that expenses properly 
allocable to such transaction meet the requirements of— 

“(A) section 162 (other than traveling expenses 
described in subsection (a)(2) thereof), or 
“(B) section 212 (other than that part of section 212 

dealing with expenses incurred in connection with taxes).”. 

(b) EFFECTIVE DATE.—The amendments made by this section 26 USC 988 note 
shall apply to taxable years beginning after December 31, 1997. 


SEC. 1105. FOREIGN TAX CREDIT TREATMENT OF DIVIDENDS FROM 
NONCONTROLLED SECTION 902 CORPORATIONS. 


(a) SEPARATE BASKET ONLY TO APPLY TO PRE-2003 EARNINGS.— 

(1) IN GENERAL.—Subparagraph (E) of section 904(d)(1) 
is amended to read as follows: 

“(E) in the case of a corporation, dividends from non- 
controlled section 902 corporations out of earnings and 
profits accumulated in taxable years beginning before Janu- 
ary 1, 2003,”. 

(2) AGGREGATION OF NON-PFICS.—Subparagraph (E) of sec- 
tion 904(d)(2) (relating to noncontrolled section 902 corpora- 
tions) is amended by adding at the end the following new 
clause: 

“(iv) ALL NON-PFICS TREATED AS ONE.—All noncon- 
trolled section 902 corporations which are not passive 
foreign investment companies (as defined in section 
1297) shall be treated as one noncontrolled section 
902 corporation for purposes of paragraph (1).”. 

(3) CONFORMING AMENDMENTS.—Subparagraphs (C)(iii)(II) 
and (D) of section 904(d)(2) are each amended by inserting 
“out of earnings and profits accumulated in taxable years begin- 
ning before January 1, 2003” after “corporation”. 

(b) APPLICATION OF LOOK-THRU RULES TO DIVIDENDS OF NON- 
CONTROLLED SECTION 902 CORPORATIONS ATTRIBUTABLE TO POST- 
2002 EARNINGS.—Section 904(d) is amended by redesignating para- 
graphs (4) and (5) as paragraphs (5) and (6), respectively, and 
by inserting after paragraph (3) the following new paragraph: 
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“(4) LOOK-THRU APPLIES TO DIVIDENDS FROM NONCON- 
TROLLED SECTION 902 CORPORATIONS.— 

“(A) IN GENERAL.—For purposes of this subsection, any 
applicable dividend shall be treated as income in a separate 
category in proportion to the ratio of— 

“(i) the portion of the earnings and profits 
described in subparagraph (B)ii) attributable to 
income in such category, to 

“(ii) the total amount of such earnings and profits 
“(B) APPLICABLE DIVIDEND.—For purposes of subpara- 

graph (A), the term ‘applicable dividend’ means any divi- 
dend— 

“(i) from a noncontrolled section 902 corporation 
with respect to the taxpayer, and 

“(ii) paid out of earnings and profits accumulated 
in taxable years beginning after December 31, 2002. 
“(C) SPECIAL RULES.— 

“(i) IN GENERAL.—Rules similar to the rules of 
paragraph (3\F) shall apply for purposes of this para- 
graph. 

“(ii) EARNINGS AND PROFITS.—For purposes of this 
paragraph and paragraph (1)(E)— 

“(I) IN GENERAL.—The rules of section 316 
shall apply. 

“(II) REGULATIONS.—The Secretary may pre- 
scribe regulations regarding the treatment of dis- 
tributions out of earnings and profits for periods 
prior to the taxpayer’s acquisition of such stock.”. 

(c) EFFECTIVE DATE.—The amendments made by this section 


shall apply to taxable years beginning after December 31, 2002. 


Subtitle B—Treatment of Controlled 
Foreign Corporations 


SEC. 1111. GAIN ON CERTAIN STOCK SALES BY CONTROLLED FOREIGN 


CORPORATIONS TREATED AS DIVIDENDS. 
(a) GENERAL RULE.—Section 964 (relating to miscellaneous 


provisions) is amended by adding at the end thereof the following 
new subsection: 


“(e) GAIN ON CERTAIN STOCK SALES BY CONTROLLED FOREIGN 


CORPORATIONS TREATED AS DIVIDENDS.— 


“(1) IN GENERAL.—If a controlled foreign corporation sells 
or exchanges stock in any other foreign corporation, gain recog- 
nized on such sale or exchange shall be included in the gross 
income of such controlled foreign corporation as a dividend 
to the same extent that it would have been so included under 
section 1248(a) if such controlled foreign corporation were a 
United States person. For purposes of determining the amount 
which would have been so includible, the determination of 
whether such other foreign corporation was a controlled foreign 
corporation shall be made without regard to the preceding 
sentence. 

“(2) SAME COUNTRY EXCEPTION NOT APPLICABLE.—Clause 
(i) of section 954(c)(3)(A) shall not apply to any amount treated 
as a dividend by reason of paragraph (1). 
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“(3) CLARIFICATION OF DEEMED SALES.—For purposes of 
this subsection, a controlled foreign corporation shall be treated 
as having sold or exchanged any stock if, under any provision 
of this subtitle, such controlled foreign corporation is treated 
as having gain from the sale or exchange of such stock.”. 
(b) AMENDMENT OF SECTION 904(d).—Clause (i) of section 
904(d)(2E) is amended by striking “and except as provided in 
regulations, the taxpayer was a United States shareholder in such 
corporation”. 

(c) EFFECTIVE DATES.— 

(1) The amendment made by subsection (a) shall apply 
to gain recognized on transactions occurring after the date 
of the enactment of this Act. 

(2) The amendment made by subsection (b) shall apply 
to distributions after the date of the enactment of this Act. 


SEC. 1112. MISCELLANEOUS MODIFICATIONS TO SUBPART F. 


(a) SECTION 1248 GAIN TAKEN INTO ACCOUNT IN DETERMINING 
PRO RATA SHARE.— 

(1) IN GENERAL.—Paragraph (2) of section 951(a) (defining 
pro rata share of subpart F income) is amended by adding 
at the end thereof the following new sentence: “For purposes 
of subparagraph (B), any gain included in the gross income 
of any person as a dividend under section 1248 shall be treated 
as a distribution received by such person with respect to the 
stock involved.”. 

(2) EFFECTIVE DATE.—The amendment made by paragraph 
(1) shall apply to dispositions after the date of the enactment 
of this Act. 

(b) BASIS ADJUSTMENTS IN STOCK HELD BY FOREIGN CORPORA- 
TION.— 

(1) IN GENERAL.—Section 961 (relating to adjustments to 
basis of stock in controlled foreign corporations and of other 
property) is amended by adding at the end thereof the following 
new subsection: 

“(c) BASIS ADJUSTMENTS IN STOCK HELD BY FOREIGN CORPORA- 
TION.—Under regulations prescribed by the Secretary, if a United 
States shareholder is treated under section 958(a)(2) as owning 
any stock in a controlled foreign corporation which is actually 
owned by another controlled foreign corporation, adjustments simi- 
lar to the adjustments provided by subsections (a) and (b) shall 
be made to the basis of such stock in the hands of such other 
controlled foreign corporation, but only for the purposes of determin- 
ing the amount included under section 951 in the gross income 
of such United States shareholder (or any other United States 
shareholder who acquires from any person any portion of the 
interest of such United States shareholder by reason of which 
such shareholder was treated as owning such stock, but only to 
the extent of such portion, and subject to such proof of identity 
of such interest as the Secretary may prescribe by regulations).”. 

(2) EFFECTIVE DATE.—The amendment made by paragraph 
(1) shall apply for purposes of determining inclusions for taxable 
years of United States shareholders beginning after December 
31, 1997. 

(c) CLARIFICATION OF TREATMENT OF BRANCH TAX EXEMPTIONS 
OR REDUCTIONS.— 
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(1) IN GENERAL.—Subsection (b) of section 952 is amended 
by adding at the end thereof the following new sentence: “For 
purposes of this subsection, any exemption (or reduction) with 
respect to the tax imposed by section 884 shall not be taken 
into account.”. 

(2) EFFECTIVE DATE.—The amendment made by paragraph 
(1) shall apply to taxable years beginning after December 31, 
1986. 


1113. INDIRECT FOREIGN TAX CREDIT ALLOWED FOR CERTAIN 
LOWER TIER COMPANIES. 


(a) SECTION 902 CREDIT.— 

(1) IN GENERAL.—Subsection (b) of section 902 (relating 
to deemed taxes increased in case of certain 2nd and 3rd 
tier foreign corporations) is amended to read as follows: 

“(b) DEEMED TAXES INCREASED IN CASE OF CERTAIN LOWER 


TIER CORPORATIONS.— 


“(1) IN GENERAL.—If— 
“(A) any foreign corporation is a member of a qualified 
group, and 
“(B) such foreign corporation owns 10 percent or more 
of the voting stock of another member of such group from 
which it receives dividends in any taxable year, 
such foreign corporation shall be deemed to have paid the 
same proportion of such other member's post-1986 foreign 
income taxes as would be determined under subsection (a) 
if such foreign corporation were a domestic corporation. 

“(2) QUALIFIED GROUP.—For purposes of paragraph (1), the 
term ‘qualified group’ means— 

“(A) the foreign corporation described in subsection 
(a), and 

“(B) any other foreign corporation if. 

“(i) the domestic corporation owns at least 5 per- 
cent of the voting stock of such other foreign corpora- 
tion indirectly through a chain of foreign corporations 
connected through stock ownership of at least 10 per- 
cent of their voting stock, 

“(ii) the foreign corporation described in subsection 

(a) is the first tier corporation in such chain, and 

“(ili) such other corporation is not below the sixth 
tier in such chain. 

The term ‘qualified group’ shall not include any foreign corpora- 
tion below the third tier in the chain referred to in clause 
(i) unless such foreign corporation is a controlled foreign cor- 
poration (as defined in section 957) and the domestic corpora- 
tion is a United States shareholder (as defined in section 951(b)) 
in such foreign corporation. Paragraph (1) shall apply to those 
taxes paid by a member of the qualified group below the third 
tier only with respect to periods during which it was a controlled 
foreign corporation.”. 
(2) CONFORMING AMENDMENTS.— 

(A) Subparagraph (B) of section 902(c3) is amended 
by adding “or” at the end of clause (i) and by striking 
clauses (ii) and (iii) and inserting the following new clause: 

“(ii) the requirements of subsection (b\2) are met 
with respect to such foreign corporation.”. 
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(B) Subparagraph (B) of section 902(c)(4) is amended 
by striking “3rd foreign corporation” and inserting “sixth 
tier foreign corporation”. 

(C) The heading for paragraph (3) of section 902(c) 
is amended by striking “WHERE DOMESTIC CORPORATION 
ACQUIRES 10 PERCENT OF FOREIGN CORPORATION” and insert- 
ing “WHERE FOREIGN CORPORATION FIRST QUALIFIES”. 

(D) Paragraph (3) of section 902(c) is amended by strik- 
ing “ownership” each place it appears. 

(b) SECTION 960 CREDIT.—Paragraph (1) of section 960(a) (relat- 
ing to special rules for foreign tax credits) is amended to read 
as follows: 

“(1) DEEMED PAID CREDIT.—For purposes of subpart A of Applicability 
this part, if there is included under section 951(a) in the gross 
income of a domestic corporation any amount attributable to 
earnings and profits of a foreign corporation which is a member 
of a qualified group (as defined in section 902(b)) with respect 
to the domestic corporation, then, except to the extent provided 
in regulations, section 902 shall be applied as if the amount 
so included were a dividend paid by such foreign corporation 
(determined by applying section 902(c) in accordance with sec- 
tion 904(d)(3)(B)).”. 

(c) EFFECTIVE DATE.— 26 USC 902 note. 

(1) IN GENERAL.—The amendments made by this section 
shall apply to taxes of foreign corporations for taxable years 
of such corporations beginning after the date of enactment 
of this Act. 

(2) SPECIAL RULE.—In the case of any chain of foreign 
corporations described in clauses (i) and (ii) of section 
902(b\2)B) of the Internal Revenue Code of 1986 (as amended 
by this section), no liquidation, reorganization, or similar trans- 
action in a taxable year beginning after the date of the enact- 
ment of this Act shall have the effect of permitting taxes 
to be taken into account under section 902 of the Internal 
Revenue Code of 1986 which could not have been taken into 
account under such section but for such transaction. 


Subtitle C—Treatment of Passive Foreign 
Investment Companies 


SEC. 1121. UNITED STATES SHAREHOLDERS OF CONTROLLED FOREIGN 
CORPORATIONS NOT SUBJECT TO PFIC INCLUSION. 


Section 1296 is amended by adding at the end the following 
new subsection: 

“(e) EXCEPTION FOR UNITED STATES SHAREHOLDERS OF CON- 
TROLLED FOREIGN CORPORATIONS.— 

“(1) IN GENERAL.—For purposes of this part, a corporation 
shall not be treated with respect to a shareholder as a passive 
foreign investment company during the qualified portion of 
such shareholder’s holding period with respect to stock in such 
corporation. 

“(2) QUALIFIED PORTION.—For purposes of this subsection, 
the term ‘qualified portion’ means the portion of the sharehold- 
er’s holding period— 

“(A) which is after December 31, 1997, and 
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“(B) during which the shareholder is a United States 
shareholder (as defined in section 951(b)) of the corporation 
and the corporation is a controlled foreign corporation. 
“(3) NEW HOLDING PERIOD IF QUALIFIED PORTION ENDS.— 

“(A) IN GENERAL.—Except as provided in subparagraph 
(B), if the qualified portion of a shareholder’s holding period 
with respect to any stock ends after December 31, 1997, 
solely for purposes of this part, the shareholder’s holding 
period with respect to such stock shall be treated as begin- 
ning as of the first day following such period. 

“(B) EXCEPTION.—Subparagraph (A) shall not apply 
if such stock was, with respect to such shareholder, stock 
in a passive foreign investment company at any time before 
the qualified portion of the inoneekiers holding period 
with respect to such stock and no election under section 
1298(b)(1) is made.”. 


SEC. 1122. ELECTION OF MARK TO MARKET FOR MARKETABLE STOCK 
IN PASSIVE FOREIGN INVESTMENT COMPANY. 


(a) IN GENERAL.—Part VI of subchapter P of chapter 1 is 
amended by redesignating subpart C as subpart D, by redesignating 
sections 1296 and 1297 as sections 1297 and 1298, respectively, 
and by inserting after subpart B the following new subpart: 


“Subpart C—Election of Mark to Market For 
Marketable Stock 


“Sec. 1296. Election of mark to market for marketable stock. 


“SEC. 1296. ELECTION OF MARK TO MARKET FOR MARKETABLE STOCK. 


“(a) GENERAL RULE.—In the case of marketable stock in a 
passive foreign investment company which is owned (or treated 
under subsection (g) as owned) by a United States person at the 
close of any taxable year of such person, at the election of such 
person— 

“(1) If the fair market value of such stock as of the close 
of such taxable year exceeds its adjusted basis, such United 
States person shall include in gross income for such taxable 
year an amount equal to the amount of such excess. 

“(2) If the adjusted basis of such stock exceeds the fair 
market value of such stock as of the close of such taxable 
year, such United States person shall be allowed a deduction 
for such taxable year equal to the lesser of— 

“(A) the amount of such excess, or 

“(B) the unreversed inclusions with respect to such 
stock. 

“(b) BAsIs ADJUSTMENTS.— 

“(1) IN GENERAL.—The adjusted basis of stock in a passive 
foreign investment company— 

“(A) shall be increased by the amount included in 
the gross income of the United States person under sub- 
section (a1) with respect to such stock, and 

“(B) shall be decreased by the amount allowed as a 
deduction to the United States person under subsection 
(a)(2) with respect to such stock. 

“(2) SPECIAL RULE FOR STOCK CONSTRUCTIVELY OWNED.— 
In the case of stock in a passive foreign investment company 
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which the United States person is treated as owning under 
subsection (g)— 

“(A) the adjustments under paragraph (1) shall apply Applicability. 
to such stock in the hands of the person actually holding 
such stock but only for purposes of determining the subse- 
quent treatment under this chapter of the United States 
person with respect to such stock, and 

“(B) similar adjustments shall be made to the adjusted 
basis of the property by reason of which the United States 
person is treated as owning such stock. 

(c) CHARACTER AND SOURCE RULES.— 

“(1) ORDINARY TREATMENT.— 

“(A) GAIN.—Any amount included in gross income 
under subsection (a)(1), and any gain on the sale or other 
disposition of marketable stock in a passive foreign invest- 
ment company (with respect to which an election under 
this section is in effect), shall be treated as ordinary income. 

“(B) Loss.—Any— 

“(i) amount allowed as a deduction under sub- 
section (a)(2), and 

“(ii) loss on the sale or other disposition of market- 
able stock in a passive foreign investment company 

(with respect to which an election under this section 

is in effect) to the extent that the amount of such 

loss does not exceed the unreversed inclusions with 
respect to such stock, 

shall be treated as an ordinary loss. The amount so treated 
shall be treated as a deduction allowable in computing 
adjusted gross income. 

“(2) SOURCE.—The source of any amount included in gross 
income under subsection (a)(1) (or allowed as a deduction under 
subsection (a)(2)) shall be determined in the same manner 
as if such amount were gain or loss (as the case may be) 
from the sale of stock in the passive foreign investment com- 
pany. 

“(d) UNREVERSED INCLUSIONS.—For purposes of this section, 
the term ‘unreversed inclusions’ means, with respect to any stock 
in a passive foreign investment company, the excess (if any) of— 

“(1) the amount included in gross income of the taxpayer 

under subsection (a)(1) with respect to such stock for prior 

taxable years, over 

“(2) the amount allowed as a deduction under subsection 
(a)(2) with respect to such stock for prior taxable years. 

The amount referred to in paragraph (1) shall include any amount 
which would have been included in gross income under subsection 
(a1) with respect to such stock for any prior taxablé year but 
for section 1291. 

“(e) MARKETABLE STOCK.—For purposes of this section— 

“(1) IN GENERAL.—The term ‘marketable stock’ means— 

“(A) any stock which is regularly traded on— 

“(i) a national securities exchange which is reg- 
istered with the Securities and Exchange Commission 
or the national market system established pursuant 
to section 11A of the Securities and Exchange Act 
of 1934, or 


“ 
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Applicability 


Applicability 


“(ii) any exchange or other market which the Sec- 
retary determines has rules adequate to carry out the 
purposes of this part, 

“(B) to the extent provided in regulations, stock in 
any foreign corporation which is comparable to a regulated 
investment company and which offers for sale or has 
outstanding any stock of which it is the issuer and which 
is redeemable at its net asset value, and 

“(C) to the extent provided in regulations, any option 
on stock described in subparagraph (A) or (B). 

“(2) SPECIAL RULE FOR REGULATED INVESTMENT COMPA- 
NIES.—In the case of any regulated investment company which 
is offering for sale or has outstanding any stock of which 
it is the issuer and which is redeemable at its net asset value, 
all stock in a passive foreign investment company which it 
owns directly or indirectly shall be treated as marketable stock 
for purposes of this section. Except as provided in regulations, 
similar treatment as marketable stock shall apply in the case 
of any other regulated investment company which publishes 
net asset valuations at least annually. 

“(f) TREATMENT OF CONTROLLED FOREIGN CORPORATIONS WHICH 
ARE SHAREHOLDERS IN PASSIVE FOREIGN INVESTMENT COMPANIES.— 
In the case of a foreign corporation which is a controlled foreign 
corporation and which owns (or is treated under subsection (g) 
as owning) stock in a passive foreign investment company— 

“(1) this section (other than subsection (c)(2)) shall apply 
to such foreign corporation in the same manner as if such 
corporation were a United States person, and 

“(2) for purposes of subpart F of part III of subchapter 
= 

“(A) any amount included in gross income under sub- 
section (a1) shall be treated as foreign personal holding 
company income described in section 954(c)(1)(A), and 

“(B) any amount allowed as a deduction under sub- 
section (a)(2) shall be treated as a deduction allocable to 
foreign personal holding company income so described. 

“(g) STOCK OWNED THROUGH CERTAIN FOREIGN ENTITIES.— 
Except as provided in regulations— 

“(1) IN GENERAL.—For purposes of this section, stock owned, 
directly or indirectly, by or for a foreign partnership or foreign 
trust or foreign estate shall be considered as being owned 
proportionately by its partners or beneficiaries. Stock consid- 
ered to be owned by a person by reason of the application 
of the preceding sentence shall, for purposes of applying such 
sentence, be treated as actually owned by such person. 

“(2) TREATMENT OF CERTAIN DISPOSITIONS.—In any case 
in which a United States person is treated as owning stock 
in a passive foreign investment company by reason of paragraph 
(1)}— 

“(A) any disposition by the United States person or 
by any other person which results in the United States 
person being treated as no longer owning such stock, and 

“(B) any disposition by the person owning such stock, 

shall be treated as a disposition by the United States person 

of the stock in the passive foreign investment company. 








PUBLIC LAW 105-34—AUG. 5, 1997 111 STAT. 975 


“(h) COORDINATION WITH SECTION 851(b).—For purposes of 
paragraphs (2) and (3) of section 851(b), any amount included 
in gross income under subsection (a) shall be treated as a dividend. 

“(i) STOCK ACQUIRED FROM A DECEDENT.—In the case of stock 
of a passive foreign investment company which is acquired by 
bequest, devise, or inheritance (or by the decedent’s estate) and 
with respect to which an election under this section was in effect 
as of the date of the decedent’s death, notwithstanding section 
1014, the basis of such stock in the hands of the person so acquiring 
it shall be the adjusted basis of such stock in the hands of the 
decedent immediately before his death (or, if lesser, the basis which 
would have been determined under section 1014 without regard 
to this subsection). 

“(j) COORDINATION WITH SECTION 1291 FOR FIRST YEAR OF 
ELECTION.— 

“(1) TAXPAYERS OTHER THAN REGULATED INVESTMENT 

COMPANIES.— 

“(A) IN GENERAL.—If the taxpayer elects the application 
of this section with respect to any marketable stock in 
a corporation after the beginning of the taxpayer’s holding 
period in such stock, and if the requirements of subpara- 
graph (B) are not satisfied, section 1291 shall apply to— 

“(i) any distributions with respect to, or disposition 
of, such stock in the first taxable year of the taxpayer 
for which such election is made, and 

“(iji) any amount which, but for section 1291, would 
have been included in gross income under subsection 
(a) with respect to such stock for such taxable year 
in the same manner as if such amount were gain 
on the disposition of such stock. 

“(B) REQUIREMENTS.—The requirements of this 
subparagraph are met if, with respect to each of such 
corporation's taxable years for which such corporation was 
a passive foreign investment company and which begin 
after December 31, 1986, and included any portion of the 
taxpayer’s holding period in such stock, such corporation 
was treated as a qualified electing fund under this part 
with respect to the taxpayer. 

“(2) SPECIAL RULES FOR REGULATED INVESTMENT COMPA- 

NIES.— 

“(A) IN GENERAL.—If a regulated investment company 
elects the application of this section with respect to any 
marketable stock in a corporation after the beginning of 
the taxpayer’s holding period in such stock, then, with 
respect to such company’s first taxable year for which 
such company elects the application of this section with 
respect to such stock— / 

“(i) section 1291 shall not apply to such stock 
with respect to any distribution or disposition during, 
or amount included in gross income under this section 
for, such first taxable year, but 

“(ii) such regulated investment companys tax 
under this chapter for such first taxable year shall 
be increased by the aggregate amount of interest which 
would have been determined under section 1291(c)(3) 
if section 1291 were applied without regard to this 
subparagraph. 
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Applicability 


Clause (ii) shall not apply if for the preceding taxable 

year the company elected to mark to market the stock 

held by such company as of the last day of such preceding 
taxable year. 

“(B) DISALLOWANCE OF DEDUCTION.—No deduction 
shall be allowed to any regulated investment company 

for the increase in tax under subparagraph (A)(ii). 

“(k) ELECTION.—This section shall apply to marketable stock 
in a passive foreign investment company which is held by a United 
States person only if such person elects to apply this section with 
respect to such stock. Such an election shall apply to the taxable 
year for which made and all subsequent taxable years unless— 

“(1) such stock ceases to be marketable stock, or 

“(2) the Secretary consents to the revocation of such elec- 
tion. 

“(1) TRANSITION RULE FOR INDIVIDUALS BECOMING SUBJECT TO 
UNITED STATES TAx.—If any individual becomes a United States 
person in a taxable year beginning after December 31, 1997, solely 
for purposes of this section, the adjusted basis (before adjustments 
under subsection (b)) of any marketable stock in a passive foreign 
investment company owned by such individual on the first day 
of such taxable year shall be treated as being the greater of its 
fair market value on such first day or its adjusted basis on such 
first day.”. 

(b) COORDINATION WITH INTEREST CHARGE, ETC.— 

(1) Paragraph (1) of section 1291(d) is amended by adding 
at the end the following new flush sentence: 

“Except as provided in section 1296(j), this section also shall 

not apply if an election under section 1296(k) is in effect for 

the taxpayer’s taxable year.”. 

(2) The subsection heading for subsection (d) of section 
1291 is amended by striking “SUBPART B” and inserting “SuB- 
PARTS B AND C” 

(3) Subparagraph (A) of section 1291(a)(3) is amended to 
read as follows: 

“(A) HOLDING PERIOD.—The taxpayer’s holding period 
shall be determined under section 1223; except that— 

“(i) for purposes of applying this section to an 
excess distribution, such holding period shall be treated 
as ending on the date of such distribution, and 

“(ii) if section 1296 applied to such stock with 
respect to the taxpayer for any prior taxable year, 
such holding period shall be treated as beginning on 
the first day of the first taxable year beginning after 
the last taxable year for which section 1296 so 
applied.”. 

(c) TREATMENT OF MARK-TO-MARKET GAIN UNDER SECTION 
4982. — 

(1) Subsection (e) of section 4982 is amended by adding 
at the end thereof the following new paragraph: 

“(6) TREATMENT OF GAIN RECOGNIZED UNDER SECTION 
1296.—For purposes of determining a regulated investment 
company’s ordinary income— 

“(A) notwithstanding paragraph (1\(C), section 1296 
shall be applied as if such company’s taxable year ended 
on October 31, and 
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“(B) any ordinary gain or loss from an actual disposi- 
tion of stock‘in a passive foreign investment company dur- 
ing the portion of the calendar year after October 31 shall 
be taken into account in determining such regulated invest- 
ment company’s ordinary income for the following calendar 
year. 

In the case of a company making an election under paragraph 
(4), the preceding sentence shall be applied by substituting 
the last day of the company’s taxable year for October 31.”. 

(2) Subsection (b) of section 852 is amended by adding 
at the end thereof the following new paragraph: 

“(10) SPECIAL RULE FOR CERTAIN LOSSES ON STOCK IN PAS- 
SIVE FOREIGN INVESTMENT COMPANY.—To the extent provided 
in regulations, the taxable income of a regulated investment 
company (other than a company to which an election under 
section 4982(e)(4) applies) shall be computed without regard 
to any net reduction in the value of any stock of a passive 
foreign investment company with respect to which an election 
under section 1296(k) is in effect occurring after October 31 
of the taxable year, and any such reduction shall be treated 
as occurring on the first day of the following taxable year.”. 

(3) Subsection (c) of section 852 is amended by inserting 
after “October 31 of such year” the following: “, without regard 
to any net reduction in the value of any stock of a passive 
foreign investment company with respect to which an election 
under section 1296(k) is in effect occurring after October 31 
of such year,”. 

(d) CONFORMING AMENDMENTS.— 

(1) Sections 532(b)(4) and 542(c)(10) are each amended 
by striking “section 1296” and inserting “section 1297”. 

(2) Subsection (f) of section 551 is amended by striking 
“section 1297(b)(5)” and inserting “section 1298(b)(5)”. 

(3) Subsections (a)(1) and (d) of section 1293 are each 
amended by striking “section 1297(a)” and inserting “section 
1298(a)”. 

(4) Paragraph (3) of section 1297(b), as redesignated by 
subsection (a), is hereby repealed. 

(5) The table of sections for subpart D of part VI of sub- 
chapter P of chapter 1, as redesignated by subsection (a), is 
amended to read as follows: 


“Sec. 1297. Passive foreign investment company 
“Sec. 1298. Special rules.” 


(6) The table of subparts for part VI of subchapter P 
of chapter 1 is amended by striking the last item and inserting 
the following new items: 

“Subpart C. Election of mark to market for marketable stock. 
“Subpart D. General provisions.”. 

(e) CLARIFICATION OF GAIN RECOGNITION ELECTION.—The last 
sentence of section 1298(b)(1), as so redesignated, is amended by 
inserting “(determined without regard to the preceding sentence)” 
after “investment company”. 


SEC. 1123. VALUATION OF ASSETS FOR PASSIVE FOREIGN INVESTMENT 
COMPANY DETERMINATION. 


(a) IN GENERAL.—Section 1297, as redesignated by section 1122, 
is amended by adding at the end the following new subsection: 
“(e) METHODS FOR MEASURING ASSETS.— 
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“(1) DETERMINATION USING VALUE.—The determination 
under subsection (a)(2) shall be made on the basis of the value 
of the assets of a foreign corporation if— 

“(A) such corporation is a publicly traded corporation 
for the taxable year, or 

“(B) paragraph (2) does not apply to such corporation 
for the taxable year. 

“(2) DETERMINATION USING ADJUSTED BASES.—The deter- 
mination under subsection (a2) shall be based on the adjusted 
bases (as determined for the purposes of computing earnings 
and profits) of the assets of a foreign corporation if such corpora- 
tion is not described in paragraph (1)(A) and such corporation— 

“(A) is a controlled foreign corporation, or 

“(B) elects the application of this paragraph. 

An election under subparagraph (B), once made, may be revoked 
only with the consent of the Secretary. 

“(3) PUBLICLY TRADED CORPORATION.—For purposes of this 
subsection, a foreign corporation shall be treated as a publicly 
traded corporation if the stock in the corporation is regularly 
traded on— 

“(A) a national securities exchange which is registered 
with the Securities and Exchange Commission or the 
national market system established pursuant to section 
11A of the Securities and Exchange Act of 1934, or 

“(B) any exchange or other market which the Secretary 
determines has rules adequate to carry out the purposes 
of this subsection.”. 

(b) CONFORMING AMENDMENTS.—Section 1297(a), as redesig- 
nated by section 1122, is amended— 

(1) by striking “(by value)” and inserting “(as determined 
in accordance with subsection (e))”, and 

(2) by striking the last two sentences. 


26 USC 532 note. SEC. 1124. EFFECTIVE DATE. 


The amendments made by this subtitle shall apply to— 

(1) taxable years of United States persons beginning after 
December 31, 1997, and 

(2) taxable years of foreign corporations ending with or 
within such taxable years of United States persons. 


Subtitle D—Repeal of Excise Tax on 
Transfers to Foreign Entities 


SEC. 1131. REPEAL OF EXCISE TAX ON TRANSFERS TO FOREIGN ENTI- 
TIES; RECOGNITION OF GAIN ON CERTAIN TRANSFERS 
TO FOREIGN TRUSTS AND ESTATES. 


(a) REPEAL OF EXcISE TAx.—Chapter 5 (relating to transfers 
to avoid income tax) is hereby repealed. 

(b) RECOGNITION OF GAIN ON CERTAIN TRANSFERS TO FOREIGN 
TRUSTS AND ESTATES.—Subpart F of part I of subchapter J of 
chapter 1 is amended by adding at the end the following new 
section: 
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“SEC. 684. RECOGNITION OF GAIN ON CERTAIN TRANSFERS TO CER- 
TAIN FOREIGN TRUSTS AND ESTATES. 


“(a) IN GENERAL.—Except as provided in regulations, in the 
case of any transfer of property by a United States erson to 
a foreign estate or trust, for purposes of this subtitle, such transfer 
shall be treated as a sale or exchange for an amount equal to 
the fair market value of the property transferred, and the transferor 
shall recognize as gain the excess of— 

“(1) the fair market value of the property so transferred, 
over 

“(2) the adjusted basis (for purposes of determining gain) 
of such property in the hands of the transferor. 

“(b) EXCEPTION.—Subsection (a) shall not apply to a transfer 
to a trust by a United States person to the extent that any person 
is treated as the owner of such trust under section 671. 

“(c) TREATMENT OF TRUSTS WHICH BECOME FOREIGN TRUSTS.— 
If a trust which is not a foreign trust becomes a foreign trust, 
such trust shall be treated for purposes of this section as having 
transferred, immediately before becoming a foreign trust, all of 
its assets to a foreign trust.”. 

(b) OTHER ANTI-AVOIDANCE PROVISIONS REPLACING REPEALED 
EXCISE TAX.— 

(1) GAIN RECOGNITION ON EXCHANGES INVOLVING FOREIGN 
PERSONS.—Section 1035 is amended by redesignating subsection 
(c) as subsection (d) and by inserting after subsection (b) the 
following new subsection: 

“(c) EXCHANGES INVOLVING FOREIGN PERSONS.—To the extent 
provided in regulations, subsection (a) shall not apply to any 
exchange having the effect of transferring property to any person 
other than a United States person.”. 

(2) TRANSFERS TO FOREIGN CORPORATIONS.—Section 367 
is amended by adding at the end the following new subsection: 
“(f) OTHER TRANSFERS.—To the extent provided in regulations, 

if a United States person transfers property to a foreign corporation 
as paid-in surplus or as a contribution to capital (in a transaction 
not otherwise described in this section), such transfer shall be 
treated as a sale or exchange for an amount equal to the fair 
market value of the property transferred, and the transferor shall 
recognize as gain the excess of— 

“(1) the fair market value of the property so transferred, 
over 

“(2) the adjusted basis (for purposes of determining gain) 
of such property in the hands of the transferor.”. 

(3) CERTAIN TRANSFERS TO PARTNERSHIPS.—Section 721 is 
amended by — at the end the following new subsection: 
“(c) REGULATIONS RELATING TO CERTAIN TRANSFERS TO PART- 

NERSHIPS.—The Secretary may provide by regulations that sub- 
section (a) shall not apply to gain realized on the transfer of property 
to a partnership if such gain, when recognized, will be includible 
in the gross income of a person other than a United States person.”. 

(4) REPEAL OF U.S. SOURCE TREATMENT OF DEEMED ROYAL- 
TIES.—Subparagraph (C) of section 367(d)(2) is amended to 
read as follows: 

“(C) AMOUNTS RECEIVED TREATED AS ORDINARY 
INCOME.—For purposes of this chapter, any amount 
included in gross income by reason of this subsection shall 
be treated as ordinary income.”. 
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(5) TRANSFERS OF INTANGIBLES TO PARTNERSHIPS.— 

(A) Subsection (d) of section 367 is amended by adding 
at the end the following new paragraph: 

“(3) REGULATIONS RELATING TO TRANSFERS OF INTANGIBLES 
TO PARTNERSHIPS.—The Secretary may provide by regulations 
that the rules of paragraph (2) also apply to the transfer 
of intangible property by a United States person to a partner- 
ship in circumstances consistent with the purposes of this sub- 
section.”. 

(B) Section 721 is amended by adding at the end the 
following new subsection: 
“(d) TRANSFERS OF INTANGIBLES.— 
“For regulatory authority to treat intangibles transferred to a 
partnership as sold, see section 367(d)(3).”. 
(c) TECHNICAL AND CONFORMING AMENDMENTS.— 

(1) Subsection (h) of section 814 is amended by striking 
“or 1491”. 

(2) Section 1057 (relating to election to treat transfer to 
foreign trust, etc., as taxable exchange) is hereby repealed. 

(3) Section 6422 is amended by striking paragraph (5) 
and by redesignating paragraphs (6) through (13) as paragraphs 
(5) through (12), respectively. 

(4) The table of chapters for subtitle A is amended by 
striking the item relating to chapter 5. 

(5) The table of sections for part IV of subchapter O of 
chapter 1 is amended by striking the item relating to section 
1057. 

(6) The table of sections for subpart F of part I of sub- 
chapter J of chapter 1 is amended by adding at the end the 
following new item: 


“Sec. 684. Recognition of gain on certain transfers to certain foreign trusts 
and estates.” 


(d) EFFECTIVE DATE.—The amendments made by this section 


shall take effect on the date of the enactment of this Act. 


Subtitle E—Information Reporting 


SEC. 1141. CLARIFICATION OF APPLICATION OF RETURN REQUIRE- 


MENT TO FOREIGN PARTNERSHIPS. 
(a) IN GENERAL.—Section 6031 (relating to return of partner- 


ship income) is amended by adding at the end the following new 
subsection: 


“(e) FOREIGN PARTNERSHIPS.— 

“(1) EXCEPTION FOR FOREIGN PARTNERSHIP.—Except as pro- 
vided in paragraph (2), the preceding provisions of this section 
shall not apply to a foreign partnership. 

“(2) CERTAIN FOREIGN PARTNERSHIPS REQUIRED TO FILE 
RETURN.—Except as provided in regulations prescribed by the 
Secretary, this section shall apply to a foreign partnership 
for any taxable year if for such year, such partnership has— 

“(A) gross income derived from sources within the 

United States, or 

“(B) gross income which is effectively connected with 
the conduct of a trade or business within the United States. 
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The Secretary may provide simplified filing procedures for for- 
eign partnerships to which this section applies.”. 
(b) SANCTION FOR FAILURE BY FOREIGN PARTNERSHIP TO CoM- 
PLY WITH SECTION 6031 To INCLUDE DENIAL OF DEDUCTIONS.— 
Subsection (f) of section 6231 is amended— 
(1) by striking “LOSSES AND” in the heading and inserting 
“DEDUCTIONS, LOSSES, AND”, and 
(2) by striking “loss or” each place it appears and inserting 
“deduction, loss, or”. 
(c) EFFECTIVE DATE.—The amendments made by this section 26 USC 6031 
shall apply to taxable years beginning after the date of the enact- note. 
ment of this Act. 


SEC. 1142. CONTROLLED FOREIGN PARTNERSHIPS SUBJECT TO 
INFORMATION REPORTING COMPARABLE TO INFORMA- 
TION REPORTING FOR CONTROLLED FOREIGN COR- 
PORATIONS. 


(a) IN GENERAL.—So much of section 6038 (relating to informa- 
tion with respect to certain foreign corporations) as precedes para- 
graph (2) of subsection (a) is amended to read as follows: 


“SEC. 6038. INFORMATION REPORTING WITH RESPECT TO CERTAIN 
FOREIGN CORPORATIONS AND PARTNERSHIPS. 


“(a) REQUIREMENT.— 

“(1) IN GENERAL.—Every United States person shall fur- 
nish, with respect to any foreign business entity which such 
person controls, such information as the Secretary may pre- 
scribe relating to— 

“(A) the name, the principal place of business, and 
the nature of business of such entity, and the country 
under whose laws such entity is incorporated (or organized 
in the case of a partnership); 

“(B) in the case of a foreign corporation, its post-1986 
undistributed earnings (as defined in section 902(c)); 

“(C) a balance sheet for such entity listing assets, 
liabilities, and capital; 

“(D) transactions between such entity and— 

“(i) such person, 

“(ii) any corporation or partnership which such 
person controls, and 

“(iii) any United States person owning, at the time 
the transaction takes place— 

“(I) in the case of a foreign corporation, 10 
percent or more of the value of any class of stock 
outstanding of such corporation, and 

“(II) in the case of a foreign partnership, at 
least a 10-percent interest in such partnership; 


an 

“(E)(i) in the case of a foreign corporation, a description 
of the various classes of stock outstanding, and a list show- 
ing the name and address of, and number of shares held 
by, each United States person who is a shareholder of 
record owning at any time during the annual accounting 
period 5 percent or more in value of any class of stock 
outstanding of such foreign corporation, and 

“ii) information comparable to the information 
described in clause (i) in the case of a foreign partnership. 
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The Secretary may also require the furnishing of any other 
information which is similar or related in nature to that speci- 
fied in the preceding sentence or which the Secretary deter- 
mines to be appropriate to carry out the provisions of this 
title.”. 

(b) DEFINITIONS.— 

(1) IN GENERAL.—Subsection (e) of section 6038 (relating 
to definitions) is amended— 

(A) by redesignating paragraphs (1) and (2) as para- 
graphs (2) and (4), respectively, 

(B) by inserting before paragraph (2) (as so redesig- 
nated) the following new acai. 

“(1) FOREIGN BUSINESS ENTITY.—The term ‘foreign business 
entity’ means a foreign corporation and a foreign partnership.”, 
and 

(C) by inserting after paragraph (2) (as so redesignated) 
the following new paragraph: 

“(3) PARTNERSHIP-RELATED DEFINITIONS.— 

“(A) CONTROL.—A person is in control of a partnership 

if such person owns directly or indirectly more than a 

50 percent interest in such partnership. 

“(B) 50-PERCENT INTEREST.—For purposes of subpara- 
graph (A), a 50-percent interest in a partnership is— 

“(i) an interest equal to 50 percent of the capital 
interest, or 50 percent of the profits interest, in such 
partnership, or 

“(ii) to the extent provided in regulations, an 
interest to which 50 percent of the deductions or losses 
of such partnership are allocated. 

For purposes of the preceding sentence, rules similar to 

the rules of section 267(c) (other than paragraph (3)) shall 

apply. 
“(C) 10-PERCENT INTEREST.—A 10-percent interest in 

a partnership is an interest which would be described 

in subparagraph (B) if ‘10 percent’ were substituted for 

‘50 percent’ each place it appears.”. 

(2) CLERICAL AMENDMENT.—The paragraph heading for 
peee (2) of section 6038(e) (as so redesignated) is amended 

'y inserting “OF CORPORATION” after “CONTROL”. 
(c) MODIFICATION OF SANCTIONS ON PARTNERSHIPS AND COR- 


PORATIONS FOR FAILURE TO FURNISH INFORMATION.— 


P (1) IN GENERAL.—Subsection (b) of section 6038 is amend- 
e — 
(A) by striking “$1,000” each place it appears and 
inserting “$10,000”, and 
(B) by striking “$24,000” in paragraph (2) and inserting 
“$50,000”. 
(d) REPORTING BY 10-PERCENT PARTNERS.—Subsection (a) of 


section 6038 is amended by adding at the end the following new 
paragraph: 


“(5) INFORMATION REQUIRED FROM 10-PERCENT PARTNER OF 
CONTROLLED FOREIGN PARTNERSHIP.—In the case of a foreign 
partnership which is controlled by United States persons hold- 
ing at least 10-percent interests (but not by any one United 
States person), the Secretary may require each United States 
person who holds a 10-percent interest in such partnership 
to furnish information relating to such partnership, including 
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information relating to such partner’s ownership interests in 
the partnership and allocations to such partner of partnership 
items.”. 

(e) TECHNICAL AMENDMENTS.— 

(1) The following provisions of section 6038 are each amend- 
ed by striking “foreign corporation” each place it appears and 
inserting “foreign business entity”: 

(A) Paragraphs (2) and (3) of subsection (a). 

(B) Subsection (b). 

(C) Subsection (c) other than paragraph (1)(B) thereof. 
(D) Subsection (d). 

(E) Subsection (e)(4) (as redesignated by subsection 

(b)). 

(2) Subparagraph (B) of section 6038(c\1) is amended by 
inserting “in the case of a foreign business entity which is 
a foreign corporation,” after “(B)”. 

(3) Paragraph (8) of section 318(b) is amended by striking 
“6038(d)(1)” and inserting “6038(d)(2)”. 

(4) Paragraph (4) of section 901(k) is amended by striking 
“foreign corporation” and inserting “foreign corporation or part- 
nership”. 

(5) The table of sections for subpart A of part III of sub- 
chapter A of chapter 61 is amended by striking the item relating 
to section 6038 and inserting the following new item: 


“Sec. 6038. Information reporting with respect to certain foreign corpora- 
tions and partnerships.”. 


(f) EFFECTIVE DATE.—The amendments made by this section 


shall apply to annual accounting periods beginning after the date 
of the enactment of this Act. 


SEC. 1143. MODIFICATIONS RELATING TO RETURNS REQUIRED TO BE 
FILED BY REASON OF CHANGES IN OWNERSHIP 
INTERESTS IN FOREIGN PARTNERSHIP. 


(a) NO RETURN REQUIRED UNLESS CHANGES INVOLVE 10-PER- 
CENT INTEREST IN PARTNERSHIP.— 

(1) IN GENERAL.—Subsection (a) of section 6046A (relating 
to returns as to interests in foreign partnerships) is amended 
by adding at the end the following new sentence: “Paragraphs 
(1) and (2) shall apply to any acquisition or disposition only 
if the United States person directly or indirectly holds at least 
a 10-percent interest in such partnership either before or after 
such acquisition or disposition, and paragraph (3) shall apply 
to any change only if the change is equivalent to at least 
a 10-percent interest in such partnership.”. 

(2) 10-PERCENT INTEREST.—Section 6046A is amended by 
redesignating subsection (d) as subsection (e) and by inserting 
after subsection (c) the following new subsection: 

“(d) 10-PERCENT INTEREST.—For purposes of subsection (a), a 
10-percent interest in a partnership is an interest described in 
section 6038(e)(3)(C).”. 

(b) MODIFICATION OF PENALTY ON FAILURE TO REPORT CHANGES 
IN OWNERSHIP INTERESTS IN FOREIGN CORPORATIONS AND PARTNER- 
SHIPS.—Subsection (a) of section 6679 (relating to failure to file 
returns, etc., with respect to foreign corporations or foreign partner- 
ships) is amended to read as follows: 

“(a) CIVIL PENALTY.— 


26 USC 318 note 


Applicability. 








111 STAT. 984 PUBLIC LAW 105-34—AUG. 5, 1997 


26 USC 6046A 
note 


Applicability 


“(1) IN GENERAL.—In addition to any criminal penalty pro- 
vided by law, any person required to file a return under section 
6035, 6046, or 6046A who fails to file such return at the 
time provided in such section, or who files a return which 
does not show the information required pursuant to such sec- 
tion, shall pay a penalty of $10,000, unless it is shown that 
such failure is due to reasonable cause. 

“(2) INCREASE IN PENALTY WHERE FAILURE CONTINUES 
AFTER NOTIFICATION.—If any failure described in paragraph 
(1) continues for more than 90 days after the day on which 
the Secretary mails notice of such failure to the United States 
person, such person shall pay a penalty (in addition to the 
amount required under paragraph (1)) of $10,000 for each 30- 
day period (or fraction thereof) during which such failure contin- 
ues after the expiration of such 90-day period. The increase 
in any penalty under this paragraph shall not exceed $50,000. 

“(3) REDUCED PENALTY FOR RETURNS RELATING TO FOREIGN 
PERSONAL HOLDING COMPANIES.—In the case of a return 
required under section 6035, paragraph (1) shall be applied 
by substituting ‘$1,000’ for ‘$10,000’, and paragraph (2) shall 
not apply.”. 

(c) EFFECTIVE DATE.—The amendments made by this section 
shall apply to transfers and changes after the date of the enactment 
of this Act. 


SEC. 1144. TRANSFERS OF PROPERTY TO FOREIGN PARTNERSHIPS 
SUBJECT TO INFORMATION REPORTING COMPARABLE 
TO INFORMATION REPORTING FOR SUCH TRANSFERS TO 
FOREIGN CORPORATIONS. 


(a) IN GENERAL.—Paragraph (1) of section 6038B(a) (relating 
to notice of certain transfers to foreign corporations) is amended 
to read as follows: 

“(1) transfers property to— 

“(A) a foreign corporation in an exchange described 
in section 332, 351, 354, 355, 356, or 361, or 

“(B) a foreign partnership in a contribution described 
in section 721 or in any other contribution described in 
regulations prescribed by the Secretary,”. 

(b) EXCEPTIONS.—Section 6038B is amended by redesignating 
subsection (b) as subsection (c) and by inserting after subsection 
(a) the following new subsection: 

“(b) EXCEPTIONS FOR CERTAIN TRANSFERS TO FOREIGN PARTNER- 
SHIPS; SPECIAL RULE.— 

“(1) EXCEPTIONS.—Subsection (a)(1)B) shall apply to a 
transfer by a United States person to a foreign partnership 
only if— 

“(A) the United States person holds (immediately after 
the transfer) directly or indirectly at least a 10-percent 
interest (as defined in section 6046A(d)) in the partnership, 
or 

“(B) the value of the property transferred (when added 
to the value of the property transferred by such person 
or any related person to such partnership or a related 
partnership during the 12-month period ending on the 
date of the transfer) exceeds $100,000. 
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For purposes of the preceding sentence, the value of any trans- 
ferred property is its fair market value at the time of its 
transfer. 

“(2) SPECIAL RULE.—If by reason of an adjustment under 
section 482 or otherwise, a contribution described in subsection 
(a1) is deemed to have been made, such contribution shall 
be treated for purposes of this section as having been made 
not earlier than the date specified by the Secretary.”. 

(c) MODIFICATION OF PENALTY APPLICABLE TO FOREIGN COR- 
PORATIONS AND PARTNERSHIPS.— 

(1) IN GENERAL.—Paragraph (1) of section 6038B(b) is 
amended by striking “equal to” and all that follows and insert- 
ing “equal to 10 percent of the fair market value of the property 
at the time of the exchange (and, in the case of a contribution 
described in subsection (a)(1)(B), such person shall recognize 
gain as if the contributed property had been sold for such 
value at the time of such contribution).”. 

(2) LIMIT ON PENALTY.—Section 6038B(b) is amended by 
adding at the end the following new paragraph: 

“(3) LIMIT ON PENALTY.—The penalty under paragraph (1) 
with respect to any exchange shall not exceed $100,000 unless 
the failure with respect to such exchange was due to intentional 
disregard.”. 

(d) EFFECTIVE DATE.— 26 USC 6038B 

(1) IN GENERAL.—The amendments made by this section te 
shall apply to transfers made after the date of the enactment 
of this Act. 

(2) ELECTION OF RETROACTIVE EFFECT.—Section 1494(c) of 
the Internal Revenue Code of 1986 shall not apply to any 
transfer after August 20, 1996, if all applicable reporting 
requirements under section 6038B of such Code (as amended 
by this section) are satisfied. The Secretary of the Treasury 
or his delegate may prescribe simplified reporting requirements 
under the preceding sentence. 


SEC. 1145. EXTENSION OF STATUTE OF LIMITATIONS FOR FOREIGN 
TRANSFERS. 


(a) IN GENERAL.—Paragraph (8) of section 6501(c) (relating 
to failure to notify Secretary under section 6038B) is amended 
to read as follows: 

“(8) FAILURE TO NOTIFY SECRETARY OF CERTAIN FOREIGN 
TRANSFERS.—In the case of any information which is required 
to be reported to the Secretary under section 6038, 6038A, 
6038B, 6046, 6046A, or 6048, the time for assessment of any 
tax imposed by this title with respect to any event or period 
to which such information relates shall not expire before the 
date which is 3 years after the date on which the Secretary 
is furnished the information required to be reported under 
such section.”. 

(b) EFFECTIVE DATE.—The amendment made by subsection (a) 
shall apply to information the due date for the reporting of which 
is after the date of the enactment of this Act. 
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SEC. 1146. INCREASE IN FILING THRESHOLDS FOR RETURNS AS TO 
ORGANIZATION OF FOREIGN CORPORATIONS AND 
ACQUISITIONS OF STOCK IN SUCH CORPORATIONS. 


(a) IN GENERAL.—Subsection (a) of section 6046 (relating to 
returns as to organization or reorganization of foreign corporations 
and as to acquisitions of their stock) is amended to read as follows: 

“(a) REQUIREMENT OF RETURN.— 

“(1) IN GENERAL.—A return complying with the require- 
ments of subsection (b) shall be made by— 

“(A) each United States citizen or resident who becomes 
an officer or director of a foreign corporation if a United 

States person (as defined in section 7701(a)(30)) meets 

the stock ownership requirements of paragraph (2) with 

respect to such corporation, 
“(B) each United States person— 

“(i) who acquires stock which, when added to any 
stock owned on the date of such acquisition, meets 
the stock ownership requirements of paragraph (2) 
with respect to a foreign corporation, or 

“(ii) who acquires stock which, without regard to 
stock owned on the date of such acquisition, meets 
the stock ownership requirements of paragraph (2) 
with respect to a foreign corporation, 

“(C) oak person (not described in subparagraph (B)) 
who is treated as a United States shareholder seleie section 

953(c) with respect to a foreign corporation, and 

“(D) each person who becomes a United States person 
while meeting the stock ownership requirements of para- 
graph (2) with respect to stock of a foreign corporation. 

In the case of a foreign corporation with respect to which 

any person is treated as a United States shareholder under 

section 953(c), subparagraph (A) shall be treated as including 

a reference to each United States person who is an officer 

or director of such corporation. 

“(2) STOCK OWNERSHIP REQUIREMENTS.—A person meets 
the stock ownership requirements of this paragraph with 
respect to any corporation if such person owns 10 percent 
or more of— 

“(A) the total combined voting power of all classes 
of stock of such corporation entitled to vote, or 
“(B) the total value of the stock of such corporation.”. 
26 USC 6046 (b) EFFECTIVE DATE.—The amendment made by this section 
note shall take effect on January 1, 1998. 


Subtitle F—Determination of Foreign or 
Domestic Status of Partnerships 


SEC. 1151. DETERMINATION OF FOREIGN OR DOMESTIC STATUS OF 
PARTNERSHIPS. 


(a) IN GENERAL.—Paragraph (4) of section 7701(a) is amended 
by inserting before the period “unless, in the case of a partnership, 
the Secretary provides otherwise by regulations”. 

26 USC 7701 (b) EFFECTIVE DATE.—Any regulations issued with respect to 
note the amendment made by subsection (a) shall apply to partnerships 
created or organized after the date determined under section 7805(b) 
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of the Internal Revenue Code of 1986 (without regard to paragraph 
(2) thereof) with respect to such regulations. 


Subtitle G—Other Simplification 
Provisions 


SEC. 1161. TRANSITION RULE FOR CERTAIN TRUSTS. 


(a) IN GENERAL.—Paragraph (3) of section 1907(a) of the Small 
Business Job Protection Act of 1996 is amended by adding at 26USC7701 
the end the following flush sentence: note 

“To the extent prescribed in regulations by the Secretary of 

the Treasury or his delegate, a trust which was in existence 

on August 20, 1996 (other than a trust treated as owned by 

the grantor under subpart E of part I of subchapter J of 

chapter 1 of the Internal Revenue Code of 1986), and which 

was treated as a United States person on the day before the 

date of the enactment of this Act may elect to continue to 

be treated as a United States person notwithstanding section 

7701(aX(30)(E) of such Code.”. 

(b) EFFECTIVE DATE.—The amendment made by subsection (a) 26 USC 7701 
shall take effect as if included in the amendments made by section note 
1907(a) of the Small Business Job Protection Act of 1996. 


SEC. 1162. REPEAL OF STOCK AND SECURITIES SAFE HARBOR 
REQUIREMENT THAT PRINCIPAL OFFICE BE OUTSIDE 
THE UNITED STATES. 


(a) IN GENERAL.—The last sentence of clause (ii) of section 
864(b)(2)(A) (relating to stock or securities) is amended by striking 
“. or in the case of a corporation” and all that follows and inserting 
a period. 
(b) EFFECTIVE DATE.—The amendment made by subsection (a) 26 USC 864 note. 
shall apply to taxable years beginning after December 31, 1997. 


SEC. 1163. MISCELLANEOUS CLARIFICATIONS. 


(a) ATTRIBUTION OF DEEMED PAID FOREIGN TAXES TO PRIOR 
DISTRIBUTIONS.—Subparagraph (B) of section 902(c)(2) is amended 
by striking “deemed paid with respect to” and inserting “attributable 
to” 


(b) FINANCIAL SERVICES INCOME DETERMINED WITHOUT REGARD 
TO HIGH-TAXED INCOME.—Subclause (II) of section 904(d)(2)C)i) 
is amended by striking “subclause (I)” and inserting “subclauses 
(I) and (III)”. 
(c) EFFECTIVE DATE.—The amendments made by this section 26 USC 902 note. 
shall take effect on the date of the enactment of this Act. 


Subtitle H—Other Provisions } 


SEC. 1171. TREATMENT OF COMPUTER SOFTWARE AS FSC EXPORT 
PROPERTY. 


(a) IN GENERAL.—Subparagraph (B) of section 927(a)(2) (relat- 
ing to property excluded from eligibility as FSC export property) 
is amended by inserting “, and other than computer software 
(whether or not patented)” before “, for commercial or home use”. 
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26 USC 927 note (b) EFFECTIVE DATE.—The amendment made by subsection (a) 
shall apply to gross receipts attributable to periods after December 
31, 1997, in taxable years ending after such date. 


SEC. 1172. ADJUSTMENT OF DOLLAR LIMITATION ON SECTION 911 
EXCLUSION. 


(a) GENERAL RULE.—Paragraph (2) of section 911(b) is amended 


by— 

(1) by striking “of $70,000” in subparagraph (A) and insert- 
ing “equal to the exclusion amount for the calendar year in 
which such taxable year begins”, and 

(2) by adding at the end the following new subparagraph: 

“(D) EXCLUSION AMOUNT.— 

“(i) IN GENERAL.—The exclusion amount for any 
calendar year is the exclusion amount determined in 
accordance with the following table (as adjusted by 
clause (ii)): 

“For calendar year— The exclusion 
amount is— 

1998 $72,000 
1999 ; ; 74,000 
2000 76,000 
2001 78,000 
2002 and thereafter ; ; ; 80,000 


“(ii) INFLATION ADJUSTMENT.—In the case of any 
taxable year beginning in a calendar year after 2007, 
the $80,000 amount in clause (i) shall be increased 
by an amount equal to the product of— 
“(I) such dollar amount, and 
“(II) the cost-of-living adjustment determined 
under section 1(f3) for the calendar year in which 
the taxable year begins, determined by substitut- 
ing ‘2006’ for ‘1992’ in subparagraph (B) thereof. 
If any increase determined under the preceding sen- 
tence is not a multiple of $100, such increase shall 
be rounded to the next lowest multiple of $100.”. 
26 USC 911 note (b) EFFECTIVE DATE.—The amendment made by this section 
shall apply to taxable years beginning after December 31, 1997. 


SEC. 1173. UNITED STATES PROPERTY NOT TO INCLUDE CERTAIN 
ASSETS ACQUIRED BY DEALERS IN ORDINARY COURSE 
OF TRADE OR BUSINESS. 


(a) IN GENERAL.—Section 956(c)(2) is amended by striking “and” 
at the end of subparagraph (H), by striking the period at the 
end of subparagraph (I) and inserting a semicolon, and by adding 
at the end the following new subparagraphs: 

“(J) deposits of cash or securities made or received 
on commercial terms in the ordinary course of a United 
States or foreign person’s business as a dealer in securities 
or in commodities, but only to the extent such deposits 
are made or received as collateral or margin for (i) a 
securities loan, notional principal contract, options contract, 
forward contract, or futures contract, or (ii) any other finan- 
cial transaction in which the Secretary determines that 
it is customary to post collateral or margin; and 

“(K) an obligation of a United States person to the 
extent the principal amount of the obligation does not 
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exceed the fair market value of readily marketable securi- 
ties sold or purchased pursuant to a sale and repurchase 
agreement or otherwise posted or received as collateral 
for the obligation in the ordinary course of its business 
by a United States or foreign person which is a dealer 
in securities or commodities. 

For purposes of subparagraphs (J) and (K), the term ‘dealer 

in securities’ has the meaning given such term by section 

475(c)(1), and the term ‘dealer in commodities’ has the meaning 

given such term by section 475(e), except that such term shall 

include a futures commission merchant.”. 

(b) EFFECTIVE DATE.—The amendments made by this section 26 USC 956 note 
shall apply to taxable years of foreign corporations beginning after 
December 31, 1997, and to taxable years of United States sharehold- 
ers with or within which such taxable years of foreign corporations 
end. 


SEC. 1174. TREATMENT OF NONRESIDENT ALIENS ENGAGED IN INTER- 
NATIONAL TRANSPORTATION SERVICES. 


(a) SOURCING RULES.— 

(1) IN GENERAL.—Section 861(a)(3) is amended by adding 

at the end the following new flush sentence: 
“In addition, except for purposes of sections 79 and 105 and 
subchapter D, compensation for labor or services performed 
in the United States shall not be deemed to be income from 
sources within the United States if the labor or services are 
performed by a nonresident alien individual in connection with 
the individual’s temporary presence in the United States as 
a regular member of the crew of a foreign vessel engaged 
in transportation between the United States and a foreign 
country or a possession of the United States.”. 

(2) TRANSPORTATION INCOME.—Subparagraph (B) of section 
863(c)(2) is amended by adding at the end the following flush 
sentence: 

“In the case of transportation income derived from, or 

in connection with, a vessel, this subparagraph shall only 

apply if the taxpayer is a citizen or resident alien.”. 
(b) PRESENCE IN UNITED STATES.— 

(1) IN GENERAL.—Paragraph (7) of section 7701(b) is amend- 
ed by adding at the end the following new subparagraph: 

“(D) CREW MEMBERS TEMPORARILY PRESENT.—An 
individual who is temporarily present in the United States 
on any day as a regular member of the crew of a foreign 
vessel engaged in transportation between the United States 
and a foreign country or a possession of the United States 
shall not be treated as present in the United States on 
such day unless such individual otherwise engages in any 
trade or business in the United States on such day.”. 

(2) CONFORMING AMENDMENT.—Subparagraph (A) of section 
7701(b)\(7) is amended by striking “or (C)” and inserting “ 
(C), or (D)”. 

(c) EFFECTIVE DATES.— 26 USC 7701 

(1) IN GENERAL.—The amendments made by this section note 
shall apply to remuneration for services performed in taxable 
years beginning after December 31, 1997. 

(2) PRESENCE.—The amendment made by subsection (b) 
shall apply to taxable years beginning after December 31, 1997. 


’ 
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SEC. 1175. EXEMPTION FOR ACTIVE FINANCING INCOME. 


(a) EXEMPTION FROM FOREIGN PERSONAL HOLDING COMPANY 


INCOME.—Section 954 is amended by adding at the end the following 
new subsection: 


“(h) SPECIAL RULE FOR INCOME DERIVED IN THE ACTIVE CON- 


DUCT OF BANKING, FINANCING, OR SIMILAR BUSINESSES.— 


“(1) IN GENERAL.—For purposes of subsection (c)(1), foreign 


personal holding company income shall not include income 
which is— 


“(A) derived in the active conduct by a controlled for- 
eign corporation of a banking, financing, or similar busi- 
ness, but only if the corporation is predominantly engaged 
in the active conduct of such business, 

“(B) received from a person other than a related person 
(within the meaning of subsection (d\3)) and derived from 
the investments made by a qualifying insurance company 
of its reserves or of 80 | anges of its unearned premiums 
(as both are determined in the manner prescribed under 
paragraph (4)), or 

“(C) received from a person other than a related person 
(within the meaning of subsection (d\(3)) and derived from 
investments made by a qualifying insurance company of 
an amount of its assets equal to— 

“(i) in the case of contracts regulated in the country 
in which sold as property, casualty, or health insurance 
contracts, one-third of its premiums earned on such 
insurance contracts during the taxable year (as defined 
in section 832(b)(4)), and 

“(ii) in the case of contracts regulated in the coun- 
try in which sold as life insurance or annuity contracts, 
the greater of— 

“(I) 10 percent of the reserves described in 
subparagraph (B) for such contracts, or 

“(II) in the case of a qualifying insurance com- 

pany which is a start-up company, $10,000,000. 

“(2) PRINCIPLES FOR DETERMINING APPLICABLE INCOME.— 

“(A) BANKING AND FINANCING INCOME.—The determina- 
tion as to whether income is described in paragraph (1A) 
shall be made— 

“(i) except as provided in clause (ii), in accordance 
with the applicable principles of section 904(d)(2)(C ii), 
except that such income shall include income from 
all leases entered into in the ordinary course of the 
active conduct of a banking, financing, or similar busi- 
ness, and 

“(ii) in the case of a corporation described in para- 
graph (3)(B), in accordance with the applicable prin- 
ciples of section 1296(b) (as in effect on the day before 
the enactment of the Taxpayer Relief Act of 1997) 
for determining what is not passive income. 

“(B) INSURANCE INCOME.—Under rules prescribed by 
the Secretary, for purposes of paragraphs (1) (B) and (C)— 

“(i) in the case of contracts which are separate 
account-type contracts (including variable contracts not 
meeting the requirements of section 817), only income 
specifically allocable to such contracts shall taken 
into account, and 
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“(ii) in the case of other contracts, income not 
allocable under clause (i) shall be allocated ratably 
among such contracts. 

“(C) LOOK-THRU RULES.—The Secretary shall prescribe Regulations 
regulations consistent with the principles of section 
904(d)(3) which provide that dividends, interest, income 
equivalent to interest, rents, or royalties received or 
accrued from a related person (within the meaning of sub- 
section (d)(3)) shall be subject to look-thru treatment for 
purposes of this subsection. 

“(3) PREDOMINANTLY ENGAGED.—For purposes of paragraph 
(1A), a corporation shall be deemed predominantly engaged 
in the active conduct of a banking, financing, or similar business 
only if— 

“(A) more than 70 percent of its gross income is derived 
from such business from transactions with persons which 
are not related persons (as defined in subsection (d)(3)) 
and which are located within the country under the laws 
of which the controlled foreign corporation is created or 
organized, or 

“(B) the corporation is— 

“(i) engaged in the active conduct of a banking 
or securities business (within the meaning of section 
1296(b), as in effect before the enactment of the Tax- 
payer Relief Act of 1997), or 

“(ii) a qualified bank affiliate or a qualified securi- 
ties affiliate (within the meaning of the proposed regu- 
lations under such section 1296(b)). 

“(4) METHODS FOR DETERMINING UNEARNED PREMIUMS AND 
RESERVES.—For purposes of paragraph (1)(B)— 

“(A) PROPERTY AND CASUALTY CONTRACTS.—The 
unearned premiums and reserves of a qualifying insurance 
company with respect to property, casualty, or health insur- 
ance contracts shall be determined using the same methods 
and interest rates which would be used if such company 
were subject to tax under subchapter L. 

“(B) LIFE INSURANCE AND ANNUITY CONTRACTS.—The 
reserves of a qualifying insurance company with respect 
to life insurance or annuity contracts shall be determined 
under the method described in paragraph (5) which such 
company elects to apply for purposes of this paragraph. 
Such election shall be made at such time and in such 
manner as the Secretary may prescribe and, once made, 
shall be irrevocable without the consent of the Secretary. 

“(C) LIMITATION ON RESERVES.—In no event shall the 
reserve determined under this paragraph for any contract 
as of any time exceed the amount which would. be taken 
into account with respect to such contract as of such time 
in determining foreign annual statement reserves (less any 
catastrophe or deficiency reserves). 

“(5) METHODS.—The methods described in this paragraph 
are as follows: 

“(A) U.S. METHOD.—The method which would apply 
if the qualifying insurance company were subject to tax 
under subchapter L, except that the interest rate used 
shall be an interest rate determined for the foreign country 
in which such company is created or organized and which 








111 STAT. 992 


PUBLIC LAW 105-34—AUG. 5, 1997 


is calculated in the same manner as the Federal mid- 
term rate under section 1274(d) 

“(B) FOREIGN METHOD.—A preliminary term method, 
except that the interest rate used shall be the interest 
rate determined for the foreign country in which such 
company is created or organized and which is calculated 
in the same manner as the Federal mid-term rate under 
section 1274(d). If a qualifying insurance company uses 
such a preliminary term method with respect to contracts 
insuring risks located in such foreign country, such method 
shall apply if such company elects the method under this 
clause 

‘(C) CASH SURRENDER VALUE.—A method under which 
reserves are equal to the net surrender value (as defined 
in section 807(e)(1)(A)) of the contract 
“(6) DEFINITIONS.—For purposes of this subsection— 

“(A) TERMS RELATING TO INSURANCE COMPANIES.— 

“(ij) QUALIFYING INSURANCE COMPANY.—The term 
‘qualifying insurance company’ means any entity 
which— 

“(I) is subject to regulation as an insurance 
company under the laws of its country of incorpora- 
tion, 

“(II) realizes at least 50 percent of its net 
written premiums from the insurance or reinsur- 
ance of risks located within the country in which 
such entity is created or organized, and 

“(III) is engaged in the active conduct of an 
insurance business and would be subject to tax 
under subchapter L if it were a domestic corpora- 
tion. 

“(ii) START-UP COMPANY.—A qualifying insurance 
company shall be treated as a start-up company if 
such company (and any predecessor) has not been 
engaged in the active conduct of an insurance business 
for more than 5 years as of the beginning of the taxable 
year of such company. 

“(B) LOCATED.—For purposes of paragraph (3)(A)— 

“(i) IN GENERAL.—A person shall be treated as 
located— 

“(I) except as provided in subclause (II), within 
the country in which it maintains an office or 
other fixed place of business through which it 
engages in a trade or business and by which the 
transaction is effected, or 

“(II) in the case of a natural person, within 
the country in which such person is physically 
located when such person enters into a transaction. 
“Gi) SPECIAL RULE FOR QUALIFIED BUSINESS 

UNITS.—Gross income derived by a corporation’s quali- 

fied business unit (within the meaning of section 

989(a)) from transactions with persons which are not 

related persons (as defined in subsection (d)(3)) and 

which are located in the country in which the qualified 
business unit both maintains its principal office and 
conducts substantial business activity shall be treated 
as derived from transactions with persons which are 
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not related persons (as defined in subsection (d)(3)) 
and which are located within the country under the 
laws of which the controlled foreign corporation is cre- 
ated or organized. 

“(7) ANTI-ABUSE RULES.—For purposes of applying this sub- 
section, there shall be disregarded any item of income, gain, 
loss, or deduction with respect to any transaction or series 
of transactions one of the principal purposes of which is qualify- 
ing income or gain for the exclusion under this section, includ- 
ing any change in the method of computing reserves or any 
other transaction or series of transactions a principal purpose 
of which is the acceleration or deferral of any item in order 
to claim the benefits of such exclusion through the application 
of this subsection. 

“(8) COORDINATION WITH SECTION 953.—This subsection 
shall not apply to investment income allocable to contracts 
that insure related party risks or risks located in a foreign 
country other than the country in which the qualifying insur- 
ance comapny is created or organized. 

“(9) APPLICATION.—This subsection shall apply to the first 
full taxable year of a foreign corporation beginning after Decem- 
ber 31, 1997, and before January 1, 1999, and to taxable 
years of United States shareholders with or within which such 
taxable year of such foreign corporation ends.”. 

(b) EXEMPTION FROM FOREIGN BASE COMPANY SERVICES 
INCOME.—Paragraph (2) of section 954(e) is amended by striking 
“or” at the end of subparagraph (A), by striking the period at 
the end of subparagraph (B) and inserting “, or”, and by adding 
at the end the following: 

“(C) in the case of taxable years described in subsection 

(h)(8), the active conduct by a controlled foreign corporation 

of a banking, financing, insurance, or similar business, 

but only if the corporation is predominantly engaged in 
the active conduct of such business (within the meaning 
of subsection (h\3)) or is a qualifying insurance company.”. 

(c) EFFECTIVE DATE.—The amendments made by this section 26 USC 954 note 
shall apply to the first full taxable year of a foreign corporation 
beginning after December 31, 1997, and before January 1, 1999, 
and to taxable years of United States shareholders with or within 
which such taxable year of such foreign corporation ends. 


TITLE XII—SIMPLIFICATION PROVI- 
SIONS RELATING TO INDIVIDUALS 
AND BUSINESSES 


Subtitle A—Provisions Relating to 
Individuals 


SEC. 1201. BASIC STANDARD DEDUCTION AND MINIMUM TAX EXEMP- 
TION AMOUNT FOR CERTAIN DEPENDENTS. 


(a) BASIC STANDARD DEDUCTION.— 

(1) IN GENERAL.—Paragraph (5) of section 63(c) (relating 
to limitation on basic standard deduction in the case of certain 
dependents) is amended by striking “shall not exceed” and 
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26 USC 59 note 


26 USC 6654 
note 


all that follows and inserting “shall not exceed the greater 
of— 


“( A) $500. or 
“(B) the sum of $250 and such individual’s earned 
income.”. 


(2) CONFORMING AMENDMENT.—Paragraph (4) of section 
63(c) is amended— 

(A) by striking “(5)(A)” in the material preceding 
subparagraph (A) and inserting “(5)”, and 

(B) by striking “by substituting” and all that follows 
in subparagraph (B) and inserting “by substituting for ‘cal- 
endar year 1992’ in subparagraph (B) thereof— 

“(i) ‘calendar year 1987’ in the case of the dollar 
amounts contained in paragraph (2) or (5)(A) or sub- 
section (f), and 

“(ii) ‘calendar year 1997’ in the case of the dollar 
amount contained in paragraph (5)(B).”. 

(b) MINIMUM TAX EXEMPTION AMOUNT.— 

(1) IN GENERAL.—Subsection (j) of section 59 is amended 
to read as follows: 

“(j) TREATMENT OF UNEARNED INCOME OF MINOR CHILDREN.— 

“(1) IN GENERAL.—In the case of a child to whom section 
l(g) applies, the exemption amount for purposes of section 
55 shall not exceed the sum of— 

“(A) such child’s earned income (as defined in section 

911(d)(2)) for the taxable year, plus 

“(B) $5,000. 

“(2) INFLATION ADJUSTMENT.—In the case of any taxable 
year beginning in a calendar year after 1998, the dollar amount 
in paragraph (1)(B) shall be increased by an amount equal 
to the product of— 

“(A) such dollar amount, and 
“(B) the cost-of-living adjustment determined under 
section 1(f(3) for the calendar year in which the taxable 

year begins, determined by substituting ‘1997’ for ‘1992’ 

in subparagraph (B) thereof. 

If any increase determined under the preceding sentence is 
not a multiple of $50, such increase shall be rounded to the 
nearest multiple of $50.”. 

(2) CONFORMING AMENDMENT.—Clause (iv) of section 
6103(e)(1)A) is amended by striking “or 59(j)”. 

(c) EFFECTIVE DATE.—The amendments made by this section 
shall apply to taxable years beginning after December 31, 1997. 


SEC. 1202. INCREASE IN AMOUNT OF TAX EXEMPT FROM ESTIMATED 
TAX REQUIREMENTS. 


(a) IN GENERAL.—Paragraph (1) of section 6654(e) (relating 
to exception where tax is small amount) is amended by striking 
“$500” and inserting “$1,000”. 

(b) EFFECTIVE DATE.—The amendments made by this section 
shall apply to taxable years beginning after December 31, 1997. 


SEC. 1203. TREATMENT OF CERTAIN REIMBURSED EXPENSES OF 
RURAL MAIL CARRIERS. 


(a) IN GENERAL.—Section 162 (relating to trade or business 
expenses) is amended by redesignating subsection (0) as subsection 
(p) and by inserting after subsection (n) the following new sub- 
section: 
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“(o) TREATMENT OF CERTAIN REIMBURSED EXPENSES OF RURAL 
MAIL CARRIERS.— 

“(1) GENERAL RULE.—In the case of any employee of the 

United States Postal Service who performs services involving 

the collection and delivery of mail on a rural route and who 

receives qualified reimbursements for the expenses incurred 
by such employee for the use of a vehicle in performing such 
services— 

“(A) the amount allowable as a deduction under this 
chapter for the use of a vehicle in performing such services 
shall be equal to the amount of such qualified reimburse- 

ments; and 
“(B) such qualified reimbursements shall be treated 
as paid under a reimbursement or other expense allowance 
arrangement for purposes of section 62(a)(2)(A) (and section 
62(c) shall not apply to such qualified reimbursements). 
“(2) DEFINITION OF QUALIFIED REIMBURSEMENTS.—For pur- 
poses of this subsection, the term ‘qualified reimbursements’ 
means the amounts paid by the United States Postal Service 
to employees as an equipment maintenance allowance under 
the 1991 collective bargaining agreement between the United 

States Postal Service and the National Rural Letter Carriers’ 

Association. Amounts paid as an equipment maintenance allow- 

ance by such Postal Service under later collective bargaining 

agreements that supersede the 1991 agreement shall be consid- 
ered qualified reimbursements if such amounts do not exceed 
the amounts that would have been paid under the 1991 agree- 
ment, adjusted for changes in the Consumer Price Index (as 

defined in section 1(f)(5)) since 1991.”. 

(b) TECHNICAL AMENDMENT.—Section 6008 of the Technical 
and Miscellaneous Revenue Act of 1988 is hereby repealed. 26 USC 162 note. 

(c) EFFECTIVE DATE.—The amendments made by this section 26 USC 162 note. 
shall apply to taxable years beginning after December 31, 1997. 


SEC. 1204. TREATMENT OF TRAVELING EXPENSES OF CERTAIN FED- 
ERAL EMPLOYEES ENGAGED IN CRIMINAL INVESTIGA- 
TIONS. 


(a) IN GENERAL.—Subsection (a) of section 162 is amended 
by adding at the end the following new sentence: “The preceding 
sentence shall not apply to any Federal employee during any period 
for which such employee is certified by the Attorney General (or 
the designee thereof) as traveling on behalf of the United States 
in temporary duty status to investigate, or provide support services 
for the investigation of, a Federal crime.”. 
(b) EFFECTIVE DATE.—The amendment made by subsection (a) 26 USC 162 note. 
shall apply to amounts paid or incurred with respect to taxable 
years ending after the date of the enactment of this Act. 


SEC. 1205. PAYMENT OF TAX BY COMMERCIALLY ACCEPTABLE MEANS. 
(a) GENERAL RULE.—Section 6311 is amended to read as follows: 


“SEC. 6311. PAYMENT OF TAX BY COMMERCIALLY ACCEPTABLE MEANS. 


“(a) AUTHORITY TO RECEIVE.—It shall be lawful for the Sec- 
retary to receive for internal revenue taxes (or in payment for 
internal revenue stamps) any commercially acceptable means that 
the Secretary deems appropriate to the extent and under the condi- 
tions provided in regulations prescribed by the Secretary. 
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“(b) ULTIMATE LIABILITY.—If a check, money order, or other 
method of payment, including payment by credit card, debit card, 
or charge card so received is not duly paid, or is paid and subse- 

uently charged back to the Secretary, the person by whom such 

check, or money order, or other method of payment has been ten- 
dered shall remain liable for the payment of the tax or for the 
stamps, and for all legal penalties and additions, to the same 
extent as if such check, money order, or other method of payment 
had not been tendered. 

“(c) LIABILITY OF BANKS AND OTHERS.—If any certified, treasur- 
er’s, or cashier’s check (or other guaranteed draft), or any money 
order, or any other means of payment that has been guaranteed 
by a financial institution (such as a credit card, debit card, or 
charge card transaction which has been guaranteed expressly by 
a financial institution) so received is not duly paid, the United 
States shall, in addition to its right to exact payment from the 
party originally indebted therefor, have a lien for— 

“(1) the amount of such check (or draft) upon all assets 
of the financial institution on which drawn, 

“(2) the amount of such money order upon all the assets 
of the issuer thereof, or 

“(3) the guaranteed amount of any other transaction upon 
all the assets of the institution making such guarantee, 

and such amount shall be paid out of such assets in preference 
to any other claims whatsoever against such financial institution, 
issuer, or guaranteeing institution, except the necessary costs and 
expenses of administration and the reimbursement of the United 
States for the amount expended in the redemption of the circulating 
notes of such financial institution. 

“(d) PAYMENT BY OTHER MEANS.— 

“(1) AUTHORITY TO PRESCRIBE REGULATIONS.—The Sec- 
retary shall prescribe such regulations as the Secretary deems 
necessary to receive payment by commercially acceptable 
means, including regulations that— 

“(A) specify which methods of payment by commercially 
acceptable means will be acceptable, 

“(B) specify when payment by such means will be 
considered received, 

“(C) identify types of nontax matters related to pay- 
ment by such means that are to be resolved by persons 
ultimately liable for payment and financial intermediaries, 
without the involvement of the Secretary, and 

“(D) ensure that tax matters will be resolved by the 
Secretary, without the involvement of financial 
intermediaries. 

“(2) AUTHORITY TO ENTER INTO CONTRACTS.—Notwithstand- 
ing section 3718(f) of title 31, United States Code, the Secretary 
is authorized to enter into contracts to obtain services related 
to receiving payment by other means where cost beneficial 
to the Government. The Secretary may not pay any fee or 
provide any other consideration under such contracts. 

“(3) SPECIAL PROVISIONS FOR USE OF CREDIT CARDS.—If 
use of credit cards is accepted as a method of payment of 
taxes pursuant to subsection (a)— 

“(A) a payment of internal revenue taxes (or a payment 
for internal revenue stamps) by a person by use of a credit 
card shall not be subject to section 161 of the Truth in 
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Lending Act (15 U.S.C. 1666), or to any similar provisions 
of State law, if the error alleged by the person is an 
error relating to the underlying tax liability, rather than 

an error relating to the credit card account such as a 

computational error or numerical transposition in the credit 

card transaction or an issue as to whether the person 
authorized payment by use of the credit card, 

“(B) a payment of internal revenue taxes (or a payment 
for internal revenue stamps) shall not be subject to section 
170 of the Truth in Lending Act (15 U.S.C. 1666i), or 
to any similar provisions of State law, 

“(C) a payment of internal revenue taxes (or a payment 
for internal revenue stamps) by a person by use of a debit 
card shall not be subject to section 908 of the Electronic 
Fund Transfer Act (15 U.S.C. 1693f), or to any similar 
provisions of State law, if the error alleged by the person 
is an error relating to the underlying tax liability, rather 
than an error relating to the debit card account such as 
a computational error or numerical transposition in the 
debit card transaction or an issue as to whether the person 
authorized payment by use of the debit card, 

“(D) the term ‘creditor’ under section 103(f) of the 
Truth in Lending Act (15 U.S.C. 1602(f)) shall not include 
the Secretary with respect to credit card transactions in 
payment of internal revenue taxes (or payment for internal 
revenue stamps), and 

“(E) notwithstanding any other provision of law to 
the contrary, in the case of payment made by credit card 
or debit card transaction of an amount owed to a person 
as the result of the correction of an error under section 
161 of the Truth in Lending Act (15 U.S.C. 1666) or section 
908 of the Electronic Fund Transfer Act (15 U.S.C. 1693f), 
the Secretary is authorized to provide such amount to 
such person as a credit to that person’s credit card or 
debit card account through the applicable credit card or 
debit card system. 

“(e) CONFIDENTIALITY OF INFORMATION.— 

“(1) IN GENERAL.—Except as otherwise authorized by this 
subsection, no person may use or disclose any information 
relating to credit or debit card transactions obtained pursuant 
to section 6103(k)(8) other than for purposes directly related 
to the processing of such transactions, or the billing or collection 
of amounts charged or debited pursuant thereto. 

“(2) EXCEPTIONS.— 

“(A) Debit or credit card issuers or others acting on 
behalf of such issuers may also use and disclose such 
information for purposes directly related to servicing an 
issuer’s accounts. 

“(B) Debit or credit card issuers or others directly 
involved in the processing of credit or debit card trans- 
actions or the billing or collection of amounts charged or 
debited thereto may also use and disclose such information 
for purposes directly related to— 

“(i) statistical risk and profitability assessment; 

“(ii) transferring receivables, accounts, or interest 
therein; 

“(iii) auditing the account information; 
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“(iv) complying with Federal, State, or local law; 
and 

“(v) properly authorized civil, criminal, or regu- 
latory investigation by Federal, State, or local authori- 
ties. 

“(3) PROCEDURES.—Use and disclosure of information under 
this paragraph shall be made only to the extent authorized 
by written procedures promulgated by the Secretary. 

“(4) CROSS REFERENCE.— 

“For provision providing for civil damages for violation of para- 

graph (1), see section 7431.”. 
(b) CLERICAL AMENDMENT.—The table of sections for subchapter 
B of chapter 64 is amended by striking the item relating to section 
6311 and inserting the following: 
“Sec. 6311. Payment of tax by commercially acceptable means.” 


(c) AMENDMENTS TO SECTIONS 6103 AND 7431 WITH RESPECT 
TO DISCLOSURE AUTHORIZATION.— 

(1) Subsection (k) of section 6103 (relating to confidentiality 
and disclosure of returns and return information) is amended 
by adding at the end the following new paragraph: 

“(8) DIscLOSURE OF INFORMATION TO ADMINISTER SECTION 
6311.—The Secretary may disclose returns or return information 
to financial institutions and others to the extent the Secretary 
deems necessary for the administration of section 6311. Disclo- 
sures of information for purposes other than to accept payments 
by checks or money orders shall be made only to the extent 
authorized by written procedures promulgated by the Sec- 
retary.”. 

(2) Section 7431 (relating to civil damages for unauthorized 
disclosure of returns and return information) is amended by 
adding at the end the following new subsection: 

“(g) SPECIAL RULE FOR INFORMATION OBTAINED UNDER SECTION 
6103(k\8).—For purposes of this section, any reference to section 
6103 shall be treated as including a reference to section 6311(e).”. 

(3) Section 6103(pX3XA) is amended by striking “or (6)” 
and inserting “(6), or (8)”. 


26 USC 6103 (d) EFFECTIVE DATE.—The amendments made by this section 
note shall take effect on the day 9 months after the date of the enactment 
of this Act. 


Subtitle B—Provisions Relating to 
Businesses Generally 


SEC. 1211. MODIFICATIONS TO LOOK-BACK METHOD FOR LONG-TERM 
CONTRACTS. 


(a) LOOK-BACK METHOD Not To APPLY IN CERTAIN CASES.— 
Subsection (b) of section 460 (relating to percentage of completion 
— is amended by adding at the end the following new para- 
graph: 

“(6) ELECTION TO HAVE LOOK-BACK METHOD NOT APPLY IN 

DE MINIMIS CASES.— 

“(A) AMOUNTS TAKEN INTO ACCOUNT AFTER COMPLETION 
OF eae (1XB) shall not apply with 
respect to any taxable year (beginning after the taxable 
year in which the contract is completed) if— 
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“(i) the cumulative taxable income (or loss) under 
the contract as of the close of such taxable year, is 
within 

“(ii) 10 percent of the cumulative look-back taxable 
income (or loss) under the contract as of the close 
of the most recent taxable year to which paragraph 
(1B) applied (or would have applied but for subpara- 
graph (B)). 

“(B) DE MINIMIS DISCREPANCIES.—Paragraph (1)(B) 
shall not apply in any case to which it would otherwise 
apply if— 

“(i) the cumulative taxable income (or loss) under 
the contract as of the close of each prior contract year, 
is within 

“(ii) 10 percent of the cumulative look-back income 
(or loss) under the contract as of the close of such 
prior contract year. 

“(C) DEFINITIONS.—For purposes of this paragraph— 

“(i) CONTRACT YEAR.—The term ‘contract year’ 
means any taxable year for which income is taken 
into account under the contract. 

“(ii) LOOK-BACK INCOME OR LOSS.—The look-back 
income (or loss) is the amount which would be the 
taxable income (or loss) under the contract if the alloca- 
tion method set forth in paragraph (2)(A) were used 
in determining taxable income. 

“(iii) DISCOUNTING NOT APPLICABLE.—The amounts 
taken into account after the completion of the contract 
shall be determined without regard to any discounting 
under the 2nd sentence of paragraph (2). 

“(D) CONTRACTS TO WHICH PARAGRAPH APPLIES.—This 
paragraph shall only apply if the taxpayer makes an elec- 
tion under this subparagraph. Unless revoked with the 
consent of the Secretary, such an election shall apply to 
all long-term contracts completed during the taxable year 
for which election is made or during any subsequent taxable 
year.”. 

(b) MODIFICATION OF INTEREST RATE.— 

(1) IN GENERAL.—Subparagraph (C) of section 460(b)(2) 
is amended by striking “the overpayment rate established by 
section 6621” and inserting “the adjusted overpayment rate 
(as defined in paragraph (7))”. 

(2) ADJUSTED OVERPAYMENT RATE.—Subsection (b) of sec- 
tion 460 is amended by adding at the end the following new 
paragraph: 

“(7) ADJUSTED OVERPAYMENT RATE.— 

“(A) IN GENERAL.—The adjusted overpayment rate for 
any interest accrual period is the overpayment rate in 
effect under section 6621 for the calendar quarter in which 
such interest accrual period begins. 

“(B) INTEREST ACCRUAL PERIOD.—For purposes of 
subparagraph (A), the term ‘interest accrual period’ means 
the period— 

“(i) beginning on the day after the return due 
date for any taxable year of the taxpayer, and 

“(ii) ending on the return due date for the following 
taxable year. 
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For purposes of the preceding sentence, the term ‘return 
due date’ means the date prescribed for filing the return 
of the tax imposed by this chapter (determined without 
regard to extensions).” 

c) EFFECTIVE DATE.— 

(1) IN GENERAL.—Except as provided in paragraph (2), the 
amendments made by this section shall apply to contracts 
completed in taxable years ending after the date of the enact- 
ment of this Act. 

(2) SUBSECTION (b).—The amendments made by subsection 
(b) shall apply for purposes of section 167(g) of the Internal 
Revenue Code of 1986 to property placed in service after 
September 13, 1995. 


SEC. 1212. MINIMUM TAX TREATMENT OF CERTAIN PROPERTY AND 
CASUALTY INSURANCE COMPANIES. 

a) IN GENERAL.—Clause (i) of section 56(g)(4)(B) (relating to 
inclusion of items included for purposes of computing earnings 
and profits) is amended by adding at the end the following new 
sentence: “In the case of any insurance company taxable under 
section 831(b), this clause shall not apply to any amount not 
described in section 834(b).” 

(b) EFFECTIVE DATE.—The amendment made by subsection (a) 
shall apply to taxable years beginning after December 31, 1997. 


SEC. 1213. QUALIFIED LESSEE CONSTRUCTION ALLOWANCES FOR 
SHORT-TERM LEASES. 


(a) IN GENERAL.—Part III of subchapter B of chapter 1 is 
amended by inserting after section 109 the following new section: 


“SEC. 110. QUALIFIED LESSEE CONSTRUCTION ALLOWANCES FOR 
SHORT-TERM LEASES. 


“(a) IN GENERAL.—Gross income of a lessee does not include 
any amount received in cash (or treated as a rent reduction) by 
a lessee from a lessor— 

“(1) under a short-term lease of retail space, and 

“(2) for the purpose of such lessee’s constructing or improv- 
ing qualified long-term real property for use in such lessee’s 
trade or business at such satel space, 

but only to the extent that such amount does not exceed the 
amount expended by the lessee for such construction or improve- 
ment. 

“(b) CONSISTENT TREATMENT BY LESSOR.—Qualified long-term 
real property constructed or improved in connection with any 
amount excluded from a lessee’s income by reason of subsection 
(a) shall be treated as nonresidential real property of the lessor 
(including for purposes of section 168(i)(8)B)). 

“(c) DEFINITIONS.—For purposes of this section— 

“(1) QUALIFIED LONG-TERM REAL PROPERTY.—The term 
‘qualified long-term real property’ means nonresidential real 
property which is part of, or otherwise present at, the retail 
space referred to in subsection (a) and which reverts to the 

lessor at the termination of the lease. 

“(2) SHORT-TERM LEASE.—The term ‘short-term lease’ 
means a lease (or other agreement for occupancy or use) of 
retail space for 15 years or less (as determined under the 
rules of section 168(i)(3)). 
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“(3) RETAIL SPACE.—The term ‘retail space’ means real 
property leased, occupied, or otherwise used by a lessee in 
its trade or business of selling tangible personal property or 
services to the general public. 

“(d) INFORMATION REQUIRED TO BE FURNISHED TO SEC- Regulations. 
RETARY.—Under regulations, the lessee and lessor described in sub- 
section (a) shall, at such times and in such manner as may be 
provided in such regulations, furnish to the Secretary— 

“(1) information concerning the amounts received (or treat- 
ed as a rent reduction) and expended as described in subsection 
(a), and 

“(2) any other information which the Secretary deems nec- 
essary to carry out the provisions of this section.”. 

(b) TREATMENT AS INFORMATION RETURN.—Subparagraph (A) 
of section 6724(d)(1A) is amended by striking “or” at the end 
of clause (vii), by adding “or” at the end of clause (viii), and by 
adding at the end the following new clause: 

“(ix) section 110(d) (relating to qualified lessee 
construction allowances for short-term leases),”. 

(c) CROSS REFERENCE.—Paragraph (8) of section 168(i) (relating 
to treatment of leasehold improvements) is amended by adding 
at the end the following new subparagraph: 

“(C) CROSS REFERENCE.— 
“For treatment of qualified long-term real property constructed 


or improved in connection with cash or rent reduction from lessor 
to lessee, see section 110(b).”. 


(d) CLERICAL AMENDMENT.—The table of sections for part III 
of subchapter B of chapter 1 is amended by inserting after the 
item relating to section 109 the following new item: 


“Sec. 110. Qualified lessee construction allowances for short-term leases.” 
(e) EFFECTIVE DATE.—The amendments made by this section 26 USC 110 note. 


shall apply to leases entered into after the date of the enactment 
of this Act. 


Subtitle C—Simplification Relating to 
Electing Large Partnerships 


PART I—GENERAL PROVISIONS 


SEC. 1221. SIMPLIFIED FLOW-THROUGH FOR ELECTING LARGE PART- 
NERSHIPS. 


(a) GENERAL RULE.—Subchapter K (relating to pee and 
partnerships) is amended by adding at the end the following new 
part: 


“PART IV—SPECIAL RULES FOR ELECTING 
LARGE PARTNERSHIPS 


“Sec. 771. Application of subchapter to electing large partnerships. 
“Sec. 772. Simplified flow-through. 

“Sec. 773. Computations at partnership level. 

“Sec. 774. Other modifications. 

“Sec. 775. Electing large partnership defined. 

“Sec. 776. Special rules for partnerships holding oil and gas properties. 
“Sec. 777. Regulations. 
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Applicability 


“SEC. 771. APPLICATION OF SUBCHAPTER TO ELECTING LARGE PART- 
NERSHIPS. 


“The preceding provisions of this subchapter to the extent 
inconsistent with the provisions of this part shall not apply to 
an electing large partnership and its partners. 


“SEC. 772. SIMPLIFIED FLOW-THROUGH. 


“(a) GENERAL RULE.—In determining the income tax of a part- 
ner of an electing large partnership, such partner shall take into 
account separately such partner’s distributive share of the partner- 
ship’s— 

“(1) taxable income or loss from passive loss limitation 
activities, 
“(2) taxable income or loss from other activities, 
“(3) net capital gain (or net capital loss)— 
“(A) to the extent allocable to passive loss limitation 
activities, and 
“(B) to the extent allocable to other activities, 
“(4) tax-exempt interest, 
“(5) applicable net AMT adjustment separately computed 


for— 
“(A) passive loss limitation activities, and 
“(B) other activities, 
“(6) general credits, 
“(7) low-income housing credit determined under section 
42, 


“(8) rehabilitation credit determined under section 47, 
“(9) foreign income taxes, 
“(10) the credit allowable under section 29, and 
“(11) other items to the extent that the Secretary deter- 
mines that the separate treatment of such items is appropriate. 
“(b) SEPARATE COMPUTATIONS.—In determining the amounts 
required under subsection (a) to be separately taken into account 
by any partner, this section and section 773 shall be applied sepa- 
rately with respect to such partner by taking into account such 
partner’s distributive share of the items of income, gain, loss, deduc- 
tion, or credit of the partnership. 

“(c) TREATMENT AT PARTNER LEVEL.— 

“(1) IN GENERAL.—Except as provided in this subsection, 
rules similar to the rules of section 702(b) shall apply to any 
partner’s distributive share of the amounts referred to in sub- 
section (a). 

“(2) INCOME OR LOSS FROM PASSIVE LOSS LIMITATION ACTIVI- 
TIES.—For purposes of this chapter, any partner’s distributive 
share of any income or loss described in subsection (a)(1) shall 
be treated as an item of income or loss (as the case may 
be) from the conduct of a trade or business which is a single 
passive activity (as defined in section 469). A similar rule 
shall apply to a partner’s distributive share of amounts referred 
to in paragraphs (3)(A) and (5)(A) of subsection (a). 

“(3) INCOME OR LOSS FROM OTHER ACTIVITIES.— 

“(A) IN GENERAL.—For purposes of this chapter, any 
partner’s distributive share of any income or loss described 
in subsection (a2) shall be treated as an item of income 
or expense (as the case may be) with respect to property 
held for investment. 
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“(B) DEDUCTIONS FOR LOSS NOT SUBJECT TO SECTION 
67.—The deduction under section 212 for any loss described 
in subparagraph (A) shall not be treated as a miscellaneous 
itemized deduction for purposes of section 67. 

“(4) TREATMENT OF NET CAPITAL GAIN OR LOSS.—For pur- 
poses of this chapter, any partner’s distributive share of any 
gain or loss described in subsection (a)(3) shall be treated 
as a long-term capital gain or loss, as the case may be. 

“(5) MINIMUM TAX TREATMENT.—In determining the alter- 
native minimum taxable income of any partner, such partner’s 
distributive share of any applicable net AMT adjustment shall 
be taken into account in lieu of making the separate adjust- 
ments provided in sections 56, 57, and 58 with respect to 
the items of the partnership. Except as provided in regulations, 
the applicable net AMT adjustment shall be treated, for pur- 
poses of section 53, as an adjustment or item of tax preference 
not specified in section 53(d)(1)(B)(ii). 

“(6) GENERAL CREDITS.—A partner’s distributive share of 
the amount referred to in paragraph (6) of subsection (a) shall 
be taken into account as a current year business credit. 

“(d) OPERATING RULES.—For purposes of this section— 

“(1) PASSIVE LOSS LIMITATION ACTIVITY.—The term ‘passive 
loss limitation activity means— 

“(A) any activity which involves the conduct of a trade 
or business, and 

“(B) any rental activity. 

For purposes of the preceding sentence, the term ‘trade or 
business’ includes any activity treated as a trade or business 
under paragraph (5) or (6) of section 469(c). 

“(2) TAX-EXEMPT INTEREST.—The term ‘tax-exempt interest’ 
means interest excludable from gross income under section 
103. 

“(3) APPLICABLE NET AMT ADJUSTMENT.— 

“(A) IN GENERAL.—The applicable net AMT adjustment 
is— 

“(i) with respect to taxpayers other than corpora- 
tions, the net adjustment determined by using the 
adjustments applicable to individuals, and 

“(ii) with respect to corporations, the net adjust- 
ment determined by using the adjustments applicable 
to corporations. 

“(B) NET ADJUSTMENT.—The term ‘net adjustment’ 
means the net adjustment in the items attributable to 

assive loss activities or other activities (as the case may 
e) which would result if such items were determined with 

the adjustments of sections 56, 57, and 58. 

“(4) TREATMENT OF CERTAIN SEPARATELY STATED ITEMS.— 

“(A) EXCLUSION FOR CERTAIN PURPOSES.—In determin- 
ing the amounts referred to in paragraphs (1) and (2) 
of subsection (a), any net capital gain or net capital loss 
(as the case may be), and any item referred to in subsection 
(a)(11), shall be excluded. 

“(B) ALLOCATION RULES.—The net capital gain shall 
be treated— 

“(i) as allocable to passive loss limitation activities 
to the extent the net capital gain does not exceed 
the net capital gain determined by only taking into 
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Applicability 


Applicability 


account gains and losses from sales and exchanges 

of property used in connection with such activities, 

and 
“(ii) as allocable to other activities to the extent 
such gain exceeds the amount allocated under clause 

(i). 

A similar rule shall apply for purposes of allocating any 

net capital loss. 

“(C) NET CAPITAL LOSS.—The term ‘net capital loss’ 
means the excess of the losses from sales or exchanges 
of capital assets over the gains from sales or exchange 
of capital assets. 

“(5) GENERAL CREDITS.—The term ‘general credits’ means 
any credit other than the low-income housing credit, the 
rehabilitation credit, the foreign tax credit, and the credit allow- 
able under section 29. 

“(6) FOREIGN INCOME TAXES.—The term ‘foreign income 
taxes’ means taxes described in section 901 which are paid 
or accrued to foreign countries and to possessions of the United 
States. 

“(e) SPECIAL RULE FOR UNRELATED BUSINESS TAx.—lIn the case 
of a partner which is an organization subject to tax under section 
511, such partner’s distributive share of any items shall be taken 
into account separately to the extent necessary to comply with 
the provisions of section 512(c)(1). 

“(f) SPECIAL RULES FOR APPLYING PASSIVE Loss LIMITATIONS.— 
If any person holds an interest in an electing large partnership 
other than as a limited partner— 

“(1) paragraph (2) of subsection (c) shall not apply to such 
partner, and 

“(2) such partner’s distributive share of the partnership 
items allocable to passive loss limitation activities shall be 
taken into account separately to the extent necessary to comply 
with the provisions of section 469. 

The preceding sentence shall not apply to any items allocable to 
an interest held as a limited partner. 


“SEC. 773. COMPUTATIONS AT PARTNERSHIP LEVEL. 


“(a) GENERAL RULE.— 

“(1) TAXABLE INCOME.—The taxable income of an electing 
large partnership shall be computed in the same manner as 
in the case of an individual except that— 

“(A) the items described in section 772(a) shall be 
separately stated, and 
“(B) the modifications of subsection (b) shall apply. 

“(2) ELECTIONS.—AIll elections affecting the computation 
of the taxable income of an electing large partnership or the 
computation of any credit of an electing large partnership shall 
be made by the partnership; except that the election under 
section 901, and any election under section 108, shall be made 
by each partner separately. 

“(3) LIMITATIONS, ETC.— 

“(A) IN GENERAL.—Except as provided in subparagraph 

(B), all limitations and other provisions affecting the com- 

putation of the taxable income of an electing large partner- 

ship or the computation of any credit of an electing large 
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partnership shall be applied at the partnership level (and 

not at the partner level). 

“(B) CERTAIN LIMITATIONS APPLIED AT PARTNER 
LEVEL.—The following provisions shall be applied at the 
partner level (and not at the partnership level): 

“(i) Section 68 (relating to overall limitation on 
itemized deductions). 

“(ii) Sections 49 and 465 (relating to at risk limita- 
tions). 

“(iii) Section 469 (relating to limitation on passive 
activity losses and credits). 

“(iv) Any other provision specified in regulations. 

“(4) COORDINATION WITH OTHER PROVISIONS.—Paragraphs Applicability 
(2) and (3) shall apply notwithstanding any other provision 
of this chapter other than this part. 

“(b) MODIFICATIONS TO DETERMINATION OF TAXABLE INCOME.— 
In determining the taxable income of an electing large partnership— 

“(1) CERTAIN DEDUCTIONS NOT ALLOWED.—The following 
deductions shall not be allowed: 

“(A) The deduction for personal exemptions provided 
in section 151. 

“(B) The net operating loss deduction provided in sec- 
tion 172. 

“(C) The additional itemized deductions for individuals 
provided in part VII of subchapter B (other than section 
212 thereof). 

“(2) CHARITABLE DEDUCTIONS.—In determining the amount 
allowable under section 170, the limitation of section 170(b)(2) 
shall apply. 

“(3) COORDINATION WITH SECTION 67.—In lieu of applying 
section 67, 70 percent of the amount of the miscellaneous 
itemized deductions shall be disallowed. 

“(c) SPECIAL RULES FOR INCOME FROM DISCHARGE OF INDEBTED- 
NESS.—If an electing large partnership has income from the dis- 
charge of any indebtedness— 

“(1) such income shall be excluded in determining the 
amounts referred to in section 772(a), and 

“(2) in determining the income tax of any partner of such 
partnership— 

“(A) such income shall be treated as an item required 
to = separately taken into account under section 772(a), 
an 

“(B) the provisions of section 108 shall be applied with- 
out regard to this part. 


“SEC. 774. OTHER MODIFICATIONS. 


“(a) TREATMENT OF CERTAIN OPTIONAL ADJUSTMENTS, ETC.— 
In the case of an electing large partnership— , 
“(1) computations under section 773 shall be made without 
regard to any adjustment under section 743(b) or 108(b), but 
“(2) a partner’s distributive share of any amount referred 
to in section 772(a) shall be appropriately adjusted to take 
into account any adjustment under section 743(b) or 108(b) 
with respect to such partner. 
“(b) CREDIT RECAPTURE DETERMINED AT PARTNERSHIP LEVEL.— 
“(1) IN GENERAL.—In the case of an electing large partner- 
ship— 
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“(A) any credit recapture shall be taken into account 
by the partnership, and 

“( B) the amount of such recapture shall be determined 
as if the credit with respect to which the recapture is 
made had been fully utilized to reduce tax. 

“(2) METHOD OF TAKING RECAPTURE INTO ACCOUNT.—An 
electing large partnership shall take into account a credit recap- 
ture by reducing the amount of the appropriate current year 
credit to the extent thereof, and if such recapture exceeds 
the amount of such current year credit, the partnership shall 
be liable to pay such excess. 

“(3) DISPOSITIONS NOT TO TRIGGER RECAPTURE.—No credit 
recapture shall be required by reason of any transfer of an 
interest in an electing large partnership. 

“(4) CREDIT RECAPTURE.—For purposes of this subsection, 
the term ‘credit recapture’ means any increase in tax under 
section 42(j) or 50(a). 

“(c) PARTNERSHIP NOT TERMINATED BY REASON OF CHANGE 
IN OWNERSHIP.—Subparagraph (B) of section 708(b)(1) shall not 
apply to an electing large partnership. 

“(d) PARTNERSHIP ENTITLED TO CERTAIN CREDITS.—The follow- 
ing shall be allowed to an electing large partnership and shall 
not be taken into account by the partners of such partnership: 

“(1) The credit provided by section 34. 

“(2) Any credit or refund under section 852(b\3)(D). 

“(e) TREATMENT OF REMIC RESIDUALS.—For purposes of apply- 
ing section 860E(eX6) to any electing large partnership— 

“(1) all interests in such partnership shall be treated as 
held by disqualified organizations, 

“(2) in lieu of applying subparagraph (C) of section 
860E(e\(6), the amount subject to tax under section 860E(e)(6) 
— be excluded from the gross income of such partnership, 
an 

“(3) subparagraph (D) of section 860E(e)6) shall not apply. 
“(f) SPECIAL RULES FOR APPLYING CERTAIN INSTALLMENT SALE 

RULES.—In the case of an electing large partnershi 

“(1) the provisions of sections 453(1(3) and 453A shall 
be = at the partnership level, and 

“(2) in determining the amount of interest payable under 
such sections, such partnership shall be treated as subject 
to tax under this chapter at the highest rate of tax in effect 
under section 1 or 11. 


“SEC. 775. ELECTING LARGE PARTNERSHIP DEFINED. 
“(a) GENERAL RULE.—For purposes of this part— 


“(1) IN GENERAL.—The term ‘electing large partnership’ 
means, with respect to any partnership taxable year, any part- 
nership if— 


“(A) the number of persons who were partners in such 
partnership in the preceding partnership taxable year 
equaled or exceeded 100, and 

“(B) such partnership elects the application of this 

art. 
To the extent provided in regulations, a partnership shall cease 
to be treated as an electing large partnership for any partner- 
ship taxable year if in such taxable year fewer than 100 persons 
were partners in such partnership. 
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“(2) ELECTION.—The election under this subsection shall Applicability. 
apply to the taxable year for which made and all subsequent 
taxable years unless revoked with the consent of the Secretary. 
“(b) SPECIAL RULES FOR CERTAIN SERVICE PARTNERSHIPS.— 

“(1) CERTAIN PARTNERS NOT COUNTED.—For purposes of 
this section, the term ‘partner’ does not include any individual 
performing substantial services in connection with the activities 
of the partnership and holding an interest in such partnership, 
or an individual who formerly performed substantial services 
in connection with such activities and who held an interest 
in such partnership at the time the individual performed such 
services. 

“(2) EXCLUSION.—For purposes of this part, an election 
under subsection (a) shall not be effective with respect to any 
partnership if substantially all the partners of such partner- 
ship— 

“(A) are individuals performing substantial services 
in connection with the activities of such partnership or 
are personal service corporations (as defined in section 
269A(b)) the owner-employees (as defined in section 
269A(b)) of which perform such substantial services, 

“(B) are retired partners who had performed such 
substantial services, or 

“(C) are spouses of partners who are performing (or 
had previously performed) such substantial services. 

“(3) SPECIAL RULE FOR LOWER TIER PARTNERSHIPS.—For 
purposes of this subsection, the activities of a partnership shall 
include the activities of any other partnership in which the 
partnership owns directly an interest in the capital and profits 
of at least 80 percent. 

“(c) EXCLUSION OF COMMODITY POOLS.—For purposes of this 
part, an election under subsection (a) shall not be effective with 
respect to any partnership the principal activity of which is the 
buying and selling of commodities (not described in section 1221(1)), 
or options, futures, or forwards with respect to such commodities. 

“(d) SECRETARY MAY RELY ON TREATMENT ON RETURN.—If, 
on the partnership return of any partnership, such partnershi 
is treated as an electing large partnership, such treatment shall 
be binding on such partnership and all partners of such partnership 
but not on the Secretary. 


“SEC. 776. SPECIAL RULES FOR PARTNERSHIPS HOLDING OIL AND 
GAS PROPERTIES. 


“(a) COMPUTATION OF PERCENTAGE DEPLETION.—In the case 
: an electing large partnership, except as provided in subsection 
(b)— 

“(1) the allowance for depletion under section 611 with 
respect to any partnership oil or gas property shall be computed 
at the partnership level without regard to any provision of 
section 613A requiring such allowance to be computed sepa- 
rately by each partner, 

“(2) such allowance shall be determined without regard 
to the provisions of section 613A(c) limiting the amount of 
production for which percentage depletion is allowable and 
without regard to paragraph (1) of section 613A(d), and 

“(3) paragraph (3) of section 705(a) shall not apply. 

“(b) TREATMENT OF CERTAIN PARTNERS.— 
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“(1) IN GENERAL.—In the case of a disqualified person, 
the treatment under this chapter of such person’s distributive 
share of any item of income, gain, loss, deduction, or credit 
attributable to any partnership oil or gas property shall be 
determined without regard to this part. Such person's distribu- 
tive share of any such items shall be excluded for purposes 
of making determinations under sections 772 and 773. 

“(2) DISQUALIFIED PERSON.—For purposes of paragraph (1), 
the term ‘disqualified person’ means, with respect to any part- 
nership taxable year— 

“(A) any person referred to in paragraph (2) or (4) 
of section 613A(d) for such person’s taxable year in which 
such partnership taxable year ends, and 

“(B) any other person if such person’s average daily 
production of domestic crude oil and natural gas for such 
person’s taxable year in which such partnership taxable 
year ends exceeds 500 barrels. 

“(3) AVERAGE DAILY PRODUCTION.—For purposes of para- 
graph (2), a person’s average daily production of domestic crude 
oil and natural gas for any canals year shall be computed 
as provided in section 613A(c)(2)— 

“(A) by taking into account all production of domestic 
crude oil and natural gas (including such person’s propor- 
tionate share of any production of a partnership), 

“(B) by treating 6,000 cubic feet of natural gas as 
a barrel of crude oil, and 

“(C) by treating as 1 person all persons treated as 
1 taxpayer under section 613A(c)\(8) or among whom alloca- 
tions are required under such section. 


“SEC. 777. REGULATIONS. 


“The Secretary shall prescribe such regulations as may be 
appropriate to carry out the purposes of this part.”. 
(b) CLERICAL AMENDMENT.—The table of parts for subchapter 
K of chapter 1 is amended by adding at the end the following 
new item: 
“Part IV. Special rules for electing large partnerships.” 


(c) EFFECTIVE DATE.—The amendments made by this section 


shall apply to partnership taxable years beginning after December 
31, 1997. 


SEC. 1222. SIMPLIFIED AUDIT PROCEDURES FOR ELECTING LARGE 
PARTNERSHIPS. 


(a) GENERAL RULE.—Chapter 63 is amended by adding at the 
end thereof the following new subchapter: 


“Subchapter D—Treatment of electing large partnerships 


“Part I. Treatment of pertonens items and adjustments. 
“Part II. Partnership level adjustments 
“Part III. Definitions and special rules 


“PART I—TREATMENT OF PARTNERSHIP 
ITEMS AND ADJUSTMENTS 


“Sec. 6240. Application of subchapter 
“Sec. 6241. Partner’s return must be consistent with partnership return. 
“Sec. 6242. Procedures for taking partnership adjustments into account. 
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“SEC. 6240. APPLICATION OF SUBCHAPTER. 


(a) GENERAL RULE.—This subchapter shall only apply to elect- 
ing large partnerships and partners in such partnerships. 

“(b) GooRDINATION WITH OTHER PARTNERSHIP AUDIT PROCE- 
DURES.— 

) IN GENERAL.—Subchapter C of this chapter shall not 
apply to any electing large partnership other than in its capac- 
ity as a partner in another partnership which is not an electing 
large partnership. 

“(2) TREATMENT WHERE PARTNER IN OTHER PARTNERSHIP.— 
If an electing large partnership is a partner in another partner- 
ship which is not an electing large partnership— 

“(A) subchapter C of this chapter shall apply to items 
of such electing large partnership which are partnership 
items with respect to such other partnership, but 

“(B) any adjustment under such subchapter C shall 
be taken into account in the manner provided by section 
6242. 


“SEC. 6241. PARTNER’S RETURN MUST BE CONSISTENT WITH PARTNER- 
SHIP RETURN. 


“(a) GENERAL RULE.—A partner of any electing large partner- 
ship shall, on the partner’s return, treat each partnership item 
attributable to such partnership in a manner which is consistent 
with the treatment of such partnership item on the partnership 
return. 

“(b) UNDERPAYMENT DUE TO INCONSISTENT TREATMENT 
ASSESSED AS MATH ERROR.—Any underpayment of tax by a partner 
by reason of failing to comply with the requirements of subsection 
(a) shall be assessed and collected in the same manner as if such 
underpayment were on account of a mathematical or clerical error 
———s on the partner’s return. Paragraph (2) of section 6213(b) 

all not apply to any assessment of an underpayment referred 
to in the bi’ Ae sentence. 

“(c) USTMENTS Not To AFFECT PRIOR YEAR OF PARTNERS.— 

“(1) IN GENERAL.—Except as provided in paragraph (2), 
subsections (a) and (b) shall apply without ieee any adjust- 

ment to the partnership item 5 he part II. 

“(2) CERTAIN CHANGES IN DISTRIBUTIVE SHARE TAKEN INTO 

ACCOUNT BY PARTNER.— 

“(A) IN GENERAL.—To the extent that any adjustment 
under part II involves a change under section 704 in a 
partner’s distributive share of the amount of any partner- 
ship item shown on the partnership return, such adjust- 
ment shall be taken into account in applying this title 
to such partner for the partner’s taxable year for which 
such item was required to be taken into account. 

“(B) COORDINATION WITH DEFICIENCY PROCEDURES.— 

“(i) IN GENERAL.—Subchapter B shall not apply 
to the assessment or collection of any underpayment 
of tax attributable to an adjustment referred to in 

subparagraph (A). 

“(ii) ADJUSTMENT NOT PRECLUDED.—Notwithstand- 
ing any other law or rule of law, nothing in subchapter 

B (or in any proceeding under subchapter B) shall 

preclude the assessment or collection of any underpay- 
ment of tax (or the allowance of any credit or refund 
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of any overpayment of tax) attributable to an adjust- 

ment referred to in subparagraph (A) and such assess- 

ment or collection or allowance (or any notice thereof) 
shall not preclude any notice, proceeding, or determina- 

tion under subchapter B. 

“(C) PERIOD OF LIMITATIONS.—The period for— 

“(i) assessing any underpayment of tax, or 
“(ii) filing a claim for credit or refund of any over- 
payment of tax, 
attributable to an adjustment referred to in subparagraph 
(A) shall not expire before the close of the period prescribed 
by section 6248 for making adjustments with respect to 
the partnership taxable year involved. 

“(D) TIERED STRUCTURES.—If the partner referred to 
in subparagraph (A) is another partnership or an S corpora- 
tion, the rules of this paragraph shall also apply to persons 
holding interests in such partnership or S corporation (as 
the case may be); except that, if such partner is an electing 
large partnership, the adjustment eed to in subpara- 
graph (A) shall a taken into account in the manner pro- 
vided by section 6242. 

“(d) ADDITION TO TAX FOR FAILURE TO COMPLY WITH SECTION.— 


“For addition to tax in case of partner’s disregard of require- 
ments of this section, see part II of subchapter A of chapter 68. 


“SEC. 6242. PROCEDURES FOR TAKING PARTNERSHIP ADJUSTMENTS 


INTO ACCOUNT. 
“(a) ADJUSTMENTS FLOW THROUGH TO PARTNERS FOR YEAR 


IN WHICH ADJUSTMENT TAKES EFFECT.— 


“(1) IN GENERAL.—If any partnership adjustment with 
respect to any partnership item takes effect (within the mean- 
ing of subsection (d)(2)) during any partnership taxable year 
and if an election under paragraph (2) does not apply to such 
adjustment, such adjustment shall be taken into account in 
determining the amount of such item for the partnership tax- 
able year in which such adjustment takes effect. In applying 
this title to any person who is (directly or indirectly) a partner 
in such partnership during such partnership taxable year, such 
adjustment shall be treated as an item actually arising during 
such taxable year. 

“(2) PARTNERSHIP LIABLE IN CERTAIN CASES.—If— 

“(A) a partnership elects under this paragraph to not 
take an adjustment into account under paragraph (1), 

“(B) a partnership does not make such an election 
but in filing its return for any partnership taxable year 
fails to take fully into account any partnership adjustment 
as required under paragraph (1), or 

“(C) any partnership adjustment involves a reduction 
in a credit which exceeds the amount of such credit deter- 
mined for the partnership taxable year in which the adjust- 
ment takes effect, 

the partnership shall pay to the Secretary an amount deter- 
mined by applying the rules of subsection (b)(4) to the adjust- 
ments not so taken into account and any excess referred to 
in subparagraph (C). 

“(3) OFFSETTING ADJUSTMENTS TAKEN INTO ACCOUNT.—If 
a partnership adjustment requires another adjustment in a 
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taxable year after the adjusted year and before the partnership 
taxable year in which such partnership adjustment takes effect, 
such other adjustment shall be taken into account under this 
subsection for the partnership taxable year in which such part- 
nership adjustment takes effect. 

“(4) COORDINATION WITH PART II.—Amounts taken into 
account under this subsection for any partnership taxable year 
shall continue to be treated as adjustments for the adjusted 
year for purposes of determining whether such amounts may 
be readjusted under part II. 

“(b) PARTNERSHIP LIABLE FOR INTEREST AND PENALTIES.— 

“(1) IN GENERAL.—If a partnership adjustment takes effect 
during any partnership taxable year and such adjustment 
results in an imputed underpayment for the adjusted year, 
the partnership— 

“(A) shall pay to the Secretary interest computed under 
paragraph (2), and 

“(B) shall be liable for any penalty, addition to tax, 
or additional amount as provided in paragraph (3). 

“(2) DETERMINATION OF AMOUNT OF INTEREST.—The 
interest computed under this paragraph with respect to any 
partnership adjustment is the interest which would be deter- 
mined under chapter 67— 

“(A) on the imputed underpayment determined under 
paragraph (4) with respect to such adjustment, 

“(B) for the period beginning on the day after the 
return due date for the adjusted year and ending on the 
return due date for the partnership taxable year in which 
such adjustment takes effect (or, if earlier, in the case 
of any adjustment to which subsection (a)(2) applies, the 
date on which the payment under subsection (a)(2) is 
made). 

Proper adjustments in the amount determined under the 
preceding sentence shall be made for adjustments required 
for partnership taxable years after the adjusted year and before 
the year in which the partnership adjustment takes effect by 
reason of such partnership adjustment. 

“(3) PENALTIES.—A partnership shall be liable for any pen- 
alty, addition to tax, or additional amount for which it would 
have been liable if such partnership had been an individual 
subject to tax under chapter 1 for the adjusted year and the 
imputed underpayment determined under paragraph (4) were 
an actual underpayment (or understatement) for such year. 

“(4) IMPUTED UNDERPAYMENT.—For purposes of this sub- 
section, the imputed underpayment determined under this 
paragraph with respect to any partnership adjustment is the 
underpayment (if any) which would result— 

“(A) by netting all adjustments to items of income, 
gain, loss, or deduction and by treating any net increase 
in income as an underpayment equal to the amount of 
such net increase multiplied by the highest rate of tax 
in effect under section 1 or 11 for the adjusted year, and 

“(B) by taking adjustments to credits into account as 
increases or decreases (whichever is appropriate) in the 
amount of tax. 
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For purposes of the preceding sentence, any net decrease in 
a loss shall be treated as an increase in income and a similar 
rule shall apply to a net increase in a loss. 

“(c) ADMINISTRATIVE PROVISIONS.— 

“(1) IN GENERAL.—Any payment required by subsection 
(aX2) or (bX 1X A)— 

“(A) shall be assessed and collected in the same manner 
as if it were a tax imposed by subtitle C, and 

“(B) shall be paid on or before the return due date 
for the partnership taxable year in which the partnership 
adjustment takes effect. 

“(2) INTEREST.—For purposes of determining interest, any 
payment required by subsection (a)(2) or (b)(1)(A) shall be treat- 
ed as an underpayment of tax. 

“(3) PENALTIES.— 

“(A) IN GENERAL.—In the case of any failure by any 
partnership to pay on the date prescribed therefor any 
amount required by subsection (a)(2) or (b)(1)A), there 
is hereby imposed on such partnership a penalty of 10 
percent of the underpayment. For purposes of the preceding 
sentence, the term ‘underpayment’ means the excess of 
any payment required under this section over the amount 
(if any) paid on or before the date prescribed therefor. 

“(B) ACCURACY-RELATED AND FRAUD PENALTIES MADE 
APPLICABLE.—For purposes of part II of subchapter A of 
chapter 68, any payment required by subsection (a)(2) shall 
be treated as an underpayment of tax. 

“(d) DEFINITIONS AND SPECIAL RULES.—For purposes of this 


section— 


“(1) PARTNERSHIP ADJUSTMENT.—The term ‘partnership 
adjustment’ means any adjustment in the amount of any part- 
nership item of an electing large partnership. 

“(2) WHEN ADJUSTMENT TAKES EFFECT.—A partnership 
adjustment takes effect— 

“(A) in the case of an adjustment pursuant to the 
decision of a court in a proceeding brought under part 
II, when such decision becomes final, 

“(B) in the case of an adjustment pursuant to any 
administrative adjustment request under section 6251, 
when such adjustment is allowed by the Secretary, or 

“(C) in any other case, when such adjustment is made. 
“(3) ADJUSTED YEAR.—The term ‘adjusted year’ means the 

rr gaa taxable year to which the item being adjusted 
relates. 

“(4) RETURN DUE DATE.—The term ‘return due date’ means, 
with respect to any taxable year, the date prescribed for filing 
the partnership return for such taxable year (determined with- 
out regard to extensions). 

“(5) ADJUSTMENTS INVOLVING CHANGES IN CHARACTER.— 
Under regulations, appropriate adjustments in the application 
of this section shall be made for purposes of taking into account 
partnership adjustments which involve a change in the char- 
acter of any item of income, gain, loss, or deduction. 

“(e) PAYMENTS NONDEDUCTIBLE.—No deduction shall be allowed 


under subtitle A for any payment required to be made by an 
electing large partnership under this section. 





PUBLIC LAW 105-34—AUG. 5, 1997 111 STAT. 1013 


“PART II—PARTNERSHIP LEVEL 
ADJUSTMENTS 


“Subpart A. Adjustments by Secretary. 
“Subpart B. Claims for adjustments by partnership. 


“Subpart A—Adjustments by Secretary 


“Sec. 6245. Secretarial authority. 

“Sec. 6246. Restrictions on partnership adjustments. 
“Sec. 6247. Judicial review of partnership adjustment. 
“Sec. 6248. Period of limitations for making adjustments 


“SEC. 6245. SECRETARIAL AUTHORITY. 


“(a) GENERAL RULE.—The Secretary is authorized and directed 
to make adjustments at the partnership level in any partnership 
item to the extent necessary to have such item be treated in 
the manner required. 

“(b) NOTICE OF PARTNERSHIP ADJUSTMENT.— 

“(1) IN GENERAL.—If the Secretary determines that a part- 
nership adjustment is required, the Secretary is authorized 
to send notice of such adjustment to the partnership by certified 
mail or registered mail. Such notice chalk be sufficient if mailed 
to the partnership at its last known address even if the partner- 
ship has terminated its existence. 

“(2) FURTHER NOTICES RESTRICTED.—If the Secretary mails 
a notice of a partnership adjustment to any partnership for 
any partnership taxable year and the partnership files a peti- 
tion under section 6247 with respect to such notice, in the 
absence of a showing of fraud, malfeasance, or misrepresenta- 
tion of a material fact, the Secretary shall not mail another 
such notice to such partnership with respect to such taxable 
year. 

“(3) AUTHORITY TO RESCIND NOTICE WITH PARTNERSHIP CON- 
SENT.—The Secretary may, with the consent of the partnership, 
rescind any notice of a partnership adjustment mailed to such 
partnership. Any notice so rescinded shall not be treated as 
a notice of a partnership adjustment, for purposes of this sec- 
tion, section 6246, and section 6247, mak the taxpayer shall 
have no right to bring a proceeding under section 6247 with 
respect to such notice. Nothing in this subsection shall affect 
any suspension of the running of any period of limitations 
during any period during which the rescinded notice was 
outstanding. 


“SEC. 6246. RESTRICTIONS ON PARTNERSHIP ADJUSTMENTS. 


“(a) GENERAL RULE.—Except as otherwise provided in this chap- 
ter, no adjustment to any partnership item may be made (and 
no levy or proceeding in any court for the collection of any amount 
resulting from such adjustment may be made, begun or prosecuted) 
before— 

“(1) the close of the 90th day after the day on which 

a notice of a partnership adjustment was mailed to the partner- 

ship, and 

“(2) if a petition is filed under section 6247 with respect 
to such notice, the decision of the court has become final. 

“(b) PREMATURE ACTION May BE ENJOINED.—Notwithstanding 
section 7421(a), any action which violates subsection (a) may be 
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enjoined in the proper court, including the Tax Court. The Tax 
Court shall have no jurisdiction to enjoin any action under this 
subsection unless a timely petition has been filed under section 
6247 and then only in respect of the adjustments that are the 
subject of such petition. 

“(c) EXCEPTIONS TO RESTRICTIONS ON ADJUSTMENTS.— 

“(1) ADJUSTMENTS ARISING OUT OF MATH OR CLERICAL 
ERRORS.— 

“(A) IN GENERAL.—If the partnership is notified that, 
on account of a mathematical or clerical error appearing 
on the partnership return, an adjustment to a partnership 
item is required, rules similar to the rules of paragraphs 
(1) and (2) of section 6213(b) shall apply to such adjust- 
ment. 

“(B) SPECIAL RULE.—If an electing large partnership 
is a partner in another electing large partnership, any 
adjustment on account of such partnership’s failure to com- 
ply with the requirements of section 6241(a) with respect 
to its interest in such other partnership shall be treated 
as an adjustment referred to in subparagraph (A), except 
that paragraph (2) of section 6213(b) shall not apply to 
such adjustment. 

“(2) PARTNERSHIP MAY WAIVE RESTRICTIONS.—The partner- 
ship shall at any time (whether or not a notice of partnership 
adjustment has been issued) have the right, by a signed notice 
in writing filed with the Secretary, to waive the restrictions 
provided in subsection (a) on the making of any partnership 
adjustment. 

“(d) LIMIT WHERE NO PROCEEDING BEGUN.—If no proceeding 
under section 6247 is begun with respect to any notice of a partner- 
ship adjustment during the 90-day period described in subsection 
(a), the amount for which the partnership is liable under section 
6242 (and any increase in any partner's liability for tax under 
chapter 1 by reason of any adjustment under section 6242(a)) shall 
not exceed the amount determined in accordance with such notice. 


“SEC. 6247. JUDICIAL REVIEW OF PARTNERSHIP ADJUSTMENT. 


“(a) GENERAL RULE.—Within 90 days after the date on which 
a notice of a partnership adjustment is mailed to the partnership 
with respect to any partnership taxable year, the partnership may 
file a petition for a readjustment of the partnership items for 
such taxable year with— 

“(1) the Tax Court, 

“(2) the district court of the United States for the district 
in which the partnership’s principal place of business is located, 
or 

“(3) the Claims Court. 

“(b) JURISDICTIONAL REQUIREMENT FOR BRINGING ACTION IN 
DISTRICT COURT OR CLAIMS COURT.— 

“(1) IN GENERAL.—A readjustment petition under this sec- 
tion may be filed in a district court of the United States 
or the Claims Court only if the partnership filing the petition 
deposits with the Secretary, on or before the date the petition 
is filed, the amount for which the partnership would be liable 
under section 6242(b) (as of the date of the filing of the petition) 
if the partnership items were adjusted as provided by the 
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notice of partnership adjustment. The court may by order pro- 

vide that the jurisdictional requirements of this paragraph 

are satisfied where there has been a good faith attempt to 
satisfy such requirement and any shortfall of the amount 
required to be deposited is timely corrected. 

“(2) INTEREST PAYABLE.—Any amount deposited under 
paragraph (1), while deposited, shall not be treated as a pay- 
ment of tax for purposes of this title (other than chapter 67). 
“(c) SCOPE OF JUDICIAL REVIEW.—A court with which a petition 

is filed in accordance with this section shall have jurisdiction to 
determine all partnership items of the partnership for the partner- 
ship taxable year to which the notice of partnership adjustment 
relates and the proper allocation of such items among the partners 
(and the applicability of any penalty, addition to tax, or additional 
amount for which the partnership may be liable under section 
6242(b)). 

“(d) DETERMINATION OF COURT REVIEWABLE.—Any determina- 
tion by a court under this section shall have the force and effect 
of a decision of the Tax Court or a final judgment or decree of 
the district court or the Claims Court, as the case may be, and 
shall be reviewable as such. The date of any such determination 
shall be treated as being the date of the court’s order entering 
the decision. 

“(e) EFFECT OF DECISION DISMISSING ACTION.—If an action 
brought under this section is dismissed other than by reason of 
a rescission under section 6245(b)(3), the decision of the court 
dismissing the action shall be considered as its decision that the 
notice of partnership adjustment is correct, and an appropriate 
order shall be entered in the records of the court. 


“SEC. 6248. PERIOD OF LIMITATIONS FOR MAKING ADJUSTMENTS. 


“(a) GENERAL RULE.—Except as otherwise provided in this sec- 
tion, no adjustment under this subpart to any partnership item 
for any partnership taxable year may be made after the date 
which is 3 years after the later of— 

“(1) the date on which the partnership return for such 
taxable year was filed, or 

“(2) the last day for filing such return for such year (deter- 
mined without regard to extensions). 

“(b) EXTENSION BY AGREEMENT.—The period described in sub- 
section (a) (including an extension period under this subsection) 
may be extended by an agreement entered into by the Secretary 
and the partnership before the expiration of such period. 

“(c) SPECIAL RULE IN CASE OF FRAUD, ETC.— 

“(1) FALSE RETURN.—In the case of a false or fraudulent 
partnership return with intent to evade tax, the adjustment 
may be made at any time. 

“(2) SUBSTANTIAL OMISSION OF INCOME.—If any partnership 
omits from gross income an amount properly includible therein 
which is in excess of 25 percent of the amount of gross income 
stated in its return, subsection (a) shall be applied by substitut- 
ing ‘6 years’ for ‘3 years’. 

“(3) NO RETURN.—In the case of a failure by a partnership 
to file a return for any taxable year, the adjustment may 
be made at any time. 

“(4) RETURN FILED BY SECRETARY.—For purposes of this 
section, a return executed by the Secretary under subsection 
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(b) of section 6020 on behalf of the partnership shall not be 

treated as a return of the partnership. 

“(d) SUSPENSION WHEN SECRETARY MAILS NOTICE OF ADJUST- 
MENT.—If notice of a partnership adjustment with respect to any 
taxable year is mailed to the partnership, the running of the period 
specified in subsection (a) (as modified by the other provisions 
of this section) shall be suspended— 

“(1) for the period during which an action may be brought 
under section 6247 (and, if a petition is filed under section 
6247 with respect to such notice, until the decision of the 
court becomes final), and 

“(2) for 1 year thereafter. 


“Subpart B—Claims for Adjustments by 
Partnership 


“Sec. 6251. Administrative adjustment requests 
“Sec. 6252. Judicial review where administrative adjustment request is not 
allowed in full 


“SEC. 6251. ADMINISTRATIVE ADJUSTMENT REQUESTS. 


“(a) GENERAL RULE.—A partnership may file a request for 
an administrative adjustment of partnership items for any partner- 
ship taxable year at any time which is— 

“(1) within 3 years after the later of— 

“(A) the date on which the partnership return for such 
year is filed, or 

“(B) the last day for filing the partnership return for 
such year (determined without regard to extensions), and 
“(2) before the mailing to the partnership of a notice of 

a partnership adjustment with respect to such taxable year. 

“(b) SECRETARIAL ACTION.—If a partnership files an administra- 
tive adjustment request under subsection (a), the Secretary may 
allow any part of the requested adjustments. 

“(c) SPECIAL RULE IN CASE OF EXTENSION UNDER SECTION 
6248.—If the period described in section 6248(a) is extended pursu- 
ant to an agreement under section 6248(b), the period prescribed 
by subsection (a)(1) shall not expire before the date 6 months 
after the expiration of the extension under section 6248(b). 


“SEC. 6252. JUDICIAL REVIEW WHERE ADMINISTRATIVE ADJUSTMENT 
REQUEST IS NOT ALLOWED IN FULL. 


“(a) IN GENERAL.—If any part of an administrative adjustment 
request filed under section 6251 is not allowed by the Secretary, 
the partnership may file a petition for an adjustment with respect 
to - partnership items to which such part of the request relates 
with— 

“(1) the Tax Court, 

“(2) the district court of the United States for the district 
in which the principal place of business of the partnership 
is located, or 

“(3) the Claims Court. 

“(b) PERIOD FOR FILING PETITION.—A petition may be filed 
under subsection (a) with respect to partnership items for a partner- 
ship taxable year only— 

“(1) after the expiration of 6 months from the date of 
filing of the request under section 6251, and 
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“(2) before the date which is 2 years after the date of 
such request. 
The 2-year period set forth in paragraph (2) shall be extended 
for such period as may be agreed upon in writing by the partnership 
and the Secretary. 

“(c) COORDINATION WITH SUBPART A.— 
“(1) NOTICE OF PARTNERSHIP ADJUSTMENT BEFORE FILING 
OF PETITION.—No petition may be filed under this section after 
the Secretary mails to the partnership a notice of a partnership 
adjustment for the partnership taxable year to which the 
request under section 6251 relates. 
“(2) NOTICE OF PARTNERSHIP ADJUSTMENT AFTER FILING 
BUT BEFORE HEARING OF PETITION.—If the Secretary mails to 
the partnership a notice of a partnership adjustment for the 
partnership taxable year to which the request under section 
6251 relates after the filing of a petition under this subsection 
but before the hearing of such petition, such petition shall 
be treated as an action brought under section 6247 with respect 
to such notice, except that subsection (b) of section 6247 shall 
not apply. 
“(3) NOTICE MUST BE BEFORE EXPIRATION OF STATUTE OF 
LIMITATIONS.—A notice of a partnership adjustment for the 
partnership taxable year shall be taken into account under 
paragraphs (1) and (2) only if such notice is mailed before 
the expiration of the period prescribed by section 6248 for 
making adjustments to partnership items for such taxable year. 
“(d) SCOPE OF JUDICIAL REVIEW.—Except in the case described 
in paragraph (2) of subsection (c), a court with which a petition 
is filed in accordance with this section shall have jurisdiction to 
determine only those partnership items to which the part of the 
request under section 6251 not allowed by the Secretary relates 
and those items with respect to which the Secretary asserts adjust- 
ments as offsets to the adjustments requested by the partnership. 

“(e) DETERMINATION OF COURT REVIEWABLE.—Any determina- 
tion by a court under this section shall have the force and effect 
of a decision of the Tax Court or a final judgment or decree of 
the district court or the Claims Court, as the case may be, and 
shall be reviewable as such. The date of any such determination 
shall be treated as being the date of the court’s order entering 
the decision. 


“PART III—DEFINITIONS AND SPECIAL RULES 
“Sec. 6255. Definitions and special rules. 


“SEC. 6255. DEFINITIONS AND SPECIAL RULES. 


“(a) DEFINITIONS.—For purposes of this subchapter— 

“(1) ELECTING LARGE PARTNERSHIP.—The term ‘electing 
large partnership’ has the meaning given to such term by 
section 775. 

“(2) PARTNERSHIP ITEM.—The term ‘partnership item’ has 
the meaning given to such term by section 6231(a)(3). 

“(b) PARTNERS BOUND BY ACTIONS OF PARTNERSHIP, ETC.— 

“(1) DESIGNATION OF PARTNER.—Each electing large part- 
nership shall designate (in the manner prescribed by the Sec- 
retary) a partner (or other person) who shall have the sole 
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authority to act on behalf of such partnership under this sub- 

chapter. In any case in which such a designation is not in 

effect, the Secretary may select any partner as the partner 
with such authority. 

“(2) BINDING EFFECT.—An electing large partnership and 
all partners of such partnership shall be bbund— 

“(A) by actions taken under this subchapter by the 
partnership, and 

“(B) by any decision in a proceeding brought under 
this subchapter. 

“(c) PARTNERSHIPS HAVING PRINCIPAL PLACE OF BUSINESS OUT- 
SIDE THE UNITED STATES.—For purposes of sections 6247 and 6252, 
a principal place of business located outside the United States 
shall be treated as located in the District of Columbia. 

“(d) TREATMENT WHERE PARTNERSHIP CEASES TO ExistT.—If 
a partnership ceases to exist before a partnership adjustment under 
this subchapter takes effect, such adjustment shall be taken into 
account by the former partners of such partnership under regula- 
tions prescribed by the Secretary. 

“(e) DATE DECISION BECOMES FINAL.—For purposes of this sub- 
chapter, the principles of section 7481(a) shall be applied in deter- 
mining the date on which a decision of a district court or the 
Claims Court becomes final. 

“(f) PARTNERSHIPS IN CASES UNDER TITLE 11 OF THE UNITED 
STATES CODE.— 

“(1) SUSPENSION OF PERIOD OF LIMITATIONS ON MAKING 
ADJUSTMENT, ASSESSMENT, OR COLLECTION.—The running of 
any period of limitations provided in this subchapter on making 
a partnership adjustment (or provided by section 6501 or 6502 
on the assessment or collection of any amount required to 
be paid under section 6242) shall, in a case under title 11 
of the United States Code, be suspended during the period 
during which the Secretary is prohibited by reason of such 
case from making the adjustment (or assessment or collection) 
and— 

“(A) for adjustment or assessment, 60 days thereafter, 
and 
“(B) for collection, 6 months thereafter. 

A rule similar to the rule of section 6213(f(2) shall apply 

for purposes of section 6246. 

“(2) SUSPENSION OF PERIOD OF LIMITATION FOR FILING FOR 
JUDICIAL REVIEW.—The running of the period specified in sec- 
tion 6247(a) or 6252(b) shall, in a case under title 11 of the 
United States Code, be suspended during the period during 
which the partnership is prohibited by reason of such case 
from filing a petition under section 6247 or 6252 and for 60 
days thereafter. 

“(g) REGULATIONS.—The Secretary shall prescribe such regula- 
tions as may be necessary to carry out the provisions of this sub- 
chapter, including regulations— 

“(1) to prevent abuse through manipulation of the provi- 
sions of this subchapter, and 

“(2) providing that this subchapter shall not apply to any 
case described in section 6231(c)(1) (or the regulations pre- 
scribed thereunder) where the application of this subchapter 
to such a case would interfere with the effective and efficient 
enforcement of this title. 
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In any case to which this subchapter does not apply by reason Applicability 
of paragraph (2), rules similar to the rules of sections 6229(f) 
and 6258(f) shall apply.”. 
(b) CONFORMING AMENDMENTS.— 
(1) Subsection (a) of section 7421 is amended by inserting 
“6246(b),” after “6213(a),”. 
(2) Subsection (c) of section 7459 is amended by striking 
“or section 6228(a)” and inserting “, 6228(a), 6247, or 6252”. 
(3) Subparagraph (E) of section 7482(b)(1) is amended by 
striking “or 6228(a)” and inserting “, 6228(a), 6247, or 6252”. 
(4A) The text of section 7485(b) is amended by striking 
“or 6228(a)” and inserting “, 6228(a), 6247, or 6252”. 
(B) The subsection heading for section 7485(b) is amended 
to read as follows: 
“(b) BOND IN CASE OF APPEAL OF CERTAIN PARTNERSHIP- 
RELATED DECISIONS.—”. 
(c) CLERICAL AMENDMENT.—The table of subchapters for chap- 
ter 63 is amended by adding at the end thereof the following 
new item: 


“Subchapter D. Treatment of electing large partnerships.”. 


SEC. 1223. DUE DATE FOR FURNISHING INFORMATION TO PARTNERS 
OF ELECTING LARGE PARTNERSHIPS. 


(a) GENERAL RULE.—Subsection (b) of section 6031 (relating 
to copies to partners) is amended by adding at the end the following 
new sentence: “In the case of an electing large partnership (as 
defined in section 775), such information shall be furnished on 
or before the first March 15 following the close of such taxable 
year.”. 

(b) TREATMENT AS INFORMATION RETURN.—Section 6724 is 
amended by adding at the end the following new subsection: 

“(e) SPECIAL RULE FOR CERTAIN PARTNERSHIP RETURNS.—If 
any partnership return under section 6031(a) is required under 
section 6011(e) to be filed on magnetic media or in other machine- 
readable form, for purposes of this part, each schedule required 
to be included with such return with respect to each partner shall 
be treated as a separate information return.”. 


SEC. 1224. RETURNS REQUIRED ON MAGNETIC MEDIA. 


Paragraph (2) of section 6011(e) (relating to returns on magnetic 
media) is amended by adding at the end thereof the following 
new sentence: 

“Notwithstanding the preceding sentence, the Secretary shall 

require partnerships having more than 100 partners to file 

returns on magnetic media.”. 


SEC. 1225. TREATMENT OF PARTNERSHIP ITEMS OF INDIVIDUAL 
RETIREMENT ACCOUNTS. 


Subsection (b) of section 6012 is amended by adding at the 
end thereof the following new paragraph: 

“(6) IRA SHARE OF PARTNERSHIP INCOME.—In the case of 
a trust which is exempt from taxation under section 408(e), 
for purposes of this section, the trust’s distributive share of 
items of gross income and gain of any partnership to which 
subchapter C or D of chapter 63 applies shall be treated as 
ual to the trust’s distributive share of the taxable income 

of such partnership.”. 
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SEC. 1226. EFFECTIVE DATE. 


The amendments made by this part shall apply to partnership 
taxable years ending on or after December 31, 1997. 


PART II—PROVISIONS RELATED TO TEFRA 
PARTNERSHIP PROCEEDINGS 


SEC. 1231. TREATMENT OF PARTNERSHIP ITEMS IN DEFICIENCY 
PROCEEDINGS. 


(a) IN GENERAL.—Subchapter C of chapter 63 is amended by 
adding at the end the following new section: 


“SEC. 6234. DECLARATORY JUDGMENT RELATING TO TREATMENT OF 
ITEMS OTHER THAN PARTNERSHIP ITEMS WITH 
RESPECT TO AN OVERSHELTERED RETURN. 


“(a) GENERAL RULE.—If— 

“(1) a taxpayer files an oversheltered return for a taxable 
year, 

“(2) the Secretary makes a determination with respect to 
the treatment of items (other than partnership items) of such 
taxpayer for such taxable year, and 

“(3) the adjustments resulting from such determination 
do not give rise to a deficiency (as defined in section 6211) 
but would give rise to a deficiency if there were no net loss 
from partnership items, 

the Secretary is aed to send a notice of adjustment reflecting 
such determination to the taxpayer by certified or registered mail. 

“(b) OVERSHELTERED RETURN.—For purposes of this section, 
the term ‘oversheltered return’ means an income tax return which— 

“(1) shows no taxable income for the taxable year, and 

“(2) shows a net loss from partnership items. 

“(c) JUDICIAL REVIEW IN THE TAX COURT.—Within 90 days, 
or 150 days if the notice is addressed to a person outside the 
United States, after the day on which the notice of adjustment 
authorized in subsection (a) is mailed to the taxpayer, the taxpayer 
may file a petition with the Tax Court for redetermination of 
the adjustments. Upon the filing of such a petition, the Tax Court 
shall have jurisdiction to make a declaration with respect to all 
items (other than partnership items and affected items which 
require partner level determinations as described in section 
6230(aX2)A\i)) for the taxable year to which the notice of adjust- 
ment relates, in accordance with the principles of section 6214(a). 
Any such declaration shall have the force and effect of a decision 
of the Tax Court and shall be reviewable as such. 

“(d) FAILURE To FILE PETITION.— 

“(1) IN GENERAL.—Except as provided in paragraph (2), 
if the taxpayer does not file a petition with the Tax Court 
within the time prescribed in subsection (c), the determination 
of the Secretary set forth in the notice of adjustment that 
was mailed to the taxpayer shall be deemed to be correct. 

“(2) EXCEPTION.—Paragraph (1) shall not apply after the 
date that the taxpayer— 

“(A) files a petition with the Tax Court within the 
time prescribed in subsection (c) with respect to a subse- 
quent notice of adjustment relating to the same taxable 
year, or 
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“(B) files a claim for refund of an overpayment of 
tax under section 6511 for the taxable year involved. 

If a claim for refund is filed by the taxpayer, then solely 

for purposes of determining (for the taxable year involved) 

the amount of any computational adjustment in connection 
with a partnership proceeding under this subchapter (other 
than under this section) or the amount of any deficiency attrib- 
utable to affected items in a proceeding under section 

6230(a)(2), the items that are the subject of the notice of adjust- 

ment shall be presumed to have been correctly reported on 

the taxpayer’s return during the pendency of the refund claim 

(and, if within the time prescribed by section 6532 the taxpayer 

commences a civil action for refund under section 7422, until 

the decision in the refund action becomes final). 

“(e) LIMITATIONS PERIOD.— 

“(1) IN GENERAL.—Any notice to a taxpayer under sub- 
section (a) shall be mailed before the expiration of the period 
prescribed by section 6501 (relating to the period of limitations 
on assessment). 

“(2) SUSPENSION WHEN SECRETARY MAILS NOTICE OF ADJUST- 
MENT.—If the Secretary mails a notice of adjustment to the 
taxpayer for a taxable year, the period of limitations on the 
making of assessments shall be suspended for the period during 
which the Secretary is prohibited Senn making the assessment 
(and, in any event, if a proceeding in respect of the notice 
of adjustment is placed on the docket of the Tax Court, until 
the decision of the Tax Court becomes final), and for 60 days 
thereafter. 

“(3) RESTRICTIONS ON ASSESSMENT.—Except as otherwise 
provided in section 6851, 6852, or 6861, no assessment of a 
deficiency with respect to any tax imposed by subtitle A attrib- 
utable to any item (other than a partnership item or any 
item affected a a partnership item) shall be made— 

“(A) until the expiration of the applicable 90-day or 
150-day period set forth in subsection (c) for filing a petition 
with the Tax Court, or 

“(B) if a petition has been filed with the Tax Court, 
until the decision of the Tax Court has become final. 

“(f) FURTHER NOTICES OF ADJUSTMENT RESTRICTED.—If the 
Secretary mails a notice of adjustment to the taxpayer for a taxable 
year and the taxpayer files a petition with the Tax Court within 
the time prescribed in subsection (c), the Secretary may not mail 
another such notice to the taxpayer with respect to the same taxable 
year in the absence of a showing of fraud, malfeasance, or misrepre- 
sentation of a material fact. 

“(g) COORDINATION WITH OTHER PROCEEDINGS UNDER THIS 
SUBCHAPTER.— 

“(1) IN GENERAL.—The treatment of any item’ that has 
been determined pursuant to subsection (c) or (d) shall be 
taken into account in determining the amount of any computa- 
tional adjustment that is made in connection with a partnership 
proceeding under this subchapter (other than under this sec- 
tion), or the amount of any deficiency attributable to affected 
items in a proceeding under section 6230(a)(2), for the taxable 
year involved. Notwithstanding any other law or rule of law 
pertaining to the period of limitations on the making of assess- 
ments, for purposes of the preceding sentence, any adjustment 
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made in accordance with this section shall be taken into account 
regardless of whether any assessment has been made with 
respect to such adjustment. 

“(2) SPECIAL RULE IN CASE OF COMPUTATIONAL ADJUST- 
MENT.—In the case of a computational adjustment that is made 
in connection with a partnership proceeding under this sub- 
chapter (other than under this section), the provisions of para- 
graph (1) shall apply only if the computational adjustment 
is made within the period prescribed by section 6229 for assess- 
ing any tax under subtitle A which is attributable to an 
partnership item or affected item for the taxable year involved. 

“(3) CONVERSION TO DEFICIENCY PROCEEDING.—If— 

“(A) after the notice referred to in subsection (a) is 
mailed to a taxpayer for a taxable year but before the 
expiration of the period for filing a petition with the Tax 
Court under subsection (c) (or, if a petition is filed with 
the Tax Court, before the Tax Court makes a declaration 
for that taxable year), the treatment of any partnership 
item for the taxable year is finally determined, or any 
such item ceases to be a partnership item pursuant to 
section 6231(b), and 

“(B) as a result of that final determination or cessation, 
a deficiency can be determined with respect to the items 
that are the subject of the notice of adjustment, 

the notice of adjustment shall be treated as a notice of deficiency 
under section 6212 and any petition filed in respect of the 
notice shall be treated as an action brought under section 
6213. 

“(4) FINALLY DETERMINED.—For purposes of this subsection, 
the treatment of partnership items shall be treated as finally 
determined if— 

“(A) the Secretary enters into a settlement agreement 
(within the meaning of section 6224) with the taxpayer 
regarding such items, 

“(B) a notice of final partnership administrative adjust- 
ment has been issued mol 

“(i) no petition has been filed under section 6226 
and the time for doing so has expired, or 

“(ii) a petition has been filed under section 6226 
and the decision of the court has become final, or 

“(C) the period within which any tax attributable to 
such items may be assessed against the taxpayer has 
expired. 

“(h) SPECIAL RULES IF SECRETARY INCORRECTLY DETERMINES 


APPLICABLE PROCEDURE.— 


“(1) SPECIAL RULE IF SECRETARY ERRONEOUSLY MAILS 
NOTICE OF ADJUSTMENT.—If the Secretary erroneously deter- 
mines that subchapter B does not apply to a taxable year 
of a taxpayer and consistent with that determination timely 
mails a notice of adjustment to the taxpayer pursuant to sub- 
section (a) of this section, the notice of adjustment shall be 
treated as a notice of deficiency under section 6212 and any 
petition that is filed in respect of the notice shall be treated 
as an action brought under section 6213. 

“(2) SPECIAL RULE IF SECRETARY ERRONEOUSLY MAILS 
NOTICE OF DEFICIENCY.—If the Secretary erroneously deter- 
mines that subchapter B applies to a taxable year of a taxpayer 
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and consistent with that determination timely mails a notice 

of deficiency to the taxpayer pursuant to section 6212, the 

notice of deficiency shall be treated as a notice of adjustment 
under subsection (a) and any petition that is filed in respect 
of the notice shall be treated as an action brought under sub- 

section (c).”. 

(b) TREATMENT OF PARTNERSHIP ITEMS IN DEFICIENCY PROCEED- 
INGS.—Section 6211 (defining deficiency) is amended by adding 
at the end the following new subsection: 

“(c) COORDINATION WITH SUBCHAPTER C.—In determining the 
amount of any deficiency for purposes of this subchapter, adjust- 
ments to partnership items shall be made only as provided in 
subchapter C.”. 

(c) CLERICAL AMENDMENT.—The table of sections for subchapter 
C of chapter 63 is amended by adding at the end the following 
new item: 


“Sec. 6234. Declaratory judgment relating to treatment of items other than 
partnership items with respect to an oversheltered return.”. 
(d) EFFECTIVE DATE.—The amendments made by this section 26 USC 6211 
shall apply to partnership taxable years ending after the date note 
of the enactment of this Act. 


SEC. 1232. PARTNERSHIP RETURN TO BE DETERMINATIVE OF AUDIT 
PROCEDURES TO BE FOLLOWED. 


(a) IN GENERAL.—Section 6231 (relating to definitions and spe- 
cial rules) is amended by adding at the end the following new 
subsection: 

“(g) PARTNERSHIP RETURN TO BE DETERMINATIVE OF WHETHER 
SUBCHAPTER APPLIES.— 

“(1) DETERMINATION THAT SUBCHAPTER APPLIES.—If, on the 
basis of a partnership return for a taxable year, the Secretary 
reasonably determines that this subchapter applies to such 
partnership for such year but such determination is erroneous, 
then the provisions of this subchapter are hereby extended 
to such partnership (and its items) for such taxable year and 
to partners of such partnership. 

“(2) DETERMINATION THAT SUBCHAPTER DOES NOT APPLY.— 
If, on the basis of a partnership return for a taxable year, 
the Secretary reasonably determines that this subchapter does 
not apply to such partnership for such year but such determina- 
tion is erroneous, then the provisions of this subchapter shall 
not apply to such partnership (and its items) for such taxable 
year or to partners of such partnership.”. 

(b) EFFECTIVE DATE.—The amendment made by this section 26 USC 6231 
shall apply to partnership taxable years ending after the date note. 
of the enactment of this Act. , 


SEC. 1233. PROVISIONS RELATING TO STATUTE OF LIMITATIONS. 


(a) SUSPENSION OF STATUTE WHERE UNTIMELY PETITION 
FILED.—Paragraph (1) of section 6229(d) (relating to suspension 
where Secretary makes administrative adjustment) is amended by 
striking all that follows “section 6226” and inserting the following: 
“(and, if a petition is filed under section 6226 with respect to 
such administrative adjustment, until the decision of the court 
becomes final), and”. 
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26 USC 6229 


note 


26 USC 6231 


note 


(b) SUSPENSION OF STATUTE DURING BANKRUPTCY PROCEED- 
ING.—Section 6229 is amended by adding at the end the following 
new subsection: 

“(h) SUSPENSION DURING PENDENCY OF BANKRUPTCY PROCEED- 
ING.—If a petition is filed naming a partner as a debtor in a 
bankruptcy proceeding under title 11 of the United States Code, 
the running of the period of limitations provided in this section 
with respect to such partner shall be suspended— 

“(1) for the period during which the Secretary is prohibited 
by reason of such bankruptcy proceeding from making an 
assessment, and 

“(2) for 60 days thereafter.”. 

(c) TAX MATTERS PARTNER IN BANKRUPTCY.—Section 6229(b) 
is amended by redesignating paragraph (2) as paragraph (3) and 
by inserting after paragraph (1) the following new paragraph: 

“(2) SPECIAL RULE WITH RESPECT TO DEBTORS IN TITLE 
11 CASES.—Notwithstanding any other law or rule of law, if 
an agreement is entered into under paragraph (1B) and the 
agreement is signed by a person who would be the tax matters 
partner but for the fact that, at the time that the agreement 
is executed, the person is a debtor in a bankruptcy proceeding 
under title 11 of the United States Code, such agreement shall 
be binding on all partners in the partnership unless the Sec- 
retary has been notified of the bankruptcy proceeding in accord- 
ance with regulations prescribed by the Secretary.”. 

(d) EFFECTIVE DATES.— 

(1) SUBSECTIONS (a) AND (b).—The amendments made by 
subsections (a) and (b) shall apply to partnership taxable years 
with respect to which the period under section 6229 of the 
Internal Revenue Code of 1986 for assessing tax has not expired 
on or before the date of the enactment of this Act. 

(2) SUBSECTION (c).—The amendment made by subsection 
(c) shall apply to agreements entered into after the date of 
the enactment of this Act. 


SEC. 1234. EXPANSION OF SMALL PARTNERSHIP EXCEPTION. 


(a) IN GENERAL.—Clause (i) of section 6231(a)(1)(B) (relating 
to exception for small partnerships) is amended to read as follows: 
“(i) IN GENERAL.—The term ‘partnership’ shall not 
include any partnership having 10 or fewer partners 
each of whom is an individual (other than a non- 
resident alien), a C corporation, or an estate of a 
deceased partner. For purposes of the preceding sen- 
tence, a husband and wife (and their estates) shall 
be treated as 1 partner.”. 
(b) EFFECTIVE DATE.—The amendment made by this section 
shall apply to partnership taxable years ending after the date 
of the enactment of this Act. 


SEC. 1235. EXCLUSION OF PARTIAL SETTLEMENTS FROM 1-YEAR 
LIMITATION ON ASSESSMENT. 


(a) IN GENERAL.—Subsection (f) of section 6229 (relating to 
items becoming nonpartnership items) is amended— 
(1) by stnking “(f) ITEMS BECOMING NONPARTNERSHIP 
ITEMS.—If’ and inserting the following: 
“(f) SPECIAL RULES.— 
“(1) ITEMS BECOMING NONPARTNERSHIP ITEMS.—If’, 
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(2) by moving the text of such subsection 2 ems to the 
right, a 
(3) by adding at the end the following new paragraph: 
“(2) SPECIAL RULE FOR PARTIAL SETTLEMENT AGREEMENTS.— 
If a partner enters into a settlement agreement with the Sec- 
retary with respect to the treatment of some of the partnership 
items in dispute for a partnership taxable year but other part- 
nership items for such year remain in dispute, the period 
of limitations for assessing any tax attributable to the settled 
items shall be determined as if such agreement had not been 
entered into.”. 
(b) EFFECTIVE DATE.—The amendment made by this section 26 USC 6229 
shall apply to settlements entered into after the date of the enact- note 
ment of this Act. 


SEC. 1236. EXTENSION OF TIME FOR FILING A REQUEST FOR ADMINIS- 
TRATIVE ADJUSTMENT. 


(a) IN GENERAL.—Section 6227 (relating to administrative 
adjustment requests) is amended by redesignating subsections (b) 
and (c) as subsections (c) and (d), respectively, and by inserting 
after subsection (a) the following new subsection: 

“(b) SPECIAL RULE IN CASE OF EXTENSION OF PERIOD OF LIMITA- 
TIONS UNDER SECTION 6229.—The period prescribed by subsection 
(a\(1) for filing of a request for an administrative adjustment shall 
be extended— 

“(1) for the period within which an assessment may be 
made pursuant to an agreement (or any extension thereof) 
under section 6229(b), a 

“(2) for 6 months thereafter.”. 

(b) EFFECTIVE DATE.—The amendment made by this section 26 USC 6227 
shall take effect as if included in the amendments made by section te. 
402 of the Tax Equity and Fiscal Responsibility Act of 1982. 


SEC. 1237. AVAILABILITY OF INNOCENT SPOUSE RELIEF IN CONTEXT 
OF PARTNERSHIP PROCEEDINGS. 


(a) IN GENERAL.—Subsection (a) of section 6230 is amended 
by adding at the end the following new paragraph: 

“(3) SPECIAL RULE IN CASE OF ASSERTION BY PARTNER'S 

SPOUSE OF INNOCENT SPOUSE RELIEF.— 

“(A) Notwithstanding section 6404(b), if the spouse 
of a partner asserts that section 6013(e) applies with 
respect to a liability that is attributable to any adjustment 
to a partnership item, then such spouse may file with 
the Secretary within 60 days after the notice of computa- 
tional adjustment is mailed to the spouse a request for 
abatement of the assessment specified in such notice. Upon 
receipt of such request, the Secretary shall abate the 
assessment. Any reassessment of the tax with respect to 
which an abatement is made under this subparagraph shall 
be subject to the deficiency procedures prescribed by sub- 

chapter B. The period for making any such reassessment 
shall not expire before the expiration of 60 days after 
the date of such abatement. 

“(B) If the spouse files a petition with the Tax Court 
pursuant to section 6213 with respect to the request for 
abatement described in subparagraph (A), the Tax Court 
shall only have jurisdiction pursuant to this section to 
determine whether the requirements of section 6013(e) 
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have been satisfied. For purposes of such determination, 
the treatment of partnership items under the settlement, 
the final partnership administrative adjustment, or the 
decision of the court (whichever is appropriate) that gave 
rise to the liability in question shall be conclusive. 

Applicability “(C) Rules similar to the rules contained in subpara- 
graphs (B) and (C) of paragraph (2) shall apply for purposes 
of this paragraph.” 

(b) CLAIMS FOR REFUND.—Subsection (c) of section 6230 is 
amended by adding at the end the following new paragraph: 
“(5) RULES FOR SEEKING INNOCENT SPOUSE RELIEF.— 

“(A) IN GENERAL.—The spouse of a partner may file 
a claim for refund on the ground that the Secretary failed 
to relieve the spouse under section 6013(e) from a liability 
that is attributable to an adjustment to a partnership 
item. 

“(B) TIME FOR FILING CLAIM.—Any claim under 
subparagraph (A) shall be filed within 6 months after the 
day on which the Secretary mails to the spouse the notice 
of computational adjustment referred to in subsection 
(aX3)(A). 

“(C) SUIT IF CLAIM NOT ALLOWED.—If the claim under 
subparagraph (B) is not allowed, the spouse may bring 
suit with respect to the claim within the period specified 
in paragraph (3). 

“(D) PRIOR DETERMINATIONS ARE BINDING.—For pur- 
poses of any claim or suit under this paragraph, the treat- 
ment of partnership items under the settlement, the final 
partnership administrative adjustment, or the decision of 
the court (whichever is appropriate) that gave rise to the 
liability in question shall be conclusive.”. 

(c) TECHNICAL AMENDMENTS.— 
(1) Paragraph (1) of section 6230(a) is amended by striking 
“paragraph (2)” and inserting “paragraph (2) or (3)”. 
(2) Subsection (a) of section 6503 is amended by striking 
“section 6230(a)(2)(A)” and inserting “paragraph (2)(A) or (3) 
of section 6230(a)”. 
26 USC 6230 (d) EFFECTIVE DATE.—The amendments made by this section 
note shall take effect as if included in the amendments made by section 
402 of the Tax Equity and Fiscal Responsibility Act of 1982. 


SEC. 1238. DETERMINATION OF PENALTIES AT PARTNERSHIP LEVEL. 


(a) IN GENERAL.—Section 6221 (relating to tax treatment deter- 
mined at partnership level) is amended by striking “item” and 
inserting “item (and the applicability of any penalty, addition to 
tax, or additional amount which relates to an adjustment to a 
partnership item)”. 

(b) CONFORMING AMENDMENTS.— 

(1) Subsection (f) of section 6226 is amended— 
F (A) by striking “relates and” and inserting “relates,”, 
an 
(B) by inserting before the period “, and the applicabil- 
ity of any penalty, addition to tax, or additional amount 
which relates to an adjustment to a partnership item”. 
(2) Clause (i) of section 6230(aX2)A) is amended to read 
as follows: 
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“(i) affected items which require partner level 
determinations (other than penalties, additions to tax, 
and additional amounts that relate to adjustments to 
partnership items), or”. 

(3A) Subparagraph (A) of section 6230(a)(3), as added 
by section 1237, is amended by inserting “(including any liabil- 
ity for any penalties, additions to tax, or additional amounts 
relating to such adjustment)” after “partnership item”. 

(B) Subparagraph (B) of such section is amended by insert- 
ing “(and the applicability of any penalties, additions to tax, 
or additional amounts)” after “partnership items”. 

(C) Subparagraph (A) of section 6230(c)(5), as added by 
section 1237, is amended by inserting before the period “(includ- 
ing any liability for any penalties, additions to tax, or additional 
amounts relating to such adjustment)”. 

(D) Subparagraph (D) of section 6230(c)(5), as added by 
section 1237, is amended by inserting “(and the applicability 
of any penalties, additions to tax, or additional amounts)” after 
“partnership items”. 

(4) Paragraph (1) of section 6230(c) is amended by striking 
“or” at the end of subparagraph (A), by striking the period 
at the end of subparagraph (B) and inserting “, or’, and by 
adding at the end the following new subparagraph: 

“(C) the Secretary erroneously imposed any penalty, 
addition to tax, or additional amount which relates to an 
adjustment to a partnership item.”. 

(5) So much of subparagraph (A) of section 6230(c)\(2) as 
precedes “shall be filed” is amended to read as follows: 

“(A) UNDER PARAGRAPH (1) (A) OR (C).—Any claim under 
subparagraph (A) or (C) of paragraph (1)”. 

(6) Paragraph (4) of section 6230(c) is amended by adding 
at the end the iiewlee: “In addition, the determination under 
the final partnership administrative adjustment or under the 
decision of the court (whichever is appropriate) concerning the 
applicability of any penalty, addition to tax, or additional 
amount which relates to an adjustment to a partnership item 
shall also be conclusive. Notwithstanding the preceding sen- 
tence, the partner shall be allowed to assert any partner level 
defenses that may apply or to challenge the amount of the 
computational adjustment.”. 

(c) EFFECTIVE DATE.—The amendments made by this section 26 USC 6221 
shall apply to partnership taxable years ending after the date note. 
of the enactment of this Act. 


SEC. 1239. PROVISIONS RELATING TO COURT JURISDICTION, ETC. 


(a) TAX COURT JURISDICTION TO ENJOIN PREMATURE ASSESS- 
MENTS OF DEFICIENCIES ATTRIBUTABLE TO PARTNERSHIP ITEMS.— 
Subsection (b) of section 6225 is amended by striking “the proper 
court.” and inserting “the proper court, including the Tax Court. 
The Tax Court shall have no jurisdiction to enjoin any action 
or proceeding under this subsection unless a timely petition for 
a readjustment of the partnership items for the taxable year has 
been filed and then only in respect of the adjustments that are 
the subject of such petition.”. 

(b) JURISDICTION TO CONSIDER STATUTE OF LIMITATIONS WITH 
RESPECT TO PARTNERS.—Paragraph (1) of section 6226(d) is amend- 
ed by adding at the end the following new sentence: 
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“Notwithstanding subparagraph (B), any person treated under 
subsection (c) as a party to an action shall be permitted to 
participate in such action (or file a readjustment petition under 
subsection (b) or paragraph (2) of this subsection) solely for 
the purpose of — that the period of limitations for assess- 
ing any tax attributable to partnership items has expired with 
respect to such person, and the court having jurisdiction of 
such action shall have jurisdiction to consider such assertion.”. 
(c) TAX COURT JURISDICTION TO DETERMINE OVERPAYMENTS 


ATTRIBUTABLE TO AFFECTED ITEMS.— 


26 USC 6225 


(1) Paragraph (6) of section 6230(d) is amended by striking 
“(or an affected item)”. 

(2) Paragraph (3) of section 6512(b) is amended by adding 
at the end the following new sentence: 

“In the case of a credit or refund relating to an affected item 
(within the meaning of section 6231(a)(5)), the preceding sen- 
tence shall be applied by substituting the periods under sections 
6229 and 623014) for the periods under section 6511(b)(2), (c), 
and (d).”. 

(d) VENUE ON APPEAL.— 

(1) Paragraph (1) of section 7482(b) is amended by striking 
“or” at the end of subparagraph (D), by striking the period 
at the end of subparagraph (E) and inserting “, or”, and by 
inserting after subparagraph (E) the following new subpara- 
graph: 

“(F) in the case of a petition under section 6234(c)— 
“(i) the legal residence of the petitioner if the peti- 
tioner is not a corporation, and 
“(ii) the place or office applicable under subpara- 
graph (B) if the petitioner is a corporation.”. 

(2) The last sentence of section 7482(b)(1) is amended by 

striking “or 6228(a)” and inserting “, 6228(a), or 6234(c)”. 
(e) OTHER PROVISIONS.— 

(1) Subsection (c) of section 7459 is amended by striking 
“or section 6228(a)” and inserting “, 6228(a), or 6234(c)”. 

(2) Subsection (0) of section 6501 is amended by adding 
at the end the following new paragraph: 

“(3) For declaratory judgment relating to treatment of items 
other than partnership items with respect to an oversheltered 
return, see section 6234.”. 

(3) Subsection (a) of section 7421, as amended by section 
1222, is amended by inserting “6225(b),” after “6213(a),”. 

(f) EFFECTIVE DATE.—The amendments made by this section 


note. shall apply to partnership taxable years ending after the date 
of the enactment of this Act. 


SEC. 1240. TREATMENT OF PREMATURE PETITIONS FILED BY NOTICE 


PARTNERS OR 5-PERCENT GROUPS. 
(a) IN GENERAL.—Subsection (b) of section 6226 (relating to 


judicial review of final partnership administrative adjustments) 
is amended by redesignating paragraph (5) as paragraph (6) and 
by inserting after paragraph (4) the following new paragraph: 


“(5) TREATMENT OF PREMATURE PETITIONS.—If— 

“(A) a petition for a readjustment of partnership items 
for the taxable year involved is filed by a notice partner 
(or a 5-percent group) during the 90-day period described 
in subsection (a), oat 
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“(B) no action is brought under paragraph (1) during 
the 60-day period described therein with respect to such 
taxable year which is not dismissed, 
such petition shall be treated for purposes of paragraph (1) 
as filed on the last day of such 60-day period.”. 
(b) EFFECTIVE DATE.—The amendment made by this section 26 USC 6226 
shall apply to petitions filed after the date of the enactment of note 
this Act. 


SEC. 1241. BONDS IN CASE OF APPEALS FROM CERTAIN PROCEEDING. 


(a) IN GENERAL.—Subsection (b) of section 7485 (relating to 

bonds to stay assessment of collection) is amended— 
(1) by inserting “penalties,” after “any interest,”, and 
(2) by striking “aggregate of such deficiencies” and inserting 

“aggregate liability of’ the parties to the action”. 

(b) EFFECTIVE DATE.—The amendment made by this section 26 USC 7485 
shall take effect as if included in the amendments made by section ote. 
402 of the Tax Equity and Fiscal Responsibility Act of 1982. 

SEC. 1242. SUSPENSION OF INTEREST WHERE DELAY IN COMPUTA- 
TIONAL ADJUSTMENT RESULTING FROM CERTAIN 
SETTLEMENTS. 


(a) IN GENERAL.—Subsection (c) of section 6601 (relating to 
interest on underpayment, nonpayment, or extension of time for 
payment, of tax) is amended by adding at the end the following 
new sentence: “In the case of a settlement under section 6224(c) 
which results in the conversion of partnership items to nonpartner- 
ship items pursuant to section 6231(b)(1XC), the ne sentence 
shall apply to a computational adjustment resulting from such 
settlement in the same manner as if such adjustment were a 
deficiency and such settlement were a waiver referred to in the 
preceding sentence.”. 

(b) EFFECTIVE DATE.—The amendment made by this section 26 USC 6601 
shall apply to adjustments with respect to partnership taxable note. 
years beginning after the date of the enactment of this Act. 


SEC. 1243. SPECIAL RULES FOR ADMINISTRATIVE ADJUSTMENT 
REQUESTS WITH RESPECT TO BAD DEBTS OR WORTH- 
LESS SECURITIES. 


(a) GENERAL RULE.—Section 6227 (relating to administrative 
adjustment requests) is amended by adding at the end the following 
new subsection: 

“(e) REQUESTS WITH RESPECT TO BAD DEBTS OR WORTHLESS 
SECURITIES.—In the case of that portion of any request for an 
administrative adjustment which relates to the deductibility by 
the partnership under section 166 of a debt as a debt which became 
worthless, or under section 165(g) of a loss from worthlessness 
of a security, the period prescribed in subsection (a)(1) shall be 
7 years from the last day for filing the partnership return for 
the year with respect to which such request is made (determined 
without regard to extensions).”. 

(b) EFFECTIVE DATE.— 26 USC 6227 

(1) IN GENERAL.—The amendment made by subsection (a) note. 
shall take effect as if included in the amendments made by 
section 402 of the Tax Equity and Fiscal Responsibility Act 

of 1982. 

(2) TREATMENT OF REQUESTS FILED BEFORE DATE OF ENACT- 

MENT.—In the case of that portion of any request (filed before 
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26 USC 706 note. 


the date of the enactment of this Act) for an administrative 
adjustment which relates to the deductibility of a debt as a 
debt which became worthless or the deductibility of a loss 
from the worthlessness of a security— 

(A) paragraph (2) of section 6227(a) of the Internal 
Revenue Code of 1986 shall not apply, 

(B) the period for filing a petition under section 6228 
of the Internal Revenue Code of 1986 with respect to such 
request shall not expire before the date 6 months after 
the date of the enactment of this Act, and 

(C) such a petition may be filed without regard to 
whether there was a notice of the beginning of an adminis- 
trative proceeding or a final partnership administrative 
adjustment. 


PART III—PROVISION RELATING TO CLOSING 
OF PARTNERSHIP TAXABLE YEAR WITH RE- 
SPECT TO DECEASED PARTNER, ETC. 


SEC. 1246. CLOSING OF PARTNERSHIP TAXABLE YEAR WITH RESPECT 
TO DECEASED PARTNER, ETC. 


(a) GENERAL RULE.—Subparagraph (A) of section 706(c)(2) 
(relating to disposition of entire interest) is amended to read as 
follows: 

“(A) DISPOSITION OF ENTIRE INTEREST.—The taxable 
year of a partnership shall close with respect to a partner 
whose entire interest in the partnership terminates 
(whether by reason of death, liquidation, or otherwise).”. 

(b) CLERICAL AMENDMENT.—The paragraph heading for para- 
graph (2) of section 706(c) is amended to read as follows: 

“(2) TREATMENT OF DISPOSITIONS.—”. 

(c) EFFECTIVE DATE.—The amendments made by this section 
shall apply to partnership taxable years beginning after December 
31, 1997. 


Subtitle D—Provisions Relating to Real 
Estate Investment Trusts 


SEC. 1251. CLARIFICATION OF LIMITATION ON MAXIMUM NUMBER OF 
SHAREHOLDERS. 


(a) RULES RELATING TO DETERMINATION OF OWNERSHIP.— 

(1) FAILURE TO ISSUE SHAREHOLDER DEMAND LETTER NOT 
TO DISQUALIFY REIT.—Section 857(a) (relating to requirements 
applicable to real estate investment trusts) is amended by 
striking paragraph (2) and by redesignating paragraph (3) as 
paragraph (2). 

(2) SHAREHOLDER DEMAND LETTER REQUIREMENT; PEN- 
ALTY.—Section 857 (relating to taxation of real estate invest- 
ment trusts and their beneficiaries) is amended by redesignat- 
ing subsection (f) as subsection (g) and by inserting after sub- 
section (e) the following new subsection: 

“(f) REAL ESTATE INVESTMENT TRUSTS TO ASCERTAIN OWNER- 
SHIP.— 

“(1) IN GENERAL.—Each real estate investment trust shall 

each taxable year comply with regulations prescribed by the 
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Secretary for the purposes of ascertaining the actual ownership 
of the outstanding shares, or certificates of beneficial interest, 
of such trust. 

“(2) FAILURE TO COMPLY.— 

“(A) IN GENERAL.—If a real estate investment trust 
fails to comply with the requirements of paragraph (1) 
for a taxable year, such trust shall pay (on notice and 
demand by the Secretary and in the same manner as 
tax) a penalty of $25,000. 

“(B) INTENTIONAL DISREGARD.—If any failure under 
paragraph (1) is due to intentional disregard of the require- 
ment under paragraph (1), the penalty under subparagraph 
(A) shall be $50,000. 

“(C) FAILURE TO COMPLY AFTER NOTICE.—The Secretary 
may require a real estate investment trust to take such 
actions as the Secretary determines appropriate to 
ascertain actual ownership if the trust fails to meet the 
requirements of paragraph (1). If the trust fails to take 
such actions, the trust shall pay (on notice and demand 
by the Secretary and in the same manner as tax) an 
additional penalty equal to the penalty determined under 
subparagraph (A) or (B), whichever is applicable. 

“(D) REASONABLE CAUSE.—No penalty shall be imposed 
under this paragraph with respect to any failure if it is 
shown that such failure is due to reasonable cause and 
not to willful neglect.”. 

(b) COMPLIANCE WITH CLOSELY HELD PROHIBITION.— 

(1) IN GENERAL.—Section 856 (defining real estate invest- 
ment trust) is amended by adding at the end the following 
new subsection: 

“(k) REQUIREMENT THAT ENTITY NOT BE CLOSELY HELD TREAT- 
ED AS MET IN CERTAIN CASES.—A corporation, trust, or associa- 
tion— 

“(1) which for a taxable year meets the requirements of 
section 857(f)(1), and 

“(2) which does not know, or exercising reasonable diligence 
would not have known, whether the entity failed to meet the 
requirement of subsection (a)(6), 

shall be treated as having met the requirement of subsection (a)(6) 
for the taxable year.”. 

(2) CONFORMING AMENDMENT.—Paragraph (6) of section 
856(a) is amended by inserting “subject to the provisions of 
subsection (k),” before “which is not”. 


SEC. 1252. DE MINIMIS RULE FOR TENANT SERVICES INCOME. 


(a) IN GENERAL.—Paragraph (2) of section 856(d) (defining rents 
from real property) is amended by striking subparagraph (C) and 
the last sentence and inserting: 

“(C) any impermissible tenant service income (as 
defined in paragraph (7)).”. 

(b) IMPERMISSIBLE TENANT SERVICE INCOME.—Section 856(d) 

is amended by adding at the end the following new paragraph: 
“(7) IMPERMISSIBLE TENANT SERVICE INCOME.—For purposes 

of paragraph (2)((C)— 

“(A) IN GENERAL.—The term ‘impermissible tenant 
service income’ means, with respect to any real or personal 
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property, any amount received or accrued directly or 
indirectly by the real estate investment trust for— 
“(i) services furnished or rendered by the trust 
to the tenants of such property, or 
“(ii) managing or operating such property. 

“(B) DISQUALIFICATION OF ALL AMOUNTS WHERE MORE 
THAN DE MINIMIS AMOUNT.—If the amount described in 
subparagraph (A) with respect to a property for any taxable 
year exceeds 1 percent of all amounts received or accrued 
during such taxable year directly or indirectly by the real 
estate investment trust with respect to such property, the 
impermissible tenant service income of the trust with 
respect to the property shall include all such amounts. 

“(C) EXCEPTIONS.—For purposes of subparagraph (A)— 

“(i) services furnished or rendered, or management 
or operation provided, through an independent contrac- 
tor from whom the trust itself does not derive or receive 
any income shall not be treated as furnished, rendered, 
or provided by the trust, and 

“(ii) there shall not be taken into account any 
amount which would be excluded from unrelated busi- 
ness taxable income under section 512(b)(3) if received 

by an organization described in section 511(a)(2). 

“(D) AMOUNT ATTRIBUTABLE TO IMPERMISSIBLE SERV- 
ICES.—For purposes of subparagraph (A), the amount treat- 
ed as vaeninel tet any service (or management or operation) 
shall not be less than 150 percent of the direct cost of 
the trust in furnishing or rendering the service (or provid- 
ing the management or operation). 

“(E) COORDINATION WITH LIMITATIONS.—For purposes 
of oe (2) and (3) of subsection (c), amounts 
described in subparagraph (A) shall be included in the 
gross income of the corporation, trust, or association.”. 


SEC. 1253. ATTRIBUTION RULES APPLICABLE TO STOCK OWNERSHIP. 


Section 856(d)(5) (relating to constructive ownership of stock) 
is amended by striking “except that” and all that follows and 
inserting “except that— 

“(A) ‘10 percent’ shall be substituted for ‘50 percent’ 
in subparagraph (C) of paragraphs (2) and (3) of section 
318(a), and 

“(B) section 318(a)(3)A) shall be applied in the case 
of a partnership by taking into account only partners who 
own (directly or indirectly) 25 percent or more of the capital 
interest, or the profits interest, in the partnership.”. 


SEC. 1254. CREDIT FOR TAX PAID BY REIT ON RETAINED CAPITAL 
GAINS. 


(a) GENERAL RULE.—Paragraph (3) of section 857(b) (relating 
to — gains) is amended by redesignating subparagraph (D) 
as subparagraph (E) and by inserting after subparagraph (C) the 
following new subparagraph: 
“(D) TREATMENT BY SHAREHOLDERS OF UNDISTRIBUTED 
CAPITAL GAINS.— 

“(i) Every shareholder of a real estate investment 
trust at the close of the trust’s taxable year shall 
include, in computing his long-term capital gains in 
his return for his taxable year in which the last day 
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of the trust’s taxable year falls, such amount as the 
trust shall designate in respect of such shares in a 
written notice mailed to its shareholders at any time 
prior to the expiration of 60 days after the close of 
its taxable year (or mailed to its shareholders or hold- 
ers of beneficial interests with its annual report for 
the taxable year), but the amount so includible by 
any shareholder shall not exceed that part of the 
amount subjected to tax in subparagraph (A)(ii) which 
he would have received if all of such amount had 
been distributed as capital gain dividends by the trust 
to the holders of such shares at the close of its taxable 
year. 

“(ii) For purposes of this title, every such share- 
holder shall be deemed to have paid, for his taxable 
year under clause (i), the tax imposed by subparagraph 
(AXii) on the amounts required by this subparagraph 
to be included in respect of such shares in computing 
his long-term capital gains for that year; and such 
shareholders shall be allowed credit or refund as the 
case may be, for the tax so deemed to have been 
paid by him. 

“(iii) The adjusted basis of such shares in the 
hands of the holder shall be increased with respect 
to the amounts required by this subparagraph to be 
included in computing his long-term capital gains, by 
the difference between the amount of such includible 
gains and the tax deemed paid by such shareholder 
in respect of such shares under clause (ii). 

“(iv) In the event of such designation, the tax 
imposed by subparagraph (A)ii) shall be paid by the 
real estate investment trust within 30 days after the 
close of its taxable year. 

“(v) The earnings and profits of such real estate 
investment trust, and the earnings and profits of any 
such shareholder which is a corporation, shall be appro- 
priately adjusted in accordance with regulations pre- 
scribed by the Secretary. 

“(vi) As used in this subparagraph, the terms 
‘shares’ and ‘shareholders’ shall include beneficial 
interests and holders of beneficial interests, respec- 
tively.”. 

(b) CONFORMING AMENDMENTS.— 

(1) Clause (i) of section 857(b)(7A) is amended by striking 
“subparagraph (B)” and inserting “subparagraph (B) or (D)”. 

(2) Clause (iii) of section 852(b)(3)(D) is amended by strik- 
ing “by 65 percent” and all that follows and inserting “by 
the difference between the amount of such includible gains 
and the tax deemed paid by such shareholder in respect of 
such shares under clause (ii).”. 


SEC. 1255. REPEAL OF 30-PERCENT GROSS INCOME REQUIREMENT. 


(a) GENERAL RULE.—Subsection (c) of section 856 (relating to 
limitations) is amended— 
(1) by adding “and” at the end of paragraph (3), 
(2) by striking paragraphs (4) and (8), and 
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(3) by redesignating paragraphs (5), (6), and (7) as para- 
graphs (4), (5), and (6), respectively. 
(b) CONFORMING AMENDMENTS. 

(1) Subparagraph (G) of section 856(c)\(5), as redesignated 
by subsection (a), is amended by striking “and such agreement 
shall be treated as a security for purposes of paragraph (4)(A)”. 

(2) Paragraph (5) of section 857(b) is amended by striking 
“section 856(c\(7)” and inserting “section 856(c)\(6)”. 

(3) Subparagraph (C) of section 857(b)\(6) is amended by 
striking “section  856(c(6)B)” and _ inserting “section 
856(c)(5)(B)” 


1256. MODIFICATION OF EARNINGS AND PROFITS RULES FOR 
DETERMINING WHETHER REIT HAS EARNINGS AND 
PROFITS FROM NON-REIT YEAR. 


Subsection (d) of section 857 is amended by adding at the 
the following new paragraph: 

“(3) DISTRIBUTIONS. TO MEET REQUIREMENTS OF SUBSECTION 
(aX2B).—Any distribution which is made in order to comply 
with the requirements of subsection (a)(2)(B)— 

“(A) shall be treated for purposes of this subsection 
and subsection (a)(2)(B) as made from the earliest accumu- 
lated earnings and profits (other than earnings and profits 
to which subsection (a2\A) applies) rather than the most 
recently accumulated earnings and profits, and 

“(B) to the extent treated under subparagraph (A) as 
made from accumulated earnings and profits, shall not 


be treated as a distribution for purposes of subsection 
(b)(2\(B).”. 


1257. TREATMENT OF FORECLOSURE PROPERTY. 


(a) GRACE PERIODS.— 

(1) INITIAL PERIOD.—Paragraph (2) of section 856(e) (relat- 
ing to special rules for foreclosure property) is amended by 
striking “on the date which is 2 years after the date the trust 
acquired such property” and inserting “as of the close of the 
3d taxable year following the taxable year in which the trust 
acquired such property”. 

(2) EXTENSION.— Paragraph (3) of section 856(e) is amend- 
ed— 





(A) by striking “or more extensions” and inserting 
“extension”, and 
(B) by striking the last sentence and inserting: “Any 
such extension shall not extend the grace period beyond 
the close of the 3d taxable year following the last taxable 
year in the period under paragraph (2).”. 
(b) REVOCATION OF ELECTION.—Paragraph (5) of section 856(e) 


is amended by striking the last sentence and inserting: “A real 
estate investment trust may revoke any such election for a taxable 
year by filing the revocation (in the manner provided by the Sec- 
retary) on or before the due date (including any extension of time) 
for filing its return of tax under this chapter for the taxable year. 


If a 


trust revokes an election for any property, no election may 


be made by the trust under this paragraph with respect to the 
property for any subsequent taxable year.”. 


(c) CERTAIN ACTIVITIES Not To DISQUALIFY PROPERTY.—Para- 


graph (4) of section 856(e) is amended by adding at the end the 


follo 


wing new flush sentence: 
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“For purposes of subparagraph (C), property shall not be treated 
as used in a trade or business by reason of any activities 
of the real estate investment trust with respect to such property 
to the extent that such activities would not result in amounts 
received or accrued, directly or indirectly, with respect to such 
property being treated as other than rents from real property.”. 


SEC. 1258. PAYMENTS UNDER HEDGING INSTRUMENTS. 


Section 856(c)(5\(G) (relating to treatment of certain interest 
rate agreements), as redesignated by section 1255, is amended 
to read as follows: 

“(G) TREATMENT OF CERTAIN HEDGING INSTRUMENTS.— 
Except to the extent provided by regulations, any— 

“(i) payment to a real estate investment trust 
under an interest rate swap or cap agreement, option, 
futures contract, forward rate agreement, or any simi- 
lar financial instrument, entered into by the trust in 
a transaction to reduce the interest rate risks with 
respect to any indebtedness incurred or to be incurred 
by the trust to acquire or carry real estate assets, 
and 

“(ii) gain from the sale or other disposition of any 
such investment, 

shall be treated as income qualifying under paragraph 
(2).” 


SEC. 1259. EXCESS NONCASH INCOME. 


Section 857(e)(2) (relating to determination of amount of excess 
noncash income) is amended— 
(1) by striking subparagraph (B), 
(2) by striking the period at the end of subparagraph (C) 
and inserting a comma, 
(3) by redesignating subparagraph (C) (as amended by 
paragraph (2)) as subparagraph (B), and 
(4) by adding at the end the following new subparagraphs: 
“(C) the amount (if any) by which— 
“(i) the amounts includible in gross income with 
respect to instruments to which section 860E(a) or 
1272 applies, exceed 
“(ii) the amount of money and the fair market 
value of other property received during the taxable 
year under such instruments, and 
“(D) amounts includible in income by reason of can- 
cellation of indebtedness.” 


SEC. 1260. PROHIBITED TRANSACTION SAFE HARBOR. 


Clause (iii) of section 857(b\(6)(C) (relating to certain sales 
not to constitute prohibited transactions) is amended by striking 
“(other than headin property)” in subclauses (I) and (II) and 
inserting “(other than sales of foreclosure property or sales to which 
section 1033 applies)”. 


SEC. 1261. SHARED APPRECIATION MORTGAGES. 


(a) BANKRUPTCY SAFE HARBOR.—Section 856(j) (relating to 
treatment of shared appreciation mortgages) is amended by 
redesignating paragraph (4) as paragraph (5) and by inserting 
after paragraph (3) the following new paragraph: 

“(4) COORDINATION WITH 4-YEAR HOLDING PERIOD.— 
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“(A) IN GENERAL.—For purposes of section 857(b)(6)(C), 
if a real estate investment trust is treated as having sold 
secured property under paragraph (3)(A), the trust shall 
be treated as having held such property for at least 4 
years if— 

“(i) the secured property is sold or otherwise dis- 
posed of pursuant to a case under title 11 of the United 

States Code, 

“(ii) the seller is under the jurisdiction of the court 
in such case, and 

“(iii) the disposition is required by the court or 
is pursuant to a plan approved by the court. 

“(B) EXCEPTION.—Subparagraph (A) shall not apply 
if— 

“(j) the secured property was acquired by the seller 
with the intent to evict or foreclose, or 
“(ii) the trust knew or had reason to know that 

default on the obligation described in paragraph (5)(A) 

would occur.”. 

(b) CLARIFICATION OF DEFINITION OF SHARED APPRECIATION 
PROVISION.—Clause (ii) of section 856(j(5)(A) is amended by insert- 
ing before the period “or appreciation in value as of any specified 
date”. 


SEC. 1262. WHOLLY OWNED SUBSIDIARIES. 


Section 856(i2) (defining —s REIT subsidiary) is amend- 
ed by striking “at all times during the period such corporation 
was in existence”. 


SEC. 1263. EFFECTIVE DATE. 


The amendments made by this part shall apply to taxable 
years beginning after the date of the enactment of this Act. 


Subtitle E—Provisions Relating to 
Regulated Investment Companies 


SEC. 1271. REPEAL OF 30-PERCENT GROSS INCOME LIMITATION. 


(a) GENERAL RULE.—Subsection (b) of section 851 (relating 
to limitations) is amended by striking paragraph (3), by adding 
“and” at the end of paragraph (2), and by redesignating paragraph 
(4) as paragraph (3). 

(b) TECHNICAL AMENDMENTS.— 

(1) The material following paragraph (3) of section 851(b) 
(as redesignated by subsection (a)) is amended— 

(A) by striking out “paragraphs (2) and (3)” and insert- 
ing “paragraph (2)”, and 
(B) by striking out the last sentence thereof. 

(2) Subsection (c) of section 851 is amended by strikin 
“subsection (b)(4)” each place it appears (including the heading 
and inserting “subsection (b)(3)”. 

(3) Subsection (d) of section 851 is amended by striking 
“subsections (b)(4)” and inserting “subsections (b)(3)”. 

(4) Paragraph (1) of section 851(e) is amended by striking 
“subsection (b)(4)” and inserting “subsection (b)(3)”. 

(5) Paragraph (4) of section 851(e) is amended by striking 
“subsections (b)(4)” and inserting “subsections (b)(3)”. 
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(6) Section 851 is amended by striking subsection (g) and 
redesignating subsection (h) as subsection (g). 
(7) Subsection (g) of section 851 (as redesignated by para- 
graph (6)) is amended by striking paragraph (3). 
(8) Section 817(h)(2) is amended— 
(A) by striking “851(b)(4)” in subparagraph (A) and 
inserting “851(b)(3)”, and 
(B) by striking “851(b)(4)(A)(i)” in subparagraph (B) 
and inserting “851(b)(3)A)(i)”. 
(9) Section 1092(f(2) is amended by striking “Except for 
purposes of section 851(b)(3), the” and inserting “The” 
(c) EFFECTIVE DATE.—The amendments made by this section 26 USC 817 note. 
shall apply to taxable years beginning after the date of the enact- 
ment of this Act. 


Subtitle F—Taxpayer Protections 


SEC. 1281. REASONABLE CAUSE EXCEPTION FOR CERTAIN PENALTIES. 


(a) INFORMATION ON DEDUCTIBLE EMPLOYEE CONTRIBUTIONS.— 
Subsection (g) of section 6652 (relating to information required 
in connection with deductible employee contributions) is amended 
by adding at the end the following new sentence: “No penalty 
shall be imposed under this subsection on any failure which is 
shown to be due to reasonable cause and not willful neglect.”. 

(b) REPORTS ON STATUS AS QUALIFIED SMALL BUSINESS.—Sub- 
section (k) of section 6652 (relating to failure to make reports 
required under section 1202) is amended by adding at the end 
the following new sentence: “No penalty shall be imposed under 
this subsection on any failure which is shown to be due to reason- 
able cause and not willful neglect.”. 

(c) RETURNS OF PERSONAL HOLDING COMPANY TAX BY FOREIGN 
CORPORATIONS.—Section 6683 (relating to failure of foreign corpora- 
tion to file return of personal holding company tax) is amended 
- adding at the end the following new sentence: “No penalty 
shall be imposed under this section on any failure which is shown 
to be due to reasonable cause and not willful neglect.”. 

(d) FAILURE TO MAKE REQUIRED PAYMENTS.—Subparagraph 
(A) of section 7519(f)(4) is amended by adding at the end the 
following new sentence: “No penalty shall be imposed under this 
subparagraph on any failure which is shown to be due to reasonable 
cause and not willful neglect.”. 

(e) EFFECTIVE DATE.—The amendments made by this section 26 USC 6652 
shall apply to taxable years beginning after the date of the enact- note. 
ment of this Act. 


SEC. 1282. CLARIFICATION OF PERIOD FOR FILING CLAIMS FOR 
REFUNDS. 


(a) IN GENERAL.—Paragraph (3) of section 6512(b) (relating 
to overpayment determined by Tax Court) is amended by adding 
at the end the following flush sentence: 

“In a case described in subparagraph (B) where the date of 

the mailing of the notice of deficiency is during the third 

year after the due date (with extensions) for filing the return 

of tax and no return was filed before such date, the applicable 

riod under subsections (a) and (b)(2) of section 6511 shall 
e 3 years.”. 
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(b) EFFECTIVE DATE.—The amendment made by subsection (a) 
shall apply to claims for credit or refund for taxable years ending 
after the date of the enactment of this Act. 


SEC. 1283. REPEAL OF AUTHORITY TO DISCLOSE WHETHER PROSPEC- 
TIVE JUROR HAS BEEN AUDITED. 


(a) IN GENERAL.—Subsection (h) of section 6103 (relating to 
disclosure to certain Federal officers and employees for purposes 
of tax administration, etc.) is amended by striking paragraph (5) 
and by redesignating paragraph (6) as paragraph (5). 

(b) CONFORMING AMENDMENT.—Paragraph (4) of section 6103(p) 
2a by striking “(h)(6)” each place it appears and inserting 
“(hX(5)”. 

(c) EFFECTIVE DATE.—The amendments made by this section 
shall apply to judicial proceedings commenced after the date of 
the enactment of this Act. 


SEC. 1284. CLARIFICATION OF STATUTE OF LIMITATIONS. 


(a) IN GENERAL.—Subsection (a) of section 6501 (relating to 
limitations on assessment and collection) is amended by adline 
at the end thereof the following new sentence: “For purposes of 
this chapter, the term ‘return’ means the return required to be 
filed by the taxpayer (and does not include a return of any person 
from whom the taxpayer has received an item of income, gain, 
loss, deduction, or credit).”. 

(b) EFFECTIVE DATE.—The amendment made by this section 
shall apply to taxable years beginning after the date of the enact- 
ment of this Act. 


SEC. 1285. AWARDING OF ADMINISTRATIVE COSTS. 


(a) RIGHT TO APPEAL TAX COURT DECISION.—Subsection (f) 
of section 7430 (relating to right of appeal) is amended by adding 
at the end the following new paragraph: 

“(3) APPEAL OF TAX COURT DECISION.—An order of the Tax 
Court disposing of a petition under paragraph (2) shall be 
reviewable in the same manner as a decision of the Tax Court, 
but only with respect to the matters determined in such order.”. 
(b) PERIOD FOR APPLYING TO IRS For Costs.—Subsection (b) 

of section 7430 (relating to limitations) is amended by adding at 
the end the following new paragraph: 

“(5) PERIOD FOR APPLYING TO IRS FOR ADMINISTRATIVE 
COSTS.—An award may be made under subsection (a) by the 
Internal Revenue Service for reasonable administrative costs 
only if the prevailing party files an application with the Internal 
Revenue Service for such costs before the 91st day after the 
date on which the final decision of the Internal Revenue Service 
as to the determination of the tax, interest, or penalty is mailed 
to such party.”. 

(c) PERIOD FOR PETITIONING OF TAX COURT FOR REVIEW OF 
DENIAL OF Costs.—Paragraph (2) of section 7430(f) (relating to 
right of appeal) is amended— 

(1) by striking “appeal to” and inserting “the filing of a 
petition for review with”, and 

(2) by adding at the end the following new sentence: “If 
the Secretary sends by certified or registered mail a notice 
of such decision to the petitioner, no proceeding in the Tax 
Court may be initiated under this paragraph unless such peti- 
tion is filed before the 91st day after the date of such mailing.”. 
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(d) EFFECTIVE DATE.—The amendments made by this section 26 USC 7430 
shall apply to civil actions or proceedings commenced after the note 
date of the enactment of this Act. 


TITLE XIII—SIMPLIFICATION PROVI- 
SIONS RELATING TO ESTATE AND 


GIFT TAXES 
SEC. 1301. GIFTS TO CHARITIES EXEMPT FROM GIFT TAX FILING 
REQUIREMENTS. 


(a) IN GENERAL. reg 6019 is amended by striking “or” 
at the end of paragraph (1), by adding “or” at the end of paragraph 
(2), and by inserting after ’ paragraph (2) the following new para- 
aph: 
witha “(3) a transfer with respect to which a deduction is allowed 
under section 2522 but only if— 
“(A)i) such transfer is of the donor’s entire interest 
in the property transferred, and 
“(i1) no other interest in such property is or has been 
transferred (for less than adequate and full consideration 
in money or money’s worth) from the donor to a person, 
or for a use, not described in subsection (a) or (b) of section 
2522, or 
“(B) such transfer is described in section 2522(d),”. 
(b) EFFECTIVE DATE.—The amendment made by this section 26 USC 6019 
shall apply to gifts made after the date of the enactment of this te. 
Act. 


SEC. 1302. CLARIFICATION OF WAIVER OF CERTAIN RIGHTS OF RECOV- 
ERY. 


(a) AMENDMENT TO SECTION 2207A.—Paragraph (2) of section 
2207A(a) (relating to right of recovery in the case of certain marital 
deduction property) is amended to read as follows: 

“(2) Gece MAY OTHERWISE DIRECT.—Paragraph (1) 
shall not apply with respect to any property to the extent 

that the decedent in his will (or a revocable trust) specifically 

indicates an intent to waive any right of recovery under this 

subchapter with respect to such property.”. 

(b) AMENDMENT TO SECTION 2207B.—Paragraph (2) of section 
2207B(a) (relating to right of recovery where decedent retained 
interest) is amended to read as follows: 

“(2) DECEDENT MAY OTHERWISE DIRECT.—Paragraph (1) 
shall not apply with respect to any property to the extent 

that the decedent in his will (or a revocable trust) specifically 

indicates an intent to waive any right of recovery under this 

subchapter with respect to such property.”. 

(c) EFFECTIVE DATE.—The amendments made by this section 26 USC 2207A 
shall apply with respect to the estates of decedents dying after note. 
the date of the enactment of this Act. 


SEC. 1303. TRANSITIONAL RULE UNDER SECTION 2056A. 26 USC 2056A 


(a) GENERAL RULE.—In the case of any trust created under _— 
an instrument executed before the date of the enactment of the 
Revenue Reconciliation Act of 1990, such trust shall be treated 
as meeting the requirements of paragraph (1) of section 2056A(a) 
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of the Internal Revenue Code of 1986 if the trust instrument 
requires that all trustees of the trust be individual citizens of 
the United States or domestic corporations. 

(b) EFFECTIVE DATE.—The provisions of subsection (a) shall 
take effect as if included in the provisions of section 11702(g) 
of the Revenue Reconciliation Act of 1990. 

SEC. 1304. TREATMENT FOR ESTATE TAX PURPOSES OF SHORT-TERM 
OBLIGATIONS HELD BY NONRESIDENT ALIENS. 


(a) IN GENERAL.—Subsection (b) of section 2105 is amended 
by striking “and” at the end of paragraph (2), by striking the 
eriod at the end of paragraph (3) and inserting “, and”, and 
> inserting after paragraph (3) the following new paragraph: 

“(4) obligations which would be original issue discount 
obligations as defined in section 871(g)(1) but for subparagraph 
(B\i) thereof, if any interest thereon (were such interest 
received by the decedent at the time of his death) would not 
be effectively connected with the conduct of a trade or business 
within the United States.” 

(b) EFFECTIVE DATE.—The amendment made by this section 
shall apply to estates of decedents dying after the date of the 
enactment of this Act. 


SEC. 1305. CERTAIN REVOCABLE TRUSTS TREATED AS PART OF 
ESTATE. 


(a) IN GENERAL.—Subpart A of part I of subchapter J (relating 
to estates, trusts, beneficiaries, and deredents) is amended by add- 
ing at the end the following new section: 


“SEC. 646. CERTAIN REVOCABLE TRUSTS TREATED AS PART OF 
ESTATE. 


“(a) GENERAL RULE.—For purposes of this subtitle, if both 
the executor (if any) of an estate and the trustee of a qualified 
revocable trust elect the treatment provided in this section, such 
trust shall be treated and taxed as part of such estate (and not 
as a separate trust) for all taxable years of the estate ending 
after the date of the decedent’s death and before the applicable 
date. 

“(b) DEFINITIONS.—For purposes of subsection (a)— 

“(1) QUALIFIED REVOCABLE TRUST.—The term ‘qualified rev- 
ocable trust’ means any trust (or portion thereof) which was 
treated under section 676 as owned by the decedent of the 
estate referred to in subsection (a) by reason of a power in 
the grantor (determined without regard to section 672(e)). 

“(2) APPLICABLE DATE.—The term ‘applicable date’ means— 

“(A) if no return of tax imposed by chapter 11 is 
required to be filed, the date which is 2 years after the 
date of the decedent’s death, and 

“(B) if such a return is required to be filed, the date 
which is 6 months after the date of the final determination 

of the liability for tax imposed by chapter 11. 

“(c) ELECTION.—The election under subsection (a) shall be made 
not later than the time prescribed for filing the return of tax 
imposed by this chapter for the first taxable year of the estate 
(determined with regard to extensions) and, once made, shall be 
irrevocable.”. 

(b) COMPARABLE TREATMENT UNDER GENERATION-SKIPPING 
TAX.—Paragraph (1) of section 2652(b) is amended by adding at 
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the end the following new sentence: “Such term shall not include 
any trust during any period the trust is treated as part of an 
estate under section 646.”. 

(c) CLERICAL AMENDMENT.—The table of sections for such sub- 
part A is amended by adding at the end the following new item: 


“Sec. 646. Certain revocable trusts treated as part of estate.” 


(d) EFFECTIVE DATE.—The amendments made by this section 
shall apply with respect to estates of decedents dying after the 
date of the enactment of this Act. 


SEC. 1306. DISTRIBUTIONS DURING FIRST 65 DAYS OF TAXABLE YEAR 
OF ESTATE. 


(a) IN GENERAL.—Subsection (b) of section 663 (relating to 
distributions in first 65 days of taxable year) is amended by insert- 
ing “an estate or” before “a trust” each place it appears. 

(b) CONFORMING AMENDMENT.—Paragraph (2) of section 663(b) 
is amended by striking “the fiduciary of such trust” and inserting 
“the executor of such estate or the fiduciary of such trust (as 
the case may be)”. 

(c) EFFECTIVE DATE.—The amendments made by this section 
shall apply to taxable years beginning after the date of the enact- 
ment of this Act. 


SEC. 1307. SEPARATE SHARE RULES AVAILABLE TO ESTATES. 


(a) IN GENERAL.—Subsection (c) of section 663 (relating to 
separate shares treated as separate trusts) is amended— 

(1) by inserting before the last sentence the following new 
sentence: “Rules similar to the rules of the preceding provisions 
of this subsection shall apply to treat substantially separate 
and independent shares of different beneficiaries in an estate 
having more than 1 beneficiary as separate estates.”, and 

(2) by inserting “or estates” after “trusts” in the last sen- 
tence. 

(b) CONFORMING AMENDMENT.—The subsection heading of sec- 
tion 663(c) is amended by inserting “ESTATES OR” before “TRUSTS”. 

(c) EFFECTIVE DATE.—The amendments made by this section 
shall apply to estates of decedents dying after the date of the 
enactment of this Act. 


SEC. 1308. EXECUTOR OF ESTATE AND BENEFICIARIES TREATED AS 
RELATED PERSONS FOR DISALLOWANCE OF LOSSES, 
ETC. 


(a) DISALLOWANCE OF LOSSES.—Subsection (b) of section 267 
(relating to losses, expenses, and interest with respect to trans- 
actions between related taxpayers) is amended by striking “or” 
at the end of paragraph (11), by striking the period. at the end 
of paragraph (12) and inserting “; or”, and by adding at the end 
the following new paragraph: 

“(13) Except in the case of a sale or exchange in satisfaction 
of a pecuniary bequest, an executor of an estate and a bene- 
ficiary of such estate.”. 

(b) ORDINARY INCOME FROM GAIN FROM SALE OF DEPRECIABLE 
PROPERTY.—Subsection (b) of section 1239 is amended by striking 
the period at the end of paragraph (2) and inserting “, and” and 
by adding at the end the following new paragraph: 


26 USC 646 note. 


26 USC 663 note 


26 USC 663 note. 
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“(3) except in the case of a sale or exchange in satisfaction 
of a pecuniary bequest, an executor of an estate and a bene- 
ficiary of such estate.” 

(c) EFFECTIVE DATE.—The amendments made by this section 
shall apply to taxable years beginning after the date of the enact- 
ment of this Act. 


SEC. 1309. TREATMENT OF FUNERAL TRUSTS. 


(a) IN GENERAL.—Subpart F of part I of subchapter J of chapter 
1 is amended by adding at the end the following new section: 


“SEC. 685. TREATMENT OF FUNERAL TRUSTS. 


“(a) IN GENERAL.—In the case of a qualified funeral trust— 

“(1) subparts B, C, D, and E shall not apply, and 

“(2) no deduction shall be allowed by section 642(b). 

“(b) QUALIFIED FUNERAL TRUST.—For purposes of this sub- 
section, the term ‘qualified funeral trust’ means any trust (other 
than a foreign trust) if— 

“(1) the trust arises as a result of a contract with a person 
engaged in the trade or business of providing funeral or burial 
services or property necessary to provide such services, 

“(2) the sole purpose of the trust is to hold, invest, and 
reinvest funds in the trust and to use such funds solely to 
make payments for such services or property for the benefit 
of the beneficiaries of the trust, 

“(3) the only beneficiaries of such trust are individuals 
with respect to whom such services or property are to be 
provided at their death under contracts described in paragraph 
(1), 

“(4) the only contributions to the trust are contributions 
by or for the benefit of such beneficiaries, 

“(5) the trustee elects the application of this subsection, 
and 

“(6) the trust would (but for the election described in para- 
graph (5)) be treated as owned under subpart E by the pur- 
chasers of the contracts described in paragraph (1). 

“(c) DOLLAR LIMITATION ON CONTRIBUTIONS. — 

“(1) IN GENERAL.—The term ‘qualified funeral trust’ shall 
not include any trust which accepts aggregate contributions 
by or for the benefit of an individual in excess of $7,000. 

“(2) RELATED TRUSTS.—For purposes of paragraph (1), all 
trusts having trustees which are related persons shal! be treat- 
ed as 1 trust. For purposes of the preceding sentence, persons 
are related if— 

“(A) the relationship between such persons is described 

in section 267 or 707(b), 

“(B) such persons are treated as a single employer 
under subsection (a) or (b) of section 52, or 

“(C) the Secretary determines that treating such per- 
sons as related is necessary to prevent avoidance of the 
purposes of this section. 

“(3) INFLATION ADJUSTMENT.—In the case of any contract 
referred to in subsection (b\(1) which is entered into during 
any calendar year after 1998, the dollar amount referred to 
paragraph (1) shall be increased by an amount equal to— 

“(A) such dollar amount, multiplied by 
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“(B) the cost-of-living adjustment determined under 
section 1(f)(3) for such calendar year, by substituting ‘cal- 
endar year 1997’ for ‘calendar year 1992’ in subparagraph 
(B) thereof. 

If any dollar amount after being increased under the preceding 

sentence is not a multiple of $100, such dollar amount shall 

be rounded to the nearest multiple of $100. 

“(d) APPLICATION OF RATE SCHEDULE.—Section l(e) shall be 
applied to each qualified funeral trust by treating each beneficiary’s 
interest in each such trust as a separate trust. 

“(e) TREATMENT OF AMOUNTS REFUNDED TO PURCHASER ON 
CANCELLATION.—No gain or loss shall be recognized to a purchaser 
of a contract described in subsection (b)(1) by reason of any payment 
from such trust to such purchaser by reason of cancellation of 
such contract. If any payment referred to in the preceding sentence 
consists of property other than money, the basis of such property 
in the hands of such purchaser shall be the same as the trust’s 
basis in such property immediately before the payment. 

“(f) SIMPLIFIED REPORTING.—The Secretary may prescribe rules 
for simplified reporting of all trusts having a single trustee.”. 

(b) CLERICAL AMENDMENT.—The table of sections for subpart 
F of part I of subchapter J of chapter 1 is amended by adding 
at the end the following new item: 


“Sec. 685. Treatment of funeral trusts.”. 


(c) EFFECTIVE DATE.—The amendments made by this section 26 USC 685 note. 


shall apply to taxable years ending after the date of the enactment 
of this Act. 


SEC. 1310. ADJUSTMENTS FOR GIFTS WITHIN 3 YEARS OF DECEDENT’S 
DEATH. 


(a) GENERAL RULE.—Section 2035 is amended to read as follows: 


“SEC. 2035. ADJUSTMENTS FOR CERTAIN GIFTS MADE WITHIN 3 YEARS 
OF DECEDENT’S DEATH. 


“(a) INCLUSION OF CERTAIN PROPERTY IN GROSS ESTATE.—If— 
“(1) the decedent made a transfer (by trust or otherwise) 
of an interest in any property, or relinquished a power with 
respect to any property, during the 3-year period ending on 
the date of the decedent’s death, and 
“(2) the value of such property (or an interest therein) 
would have been included in the decedent’s gross estate under 
section 2036, 2037, 2038, or 2042 if such transferred interest 
or relinquished power had been retained by the decedent on 
the date of his death, 
the value of the gross estate shall include the value of any property 
(or interest therein) which would have been so included. 

“(b) INCLUSION OF GIFT TAX ON GIFTS MADE DURING 3 YEARS 
BEFORE DECEDENT’S DEATH.—The amount of the gross estate (deter- 
mined without regard to this subsection) shall be increased by 
the amount of any tax paid under chapter 12 by the decedent 
or his estate on any cit made by the decedent or his spouse 
— the 3-year period ending on the date of the decedent’s 

eath. 

“(c) OTHER RULES RELATING TO TRANSFERS WITHIN 3 YEARS 
OF DEATH.— 

“(1) IN GENERAL.—For purposes of— 
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“(A) section 303(b) (relating to distributions in redemp- 
tion of stock to pay death taxes), 

“(B) section 2032A (relating to special valuation of 
certain farms, etc., real property), and 

“(C) subchapter C of chapter 64 (relating to lien for 
taxes), 

the value of the gress estate shall include the value of all 

property to the extent of any interest therein of which the 

decedent has at any time made a transfer, by trust or otherwise, 
during the 3-year period ending on the date of the decedent’s 
death. 

“(2) COORDINATION WITH SECTION 6166.—An estate shall 
be treated as meeting the 35 percent of adjusted gross estate 
requirement of section 6166(a)(1) only if the estate meets such 
requirement both with and without the application of paragraph 
(1). 

“(3) MARITAL AND SMALL TRANSFERS.—Paragraph (1) shall 
not apply to any transfer (other than a transfer with respect 
to a life insurance policy) made during a calendar year to 
any donee if the decedent was not required by section 6019 
(other than by reason of section 6019(2)) to file any gift tax 
return for such year with respect to transfers to such donee. 
“(d) EXCEPTION.—Subsection (a) shall not apply to any bona 

fide sale for an adequate and full consideration in money or money’s 
worth. 

“(e) TREATMENT OF CERTAIN TRANSFERS FROM REVOCABLE 
TRUSTS.—For purposes of this section and section 2038, any transfer 
from any portion of a trust during any period that such portion 
was treated under section 676 as owned by the decedent by reason 
of a power in the grantor (determined without regard to section 
672(e)) shall be treated as a transfer made directly by the 
decedent.”. 

(b) CLERICAL AMENDMENT.—The table of sections for part III 
of subchapter A of chapter 11 is amended by striking “gifts” in 
the item relating to section 2035 and inserting “certain gifts”. 

(c) EFFECTIVE DATE.—The amendments made by this section 
shall apply to the estates of decedents dying after the date of 
the enactment of this Act. 


SEC. 1311. CLARIFICATION OF TREATMENT OF SURVIVOR ANNUITIES 
UNDER QUALIFIED TERMINABLE INTEREST RULES. 


(a) IN GENERAL.—Subparagraph (C) of section 2056(b)(7) is 
amended by inserting “(or, in the case of an interest in an annuity 
arising under the community property laws of a State, included 
in the gross estate of the decedent under section 2033)” after 
“section 2039”. 

(b) EFFECTIVE DATE.—The amendment made by this section 
shall apply to estates of decedents dying after the date of the 
enactment of this Act. 


SEC. 1312. TREATMENT UNDER QUALIFIED DOMESTIC TRUST RULES 
OF FORMS OF OWNERSHIP WHICH ARE NOT TRUSTS. 


(a) IN GENERAL.—Subsection (c) of section 2056A (defining 
ualified domestic trust) is amended by adding at the end the 
ollowing new paragraph: 

“(3) TrRUsT.—To the extent provided in regulations pre- 
scribed by the Secretary, the term ‘trust’ includes other arrange- 
ments which have substantially the same effect as a trust.”. 
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(b) EFFECTIVE DATE.—The amendment made by this section 26 USC 2056A 
shall apply to estates of decedents dying after the date of the note 
enactment of this Act. 


SEC. 1313. OPPORTUNITY TO CORRECT CERTAIN FAILURES UNDER 
SECTION 2032A. 


(a) GENERAL RULE.—Paragraph (3) of section 2032A(d) (relating 
to modification of election and agreement to be permitted) is amend- 
ed to read as follows: 

“(3) MODIFICATION OF ELECTION AND AGREEMENT TO BE Regulations 
PERMITTED.—The Secretary shall prescribe procedures which 
provide that in any case in which the executor makes an 
election under paragraph (1) (and submits the agreement 
referred to in paragraph (2)) within the time prescribed there- 
for, but— 

“(A) the notice of election, as filed, does not contain 
all required information, or 
“(B) signatures of 1 or more persons required to enter 

into the agreement described in paragraph (2) are not 

included on the agreement as filed, or the agreement does 

not contain all required information, 
the executor will have a reasonable period of time (not exceed- 
ing 90 days) after notification of such failures to provide such 
information or signatures.”. 

(b) EFFECTIVE DATE.—The amendment made by subsection (a) 26 USC 2032A 
shall apply to the estates of decedents dying after the date of note 
the enactment of this Act. 


SEC. 1314. AUTHORITY TO WAIVE REQUIREMENT OF UNITED STATES 
TRUSTEE FOR QUALIFIED DOMESTIC TRUSTS. 


(a) IN GENERAL.—Subparagraph (A) of section 2056A(a\(1) is 
amended by inserting “except as provided in regulations prescribed 
by the Secretary,” before “requires”. 

(b) EFFECTIVE DATE.—The amendment made by this section 26 USC 2056A 
shall apply to estates of decedents dying after the date of the note 
enactment of this Act. 


TITLE XIV—SIMPLIFICATION PROVI- 
SIONS RELATING TO EXCISE TAXES, 
TAX-EXEMPT BONDS, AND OTHER 
MATTERS 


Subtitle A—Excise Tax Simplification 


PART I—EXCISE TAXES ON HEAVY TRUCKS 
AND LUXURY CARS 


SEC. 1401. INCREASE IN DE MINIMIS LIMIT FOR AFTER-MARKET ALTER- 
ATIONS FOR HEAVY TRUCKS AND LUXURY CARS. 


(a) IN GENERAL.—Sections 4003(a)(3C) and 4051(b)(2)(B) 
(relating to exceptions) are each amended by striking “$200” and 
inserting “$1,000”. 








111 STAT. 1046 PUBLIC LAW 105-34—AUG. 5, 1997 


26 USC 4003 


note 


26 USC 4051 
note 


26 USC 5008 
note. 


26 USC 5175 
note. 


26 USC 5207 
note. 


(b) EFFECTIVE DATE.—The amendments made by subsection 
(a) shall apply to installations on vehicles sold after the date of 
the enactment of this Act. 


SEC. 1402. CREDIT FOR TIRE TAX IN LIEU OF EXCLUSION OF VALUE 
OF TIRES IN COMPUTING PRICE. 


(a) IN GENERAL.—Subsection (e) of section 4051 is amended 
to read as follows: 

“(e) CREDIT AGAINST TAX FOR TIRE TAx.—If— 

“(1) tires are sold on or in connection with the sale of 
any article, and 
“(2) tax is imposed by this subchapter on the sale of such 
tires, 
there shall be allowed as a credit against the tax imposed by 
this subchapter an amount equal to the tax (if any) imposed by 
section 4071 on such tires.”. 

(b) CONFORMING AMENDMENT.—Subparagraph (B) of section 
4052(b\1) is amended by*striking clause (iii), by adding “and” 
at the end of clause (ii), and by redesignating clause (iv) as clause 
(iii). 

(c) EFFECTIVE DATE.—The amendments made by this section 
shall take effect on January 1, 1998. 


PART II—PROVISIONS RELATED TO DISTILLED 
SPIRITS, WINES, AND BEER 


SEC. 1411. CREDIT OR REFUND FOR IMPORTED BOTTLED DISTILLED 
SPIRITS RETURNED TO DISTILLED SPIRITS PLANT. 


(a) IN GENERAL.—Section 5008(c)(1) (relating to distilled spirits 
returned to bonded premises) is amended by striking “withdrawn 
from bonded premises on payment or determination of tax” and 
inserting “on which tax has been determined or paid”. 

(b) EFFECTIVE DATE.—The amendment made by subsection (a) 
shall take effect on the ist day of the lst calendar quarter that 
begins at least 180 days after the date of the enactment of this 
Act. 


SEC. 1412. AUTHORITY TO CANCEL OR CREDIT EXPORT BONDS WITH- 
OUT SUBMISSION OF RECORDS. 


(a) IN GENERAL.—Section 5175(c) (relating to cancellation of 
credit of export bonds) is amended by striking “on the submission 
of’ and all that follows and inserting “if there is such proof of 
exportation as the Secretary may by regulations require.”. 

(b) EFFECTIVE DATE.—The amendment made by subsection (a) 
shall take effect on the lst day of the 1st calendar quarter that 
— at least 180 days after the date of the enactment of this 

ct. 


SEC. 1413. REPEAL OF REQUIRED MAINTENANCE OF RECORDS ON 
PREMISES OF DISTILLED SPIRITS PLANT. 


(a) IN GENERAL.—Section 5207(c) (relating to preservation and 
inspection) is amended by striking “shall be Sat on the premises 
where the operations covered by the record are carried on and”. 
(b) EFFECTIVE DATE.—The amendment made by subsection (a) 
shall take effect on the 1st day of the 1st calendar quarter that 
— at least 180 days after the date of the enactment of this 
ct. 
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SEC. 1414. FERMENTED MATERIAL FROM ANY BREWERY MAY BE 
RECEIVED AT A DISTILLED SPIRITS PLANT. 


(a) IN GENERAL.—Section 5222(b\(2) (relating to receipt) is 
amended to read as follows: 

“(2) beer conveyed without payment of tax from brewery 
premises, beer which has been lawfully removed from brewery 
premises upon determination of tax, or”. 

(b) CLARIFICATION OF AUTHORITY TO PERMIT REMOVAL OF BEER 
WITHOUT PAYMENT OF TAX FOR USE AS DISTILLING MATERIAL.— 
Section 5053 (relating to exemptions) is amended by redesignating 
subsection (f) as subsection (i) and by inserting after subsection 
(e) the following new subsection: 

“(f) REMOVAL FOR USE AS DISTILLING MATERIAL.—Subject to 
such regulations as the Secretary may prescribe, beer may be 
removed from a brewery without payment of tax to any distilled 
spirits plant for use as distilling material.”. 

(c) CLARIFICATION OF REFUND AND CREDIT OF TAX.—Section 
5056 (relating to refund and credit of tax, or relief from liability) 
is amended— 

(1) by redesignating subsection (c) as subsection (d) and 
by inserting after subsection (b) the following new subsection: 
“(c) BEER RECEIVED AT A DISTILLED SPIRITS PLANT.—Any tax 

ge by any brewer on beer produced in the United States may 

e refunded or credited to the brewer, without interest, or if the 
tax has not been paid, the brewer may be relieved of liability 
therefor, under regulations as the Secretary may prescribe, if such 
beer is received on the bonded premises of a distilled spirits plant 
pursuant to the provisions of section 5222(b)(2), for use in the 
production of distilled spirits.”, and 

(2) by striking “or rendering unmerchantable” in subsection 
(d) (as so. redesignated) and_ inserting “rendering 
unmerchantable, or receipt on the bonded premises of a distilled 
spirits plant”. 

(d) EFFECTIVE DATE.—The amendments made by this section 26 USC 5053 
shall take effect on the Ist day of the lst calendar quarter that note 
begins at least 180 days after the date of the enactment of this 
Act. 


SEC. 1415. REPEAL OF REQUIREMENT FOR WHOLESALE DEALERS IN 
LIQUORS TO POST SIGN. 


(a) IN GENERAL.—Section 5115 (relating to sign required on 
premises) is hereby repealed. 
(b) CONFORMING AMENDMENTS.— 
(1) Section 5681(a) is amended by striking “, and every 
wholesale dealer in liquors,” and by striking “section 5115(a) 
or”. 
(2) Section 5681(c) is amended— 
(A) by striking “or wholesale liquor establishment, on 
which no sign required by section 5115(a) or” and inserting 
“on which no sign required by”, and 
(B) by striking “or wholesale liquor establishment, or 
who” and inserting “or who”. 
(3) The table of sections for subpart D of part II of sub- 
chapter A of chapter 51 is amended by striking the item relating 
to section 5115. 
(c) EFFECTIVE DATE.—The amendments made by this section 26 USC 5681 
shall take effect on the date of the enactment of this Act. note. 
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SEC. 1416. REFUND OF TAX TO WINE RETURNED TO BOND NOT LIMITED 
TO UNMERCHANTABLE WINE. 


(a) IN GENERAL.—Section 5044(a) (relating to refund of tax 
on unmerchantable wine) is amended by striking “as 
unmerchantable”. 

(b) CONFORMING AMENDMENTS.— 

(1) Section 5361 is amended by striking “unmerchantable”. 

(2) The section heading for section 5044 is amended by 
striking “UNMERCHANTABLE” 

(3) The item relating to section 5044 in the table of sections 
for subpart C of part I of subchapter A of chapter 51 is amended 
by striking “unmerchantable” 

(c) EFFECTIVE DATE.—The amendments made by this section 
shall take effect on the lst day of the lst calendar quarter that 
begins at least 180 days after the date of the enactment of this 
Act. 


SEC. 1417. USE OF ADDITIONAL AMELIORATING MATERIAL IN CERTAIN 
WINES. 


(a) IN GENERAL.—Section 5384(b)(2)(D) (relating to ameliorated 
fruit and berry wines) is amended by striking “loganberries, cur- 
rants, or gooseberries,” and inserting “any fruit or berry with a 
natural fixed acid of 20 parts per thousand or more (before any 
correction of such fruit or berry)”. 

(b) EFFECTIVE DATE.—The amendment made by this section 
shall take effect on the Ist day of the lst calendar quarter that 
begins at least 180 days after the date of the enactment of this 
Act. 


SEC. 1418. DOMESTICALLY PRODUCED BEER MAY BE WITHDRAWN 
FREE OF TAX FOR USE OF FOREIGN EMBASSIES, LEGA- 
TIONS, ETC. 


(a) IN GENERAL.—Section 5053 (relating to exemptions), as 
amended by section 1414(b), is amended by inserting after sub- 
section (f) the following new subsection: 

“(g) REMOVALS FOR USE OF FOREIGN EMBASSIES, LEGATIONS, 
EtTc.— 

“(1) IN GENERAL.—Subject to such regulations as the Sec- 
retary may prescribe— 

“(A) beer may be withdrawn from the brewery without 
payment of tax for transfer to any customs bonded ware- 
house for entry pending withdrawal therefrom as provided 
in subparagraph (B), and 

“(B) beer entered into any customs bonded warehouse 
under subparagraph (A) may be withdrawn for consump- 
tion in the United States by, and for the official and family 
use of, such foreign governments, organizations, and 
individuals as are entitled to withdraw imported beer from 
such warehouses free of tax. 

Beer transferred to any customs bonded warehouse under 

subparagraph (A) shall be entered, stored, and accounted for 

in such warehouse under such regulations and bonds as the 

Secretary may prescribe, and may be withdrawn therefrom 

by such governments, organizations, and individuals free of 

tax under the same conditions and procedures as imported 
beer. 
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“(2) OTHER RULES TO APPLY.—Rules similar to the rules 

of paragraphs (2) and (3) of section 5362(e) shall apply for 

purposes of this subsection.”. 

(b) EFFECTIVE DATE.—The amendment made by subsection (a) 26 USC 5053 
shall take effect on the lst day of the lst calendar quarter that note 
begins at least 180 days after the date of the enactment of this 
Act. 


SEC. 1419. BEER MAY BE WITHDRAWN FREE OF TAX FOR DESTRUC- 
TION. 


(a) IN GENERAL.—Section 5053 (relating to exemptions), as 
amended by section 1418(a), is amended by inserting after sub- 
section (g) the following new subsection: 

“(h) REMOVALS FOR DESTRUCTION.—Subject to such regulations 
as the Secretary may prescribe, beer may be removed from the 
brewery without payment of tax for destruction.”. 

(b) EFFECTIVE DATE.—The amendment made by subsection (a) 26 USC 5053 
shall take effect on the lst day of the lst calendar quarter that ote 
begins at least 180 days after the date of the enactment of this 
Act. 


SEC. 1420. AUTHORITY TO ALLOW DRAWBACK ON EXPORTED BEER 
WITHOUT SUBMISSION OF RECORDS. 


(a) IN GENERAL.—The first sentence of section 5055 (relating 
to drawback of tax on beer) is amended by striking “found to 
have been paid” and all that follows and inserting “paid on such 
beer if there is such proof of exportation as the Secretary may 
by regulations require.”. 

(b) EFFECTIVE DATE.—The amendment made by subsection (a) 26 USC 5055 
shall take effect on the lst day of the lst calendar quarter that note 
begins at least 180 days after the date of the enactment of this 
Act. 


SEC. 1421. TRANSFER TO BREWERY OF BEER IMPORTED IN BULK WITH- 
OUT PAYMENT OF TAX. 


(a) IN GENERAL.—Part II of subchapter G of chapter 51 is 
amended by adding at the end the following new section: 


“SEC. 5418. BEER IMPORTED IN BULK. 


“Beer imported or brought into the United States in bulk 
containers may, under such regulations as the Secretary may pre- 
scribe, be withdrawn from customs custody and transferred in such 
bulk containers to the premises of a brewery without payment 
of the internal revenue tax imposed on such beer. The proprietor 
of a brewery to which such beer is transferred shall become liable 
for the tax on the beer withdrawn from customs custody under 
this section upon release of the beer from customs custody, and 
the importer, or the person bringing such beer into the United 
States, shall thereupon be relieved of the liability for such tax.”. 

(b) CLERICAL AMENDMENT.—The table of sections for such part 
II is amended by adding at the end the following new item: 


“Sec. 5418. Beer imported in bulk.” 


(c) EFFECTIVE DATE.—The amendments made by this section 26 USC 5418 
shall take effect on the Ist day of the lst calendar quarter that note. 
begins at least 180 days after the date of the enactment of this 
Act. 
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SEC. 1422. TRANSFER TO BONDED WINE CELLARS OF WINE IMPORTED 
IN BULK WITHOUT PAYMENT OF TAX. 


(a) IN GENERAL.—Part II of as F of chapter 51 is 
amended by inserting after section 5363 the following new section: 


“SEC. 5364. WINE IMPORTED IN BULK. 


“Wine imported or brought into the United States in bulk 
containers may, under such regulations as the Secretary may pre- 
scribe, be withdrawn from customs custody and transferred in such 
bulk containers to the premises of a bonded wine cellar without 
payment of the lereal revenue tax imposed on such wine. The 
proprietor of a bonded wine cellar to which such wine is transferred 
shall become liable for the tax on the wine withdrawn from customs 
custody under this section upon release of the wine from customs 
custody, and the importer, or the person bringing such wine into 
the United States, shall thereupon be allan aF the liability for 
such tax.” 

(b) CLERICAL AMENDMENT.—The table of sections for such part 
II is amended by inserting after the item relating to section 5363 
the following new item: 


“Sec. 5364. Wine imported in bulk.” 


(c) EFFECTIVE DATE.—The amendments made by this section 
shall take effect on the lst day of the lst calendar quarter that 
begins at least 180 days after the date of the enactment of this 
Act. 


PART III—OTHER EXCISE TAX PROVISIONS 


SEC. 1431. AUTHORITY TO GRANT EXEMPTIONS FROM REGISTRATION 
REQUIREMENTS. 


(a) IN GENERAL.—Section 4222(b)(2) (relating to export) is 
amended— 
(1) by striking “in the case of any sale or resale for export,”, 
and 
(2) by striking “EXPORT” and inserting “UNDER REGULA- 
TIONS”. 
(b) EFFECTIVE DATE.—The amendments made by subsection 
(a) shall take effect on the date of the enactment of this Act. 


SEC. 1432. REPEAL OF EXPIRED PROVISIONS. 


(a) PiGGy-BACK TRAILERS.—Section 4051 (relating to imposition 
of tax on heavy trucks and trailers sold at retail) is amended 
by striking subsection (d) and by redesignating subsection (e) as 
subsection (d). 

(b) DEEP SEABED MINING.— 

(1) IN GENERAL.—Subchapter F of chapter 36 (relating to 
tax on removal of hard mineral resources from deep seabed) 
is hereby repealed. 

(2) CONFORMING AMENDMENT.—The table of subchapters 
for chapter 36 is amended by striking the item relating to 
subchapter F. 

(c) OZONE-DEPLETING CHEMICALS.— 

(1) Paragraph (1) of section 4681(b) is amended by striking 
subparagraphs (B) and (C) and inserting the following new 
subparagraph: 

“(B) BASE TAX AMOUNT.—The base tax amount for pur- 
poses of subparagraph (A) with respect to any sale or 
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use during any calendar year after 1995 shall be $5.35 
increased by 45 cents for each year after 1995.”. 
(2) Subsection (g) of section 4682 is amended to read as 
follows: 
“(g) CHEMICALS USED AS PROPELLANTS IN METERED-DOSE 
INHALERS.— 
“(1) EXEMPTION FROM TAX.— 
“(A) IN GENERAL.—No tax shall be imposed by section 
4681 on— 
“(i) any use of any substance as a propellant in 
metered-dose inhalers, or 
“(ii) any qualified sale by the manufacturer, pro- 
ducer, or importer of any substance. 
“(B) QUALIFIED SALE.—For purposes of subparagraph 
(A), the term ‘qualified sale’ means any sale by the manu- 
facturer, producer, or importer of any substance— 
“(i) for use by the purchaser as a propellant in 
metered dose inhalers, or 
“(ii) for resale by the purchaser to a 2d purchaser 
for such use by the 2d purchaser 
The preceding sentence shall apply only if the manufac- Applicability 
turer, producer, and importer, and the lst and 2d pur- 
chasers (if any) meet such registration requirements as 
may be reentind by the Secretary. 
“(2) OVERPAYMENTS.—If any substance on which tax was 
aid under this rege ia is used by any person as a propel- 
an in metered-dose inhalers, credit or refund without interest 
shall be allowed to such person in an amount equal to the 
tax so paid. Amounts payable under the preceding sentence 
with respect to uses during the taxable year shall be treated 
as described in section 34(a) for such year unless claim thereof 
has been timely filed under this paragraph.”. 


SEC. 1433. SIMPLIFICATION OF IMPOSITION OF EXCISE TAX ON 
ARROWS. 


(a) IN GENERAL.—Subsection (b) of section 4161 (relating to 
imposition of tax) is amended to read as follows: 
“(b) Bows AND ARROWS, ETC.— 

“(1) Bows.— 

“(A) IN GENERAL.—There is hereby imposed on the 
sale by the manufacturer, producer, or importer of any 
bow which has a draw weight of 10 pounds or more, a 
tax — to 11 percent of the price for which so sold. 

“(B) PARTS AND ACCESSORIES.—There is _ hereby 
imposed upon the sale by the manufacturer, producer, or 
importer— 

“(i) of any part of accessory suitable for inclusion 
in or attachment to a bow described in subparagraph 

(A), and 

“(ii) of any quiver suitable for use with arrows 

described in paragraph (2), 

a a equivalent to 11 percent of the price for which so 

sold. 

“(2) ARROWS.—There is hereby imposed on the sale by 
the manufacturer, producer, or importer of any shaft, point, 
nock, or vane of a type used in the manufacture of any arrow 
which after its assembly— 
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“(A) measures 18 inches overall or more in length, 
or 
“(B) measures less than 18 inches overall in length 
but is suitable for use with a bow described in paragraph 
(1)(A), 
a tax equal to 12.4 percent of the price for which so sold. 
“(3) COORDINATION WITH SUBSECTION (a).—No tax shall 
be imposed under this subsection with respect to any article 
taxable under subsection (a).”. 
(b) EFFECTIVE DATE.—The amendment made by subsection (a) 
shall apply to articles sold by the manufacturer, producer, or 
importer after September 30, 1997. 


SEC. 1434. MODIFICATIONS TO RETAIL TAX ON HEAVY TRUCKS. 


(a) CERTAIN REPAIRS AND MODIFICATIONS NOT TREATED AS 
MANUFACTURE.—Section 4052 is amended by redesignating the sub- 
section defining a long-term lease as subsection (e) and by adding 
at the end the following new subsection: 

“(f) CERTAIN REPAIRS AND MODIFICATIONS NOT TREATED AS 
MANUFACTURE.— 

“(1) IN GENERAL.—An article described in section 4051(a)(1) 
shall not be treated as manufactured or produced solely by 
reason of repairs or modifications to the article (including any 
modification which changes the transportation function of the 
article or restores a wrecked article to a functional condition) 
if the cost of such repairs and modifications does not exceed 
75 percent of the retail price of a comparable new article. 

“(2) EXCEPTION.—Paragraph (1) shall not apply if the article 
(as repaired or modified) would, if new, be cma e under section 
4051 and the article when new was not taxable under this 
section or the corresponding provision of prior law.”. 

(b) SIMPLIFICATION OF CERTIFICATION PROCEDURES WITH 
RESPECT TO SALES OF TAXABLE ARTICLES.— 

(1) REPEAL OF REGISTRATION REQUIREMENT.—Subsection (d) 
of section 4052 is amended by striking “rules of—” and all 
that follows through “shall apply” and inserting “rules of sub- 
sections (c) and (d) of section 4216 (relating to partial payments) 
shall oe 

(2) REQUIREMENT TO MODIFY REGULATIONS.—Section 4052 
is amended by adding at the end the following new subsection: 
“(g) REGULATIONS.—The Secretary shall prescribe regulations 

which permit, in lieu of any other certification, persons who are 
urchasing articles taxable under this subchapter for resale or 
easing in a long-term lease to execute a statement (made under 
— of perjury) on the sale invoice that such sale is for resale. 
e Secretary shall not impose any registration requirement as 

a condition of using such procedure.”. 

(c) EFFECTIVE DATE.—The amendments made by this section 
shall take effect on January 1, 1998. 


SEC. 1435. SKYDIVING FLIGHTS EXEMPT FROM TAX ON TRANSPOR- 
TATION OF PERSONS BY AIR. 


(a) IN GENERAL.—Section 4261 (relating to imposition of tax 
on transportation of persons by air), as previously amended by 
this Act, is amended by redesignating subsection (h) as subsection 
(i) and by inserting after subsection (g) the following new subsection: 





PUBLIC LAW 105-34—AUG. 5, 1997 111 STAT. 1053 


“(h) EXEMPTION FOR SKYDIVING USES.—No tax shall be imposed 
by this section or section 4271 on any air transportation exclusively 
for the purpose of skydiving.”. 
(b) TRANSPORTATION TREATED AS NONCOMMERCIAL AVIATION.— 
The last sentence of section 4041(c\(2) is amended by inserting 
before the period “or by reason of section 4261(h)”. 
(c) EFFECTIVE DATES.— 
) SUBSECTION (a).—The amendment made by subsection 26 USC 4261 
) shall apply to amounts paid after September 30, 1997. note 
(2) SUBSECTION (b).—The amendment made by subsection 26 USC 4041 
(b) shall take effect on October 1, 1997. note 


SEC. 1436. ALLOWANCE OR CREDIT OF REFUND FOR TAX-PAID AVIA- 
TION FUEL PURCHASED BY REGISTERED PRODUCER OF 
AVIATION FUEL. 


(a) IN GENERAL.—Section 4091 (relating to aviation fuel) is 
amended by adding at the end the following new subsection: 

“(d) REFUND OF TAX-PAID AVIATION FUEL TO REGISTERED PRO- 
DUCER OF FUEL.—If— 

“(1) a producer of aviation fuel is registered under section 

4101, and 

“(2) such producer establishes to the satisfaction of the 

Secretary that a prior tax was paid (and not credited or 

refunded) on aviation fuel held by such producer, 
then an amount equal to the tax so paid shall be allowed as 
a refund (without interest) to such producer in the same manner 
as if it were an overpayment of tax imposed by this section.”. 

(b) CONFORMING AMENDMENT.—The last sentence of section 
6416(d) is amended by inserting before the period “or to the tax 
imposed by section 4091 in the case of refunds described in section 
4091(d)”. 

(c) EFFECTIVE DATE.—The amendments made by this section 26 USC 4091 
shall apply to fuel acquired by the producer after September 30, note. 
1997. 


Subtitle B—Tax-Exempt Bond Provisions 


SEC. 1441. REPEAL OF $100,000 LIMITATION ON UNSPENT PROCEEDS 
UNDER 1-YEAR EXCEPTION FROM REBATE. 


Subclause (I) of section 148(f)(4)(B)\ii) (relating to additional 
period for certain bonds) is amended by striking “the lesser of 
5 percent of the proceeds of the issue or $100,000” and inserting 
“5 percent of the proceeds of the issue”. 


SEC. 1442. EXCEPTION FROM REBATE FOR EARNINGS ON BONA FIDE 
DEBT SERVICE FUND UNDER CONSTRUCTION BOND 
RULES. 


Subparagraph (C) of — 148(f(4) is amended by adding 
at the end the f wing new clause: 
“(xvii) TREATMENT OF BONA FIDE DEBT SERVICE 
FUNDS.—If the spending requirements of clause (ii) 
are met with respect to the available construction pro- 
ceeds of a construction issue, then paragraph (2) shall 
not apply to earnings on a bona fide debt service fund 
for such issue. 
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26 USC 148 note 


26 USC 6512 
note 


SEC. 1443. REPEAL OF DEBT SERVICE-BASED LIMITATION ON INVEST- 
MENT IN CERTAIN NONPURPOSE INVESTMENTS. 


Subsection (d) of section 148 (relating to special rules for reason- 
ably required reserve or replacement fund) is amended by striking 
paragraph (3). 


SEC. 1444. REPEAL OF EXPIRED PROVISIONS. 


(a) Paragraph (2) of section 148(c) is amended by striking 
subparagraph (B) and by redesignating subparagraphs (C), (D), 
and (E) as subparagraphs (B), (C), and (D), respectively. 

(b) Paragraph (4) of section 148(f) is amended by striking 
subparagraph (E). 


SEC. 1445. EFFECTIVE DATE. 


The amendments made by this subtitle shall apply to bonds 
issued after the date of the enactment of this Act. 


Subtitle C—Tax Court Procedures 


SEC. 1451. OVERPAYMENT DETERMINATIONS OF TAX COURT. 


(a) APPEAL OF ORDER.—Paragraph (2) of section 6512(b) (relat- 
ing to jurisdiction to enforce) is amended by adding at the end 
the following new sentence: “An order of the Tax Court disposing 
of a motion under this paragraph shall be reviewable in the same 
manner as a decision of the Tax Court, but only with respect 
to the matters determined in such order.”. 

(b) DENIAL OF JURISDICTION REGARDING CERTAIN CREDITS AND 
REDUCTIONS.—Subsection (b) of section 6512 (relating to overpay- 
ment determined by Tax Court) is amended by adding at the 
end the following new paragraph: 

“(4) DENIAL OF JURISDICTION REGARDING CERTAIN CREDITS 

AND REDUCTIONS.—The Tax Court shall have no jurisdiction 

under this subsection to restrain or review any credit or reduc- 

tion made by the Secretary under section 6402.”. 

(c) EFFECTIVE DATE.—The amendments made by this section 
shall take effect on the date of the enactment of this Act. 


SEC. 1452. REDETERMINATION OF INTEREST PURSUANT TO MOTION. 


(a) IN GENERAL.—Subsection (c) of section 74&1 (relating to 
jurisdiction over interest determinations) is amended to read as 
follows: 

“(c) JURISDICTION OVER INTEREST DETERMINATIONS.— 

“(1) IN GENERAL.—Notwithstanding subsection (a), if, 
within 1 year after the date the decision of the Tax Court 
becomes final under subsection (a) in a case to which this 
subsection applies, the taxpayer files a motion in the Tax 
Court for a redetermination of the amount of interest involved, 
then the Tax Court may reopen the case solely to determine 
whether the taxpayer has made an overpayment of such 
interest or the Secretary has made an underpayment of such 
interest and the amount thereof. 

“(2) CASES TO WHICH THIS SUBSECTION APPLIES.—This sub- 
section shall apply where— 

“(A)G) an assessment has been made by the Secretary 
under section 6215 which includes interest as imposed 
by this title, and 
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“(ii) the taxpayer has paid the entire amount of the 
deficiency plus interest claimed by the Secretary, and 
“(B) the Tax Court finds under section 6512(b) that 
the taxpayer has made an overpayment. 
“(3) SPECIAL RULES.—If the Tax Court determines under 
this subsection that the taxpayer has made an overpayment 
of interest or that the Secretary has made an underpayment 
of interest, then that determination shall be treated under 
section 6512(b)(1) as a determination of an overpayment of 
tax. An order of the Tax Court redetermining interest, when 
entered upon the records of the court, shall be reviewable 
in the same manner as a decision of the Tax Court.”. 
(b) EFFECTIVE DATE.—The amendment made by this section 26 USC 7481 
shall take effect on the date of the enactment of this Act. note. 


SEC. 1453. APPLICATION OF NET WORTH REQUIREMENT FOR AWARDS 
OF LITIGATION COSTS. 


(a) IN GENERAL.—Paragraph (4) of section 7430(c) (defining 
prevailing party) is amended by adding at the end thereof the 
following new subparagraph: 

“(D) SPECIAL RULES FOR APPLYING NET WORTH REQUIRE- 
MENT.—In applying the requirements of section 
2412(d)(2)(B) of title 28, United States Code, for purposes 
of subparagraph (A)(iii) of this paragraph— 

“(i) the net worth limitation in clause (i) of such 
section shall apply to— 

“(I) an estate but shall be determined as of 
the date of the decedent’s death, and 

“(II) a trust but shall be determined as of 
the last day of the taxable year involved in the 
proceeding, and 
“(ii) individuals filing a joint return shall be treat- 

ed as separate individuals for purposes of clause (i) 

of such section.”. 

(b) EFFECTIVE DATE.—The amendment made by this section 26 USC 7430 
shall apply to proceedings commenced after the date of the enact- note 
ment of this Act. 


SEC. 1454. PROCEEDINGS FOR DETERMINATION OF EMPLOYMENT STA- 
TUS. 


(a) IN GENERAL.—Subchapter B of chapter 76 (relating to 
proceedings by taxpayers and third parties) is amended by 
redesiguating section 7436 as section 7437 and by inserting after 
section 7435 the following new section: 


“SEC. 7436. PROCEEDINGS FOR DETERMINATION OF EMPLOYMENT 
STATUS. 


“(a) CREATION OF REMEDY.—If, in connection with an audit 
of any person, there is an actual controversy involving a determina- 
tion by the Secretary as part of an examination that— 

“(1) one or more individuals performing services for such 
person are employees of such person for purposes of subtitle 

C, or 

“(2) such person is not entitled to the treatment under 
subsection (a) of section 530 of the Revenue Act of 1978 with 
respect to such an individual, 

upon the filing of an appropriate pleading, the Tax Court may 
determine whether such a determination by the Secretary is correct. 
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Any such redetermination by the Tax Court shall have the force 
and effect of a decision of the Tax Court and shall be reviewable 
as such. 


“(b) LIMITATIONS.— 

“(1) PETITIONER.—A pleading may be filed under this sec- 
tion only by the person for whom the services are performed. 

“(2) TIME FOR FILING ACTION.—If the Secretary sends by 
certified or registered mail notice to the petitioner of a deter- 
mination by the Secretary described in subsection (a), no 
proceeding may be initiated under this section with respect 
to such determination unless the pleading is filed before the 
91st day after the date of such mailing. 

“(3) NO ADVERSE INFERENCE FROM TREATMENT WHILE 
ACTION IS PENDING.—If, during the pendency of any proceeding 
brought under this section, the petitioner changes his treatment 
for employment tax purposes of any individual whose employ- 
ment status as an employee is involved in such proceeding 
(or of any individual holding a substantially similar position) 
to treatment as an employee, such change shall not be taken 
into account in the Tax Court’s determination under this sec- 
tion. 

“(c) SMALL CASE PROCEDURES.— 

“(1) IN GENERAL.—At the option of the petitioner, concurred 
in by the Tax Court or a division thereof before the hearing 
of the case, proceedings under this section may (notwithstand- 
ing the provisions of section 7453) be conducted subject to 
the rules of evidence, practice, and procedure applicable under 
section 7463 if the amount of employment taxes placed in 
dispute is $10,000 or less for each calendar quarter involved. 

“(2) FINALITY OF DECISIONS.—A decision entered in any 
proceeding conducted under this subsection shall not be 
reviewed in any other court and shall not be treated as a 
precedent for any other case not involving the same petitioner 
and the same determinations. 

“(3) CERTAIN RULES TO APPLY.—Rules similar to the rules 
of the last sentence of subsection (a), and subsections (c), (d), 
and (e), of section 7463 shall apply to proceedings conducted 
under this subsection. 

“(d) SPECIAL RULES.— 

“(1) RESTRICTIONS ON ASSESSMENT AND COLLECTION PEND- 
ING ACTION, ETC.—The principles of subsections (a), (b), (c), 
(d), and (f) of section 6213, section 6214(a), section 6215, section 
6503(a), section 6512, and section 7481 shall apply to proceed- 
ings brought under this section in the same manner as if 
the Secretary's determination described in subsection (a) were 
a notice of deficiency. 

“(2) AWARDING OF COSTS AND CERTAIN FEES.—Section 7430 
shall apply to proceedings brought under this section. 

“(e) EMPLOYMENT TAX.—The term ‘employment tax’ means any 


tax imposed by subtitle C.”. 


(b) CONFORMING AMENDMENTS.— 
(1) Subsection (d) of section 6511 is amended by adding 
at the end the following new paragraph: 
“(7) SPECIAL PERIOD OF LIMITATION WITH RESPECT TO SELF- 
EMPLOYMENT TAX IN CERTAIN CASES.—If— 
“(A) the claim for credit or refund relates to an overpay- 
ment of the tax imposed by chapter 2 (relating to the 
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tax on self-employment income) attributable to Tax Court 
determination in a proceeding under section 7436, and 
“(B) the allowance of a credit or refund of such overpay- 
ment is otherwise prevented by the operation of any law 
or rule of law other than section 7122 (relating to com- 
| promises), 
such credit or refund may be allowed or made if claim therefor 
is filed on or before the last day of the second year after 
the calendar year in which such determination becomes final.”. 
(2) Subsection (a) of section 7421 is amended by striking 
“and 7429(b)” and inserting “7429(b), and 7436”. 
(3) Sections 7453 and 7481(b) are each amended by striking 
“section 7463” and inserting “section 7436(c) or 7463”. 
(4) The table of sections for subchapter B of chapter 76 
is amended by striking the last item and inserting the Simos: 


“Sec. 7436. Proceedings for determination of employment status. 
“Sec. 7437. Cross references.” 


(c) EFFECTIVE DATE.—The amendments made by this section 26 USC 6511 
shall take effect on the date of the enactment of this Act. note. 


Subtitle D—Other Provisions 


SEC. 1461. EXTENSION OF DUE DATE OF FIRST QUARTER ESTIMATED 
TAX PAYMENT BY PRIVATE FOUNDATIONS. 


(a) IN GENERAL.—Paragraph (3) of section 6655(g) is amended 
by adding at the end the following new sentence: “In the case 
of a private foundation, subsection (c)(2) shall be applied by 
substituting ‘May 15’ for ‘April 15’.”. 

(b) EFFECTIVE DATE.—The amendment made by subsection (a) 26 USC 6655 
shall apply for purposes of determining underpayments of estimated ote 
tax for taxable years beginning after the date of the enactment 
of this Act. 


SEC. 1462. CLARIFICATION OF AUTHORITY TO WITHHOLD PUERTO 
RICO INCOME TAXES FROM SALARIES OF FEDERAL 
EMPLOYEES. 


(a) IN GENERAL.—Subsection (c) of section 5517 of title 5, United 
States Code, is amended by striking “or territory or possession” 
and inserting “, territory, possession, or commonwealth”. 

(b) EFFECTIVE DATE.—The amendment made by subsection (a) 5 USC 5517 note 
shall take effect on January 1, 1998. 


SEC. 1463. CERTAIN NOTICES DISREGARDED UNDER PROVISION 
INCREASING INTEREST RATE ON LARGE CORPORATE 
UNDERPAYMENTS. 


(a) GENERAL RULE.—Subparagraph (B) of section .6621(c)(2) 
(defining applicable date) is amended by adding at the end the 
following new clause: 

“(iii) EXCEPTION FOR LETTERS OR NOTICES INVOLV- 
ING SMALL AMOUNTS.—For purposes of this paragraph, 
any letter or notice shall be disregarded if the amount 
of the deficiency or proposed deficiency (or the assess- 
ment or proposed assessment) set forth in such letter 
or notice is not greater than $100,000 (determined 
by not taking into account any interest, penalties, or 
additions to tax).”. 
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26 USC 6621 


note 


26 USC 402 note 


26 USC 408 note 


(b) EFFECTIVE DATE.—The amendment made by subsection (a) 
shall apply for purposes of determining interest for periods after 
December 31, 1997 


TITLE XV—PENSIONS AND EMPLOYEE 
BENEFITS 


Subtitle A—Simplification 


SEC. 1501. MATCHING CONTRIBUTIONS OF SELF-EMPLOYED INDIVID- 
UALS NOT TREATED AS ELECTIVE EMPLOYER CONTRIBU- 
TIONS. 


(a) IN GENERAL.—Section 402(g) (relating to limitation on exclu- 
sion for elective deferrals) is amended by adding at the end the 
following: 

“(9) MATCHING CONTRIBUTIONS ON BEHALF OF SELF- 
EMPLOYED INDIVIDUALS NOT TREATED AS ELECTIVE EMPLOYER 
CONTRIBUTIONS.—Except as provided in section 401(k\(3)D\ii), 
any matching contribution described in section 401(m)\4)A) 
which is made on behalf of a self-employed individual (as 
defined in section 401(c)) shall not be treated as an elective 
employer contribution under a qualified cash or deferred 
arrangement (as defined in section 401(k)) for purposes of this 
title.”. 

(b) CONFORMING AMENDMENT FOR SIMPLE RETIREMENT 
ACCOUNTS.—Section 408(p) (relating to simple retirement accounts) 
is amended by adding at the end the following: 

“(8) MATCHING CONTRIBUTIONS ON BEHALF OF SELF- 
EMPLOYED INDIVIDUALS NOT TREATED AS ELECTIVE EMPLOYER 
CONTRIBUTIONS.—Any matching contribution described in para- 
graph (2A iii) which is made on behalf of a self-employed 
individual (as defined in section 401(c)) shall not be treated 
as an elective employer contribution to a simple retirement 
account for purposes of this title.”. 

(c) EFFECTIVE DATES.— 

(1) ELECTIVE DEFERRALS.—The amendment made by sub- 
section (a) shall apply to years beginning after December 31, 
1997. 

(2) SIMPLE RETIREMENT ACCOUNTS.—The amendment made 
by subsection (b) shall apply to years beginning after December 
31, 1996. 


SEC. 1502. MODIFICATION OF PROHIBITION OF ASSIGNMENT OR 
ALIENATION. 


(a) AMENDMENT TO ERISA.—Section 206(d) of the Employee 
Retirement Income Security Act of 1974 (29 U.S.C. 1056(d)) is 
amended by adding at the end the following: 

“(4) Paragraph (1) shall not apply to any offset of a participant’s 
benefits provided under an employee pension benefit plan against 
an amount that the participant is ordered or required to pay to 
the plan if— 

“(A) the order or requirement to pay arises— 
“(i) under a judgment of conviction for a crime involving 
such plan, 
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“(ii) under a civil judgment (including a consent order 
or decree) entered by a court in an action brought in 
connection with a violation (or alleged violation) of part 
4 of this subtitle, or 

“(iii) pursuant to a settlement agreement between the 
Secretary and the participant, or a settlement agreement 
between the Pension Benefit Guaranty Corporation and 
the participant, in connection with a violation (or alleged 
violation) of part 4 of this subtitle by a fiduciary or any 
other person, 

“(B) the judgment, order, decree, or settlement agreement 
expressly provides for the offset of all or part of the amount 
ordered or required to be paid to the plan against the partici- 
pant’s benefits provided under the plan, and 

“(C) in a case in which the survivor annuity requirements 
of section 205 apply with respect to distributions from the 
plan to the participant, if the participant has a spouse at 
the time at which the offset is to be made— 

“(i) either— 

“(I) such spouse has consented in writing to such 
offset and such consent is witnessed by a notary public 
or representative of the plan (or it is established to 
the satisfaction of a plan representative that such con- 
sent may not be obtained by reason of circumstances 
described in section 205(c)(2)(B)), or 

“(II) an election to waive the right of the spouse 
to a qualified joint and survivor annuity or a qualified 
preretirement survivor annuity is in effect in accord- 
ance with the requirements of section 205(c), 

“(ii) such spouse is ordered or required in such judg- 
ment, order, decree, or settlement to pay an amount to 
the plan in connection with a violation of part 4 of this 
subtitle, or 

“(iii) in such judgment, order, decree, or settlement, 
such spouse retains the right to receive the survivor annu- 
ity under a qualified joint and survivor annuity provided 
pursuant to section 205(a)(1) and under a qualified pre- 
retirement survivor annuity provided pursuant to section 
205(aX2), determined in accordance with paragraph (5). 

A plan shall not be treated as failing to meet the requirements 
of section 205 solely by reason of an offset under this paragraph. 

“(5XA) The survivor annuity described in paragraph (4)(C)iii) 
shall be determined as if— 

“(i) the participant terminated employment on the date 
of the offset, 

“(ii) there was no offset, 

“(iii) the plan permitted commencement of benefits only 
on or after normal retirement age, 

“(iv) the plan provided only the minimum-required qualified 
joint and survivor annuity, and 

“(v) the amount of the qualified preretirement survivor 
annuity under the plan is equal to the amount of the survivor 
annuity payable under the minimum-required qualified joint 
and survivor annuity. 

“(B) For purposes of this paragraph, the term ‘minimum- 
required qualified joint and survivor annuity’ means the qualified 
joint and survivor annuity which is the actuarial equivalent of 
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the participant’s accrued benefit (within the meaning of section 
3(23)) and under which the survivor annuity is 50 percent of the 
amount of the annuity which is payable during the joint lives 
of the participant and the spouse.”. 

(b) AMENDMENT TO 1986 CopDE.—Section 401(a)(13) (relatin 
to assignment and alienation) is amended by adding at the en 
the following: 

“(C) SPECIAL RULE FOR CERTAIN JUDGMENTS AND 
SETTLEMENTS.—Subparagraph (A) shall not apply to any 
offset of a participant’s benefits provided under a plan 
against an amount that the participant is ordered or 
required to pay to the plan if— 

“(i) the order or requirement to pay arises— 

“(I) under a judgment of conviction for a crime 
involving such plan, 

“(II) under a civil judgment (including a con- 
sent order or decree) entered by a court in an 
action brought in connection with a violation (or 
alleged violation) of part 4 of subtitle B of title 
I of the Employee Retirement Income Security Act 
of 1974, or 

“(III) pursuant to a settlement agreement 
between the Secretary of Labor and the partici- 
pant, or a settlement agreement between the Pen- 
sion Benefit Guaranty Corporation and the partici- 
pant, in connection with a violation (or alleged 
violation) of part 4 of such subtitle by a fiduciary 
or any other person, 

“(ii) the judgment, order, decree, or settlement 
agreement expressly provides for the offset of all or 
part of the amount ordered or required to be paid 
to the plan against the participant’s benefits provided 
under the plan, and 

“(iii) in a case in which the survivor annuity 
requirements of section 401(a)(11) apply with respect 
to distributions from the plan to the participant, if 
the participant has a spouse at the time at which 
the offset is to be made— 

“(I) either such spouse has consented in writ- 
ing to such offset and such consent is witnessed 
by a notary public or representative of the plan 
(or it is cteldlaed to the satisfaction of a plan 
representative that such consent may not be 
obtained by reason of circumstances described in 
section 417(a)(2)(B)), or an election to waive the 
right of the spouse to either a qualified joint and 
survivor annuity or a qualified preretirement 
survivor annuity is in effect in accordance with 
the requirements of section 417(a), 

“(II) such spouse is ordered or required in 
such judgment, order, decree, or settlement to pay 
an amount to the plan in connection with a viola- 
tion of i 4 of such subtitle, or 

“(III) in such judgment, order, decree, or settle- 
ment, such spouse retains the right to receive the 
survivor annuity under a qualified joint and survi- 
vor annuity provided pursuant to section 
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401(aX11)(AXi) and under a qualified preretire- 

ment survivor annuity provided pursuant to sec- 

tion 401(aX11)A\ii), determined in accordance 

with subparagraph (D). 

A plan shall not be treated as failing to meet the require- 
ments of this subsection, subsection (k), section 403(b), 
or section 409(d) solely by reason of an offset described 
in this subparagraph. 

“(D) SURVIVOR ANNUITY.— 

“(i) IN GENERAL.—The survivor annuity described 
- subparagraph (C)(iii)III) shall be determined as 
1 — 

“(I) the participant terminated employment on 
the date of the offset, 

“(II) there was no offset, 

“(III) the plan permitted commencement of 
benefits only on or after normal retirement age, 

“(IV) the plan provided only the minimum- 
required qualified joint and survivor annuity, and 

“(V) the amount of the qualified preretirement 
survivor annuity under the plan is equal to the 
amount of the survivor annuity payable under the 
minimum-required qualified joint and survivor 
annuity. 

“(ii) DEFINITION.—For purposes of this subpara- 
graph, the term ‘minimum-required qualified joint and 
survivor annuity’ means the qualified joint and survi- 
vor annuity which is the actuarial equivalent of the 
participant’s accrued benefit (within the meaning of 
section 411(a)(7)) and under which the survivor annu- 
ity is 50 percent of the amount of the annuity which 
is _ during the joint lives of the participant 
and the spouse.”. 

(c) EFFECTIVE DATE.—The amendments made by this section 26 USC 401 note 
shall apply to judgments, orders, and decrees issued, and settlement 
a entered into, on or after the date of the enactment 
of this Act. 


SEC. 1503. ELIMINATION OF PAPERWORK BURDENS ON PLANS. 


(a) ELIMINATION OF UNNECESSARY FILING REQUIREMENTS.—Sec- 
tion 101(b) of the Employee Retirement Income Security Act of 
1974 (29 U.S.C. 1021(b)) is amended by striking paragraphs (1), 
(2), and (3) and by redesignating paragraphs (4) and (5) as para- 
graphs (1) and (2), respectively. 

(b) ELIMINATION OF PLAN DESCRIPTION.— 

(1) IN GENERAL.—Section 102(a) of the Employee Retire- 

—_— Income Security Act of 1974 (29 U.S.C. 1022(a)) is amend- 

e — 

(A) by striking paragraph (2), and 

(B) by striking “(a)(1)” and inserting “(a)”. 

(2) CONFORMING AMENDMENTS.— 

(A) Section 102(b) of such Act (29 U.S.C. 1022(b)) is 
amended by striking “The plan description and summary 
plan description oe | contain” and inserting “The summary 
plan description shall contain”. 

(B) The heading for section 102 of such Act is amended 
by striking “PLAN DESCRIPTION AND”. 
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Public 
information 


(c) FURNISHING OF REPORTS.— 

(1) IN GENERAL.—Section 104(a)(1) of the Employee Retire- 
ment Income Security Act of 1974 (29 U.S.C. 1024(a)(1)) is 
amended to read as follows: 

“SEC. 104. (a1) The administrator of any employee benefit 
plan subject to this part shall file with the Secretary the annual 
report for a plan year within 210 days after the close of such 
year (or within such time as may be required by regulations promul- 
gated by the Secretary in order to reduce duplicative filing). The 
Secretary shall make copies of such annual reports available for 
inspection in the public document room of the Department of 
Labor.”. 

(2) SECRETARY MAY REQUEST DOCUMENTS.— 

(A) IN GENERAL.—Section 104(a) of such Act (29 U.S.C. 

1024(a)) is amended by adding at the end the following: 
“(6) The administrator of any employee benefit plan subject 

to this part shall furnish to the Secretary, upon request, any docu- 
ments relating to the employee benefit plan, including but not 
limited to, the latest summary plan description (including any sum- 
maries of plan changes not contained in the summary plan descrip- 
tion), and the bargaining agreement, trust agreement, contract, 
or other instrument under which the plan is established or oper- 
ated.”. 

(B) PENALTY.—Section 502(c) of such Act (29 U.S.C. 

1132(c)) is amended by redesignating paragraph (6) as 

paragraph (7) and by inserting after paragraph (5) the 

following: 

“(6) If, within 30 days of a request by the Secretary to a 
plan administrator for documents under section 104(a\6), the plan 
administrator fails to furnish the material requested to the Sec- 
retary, the Secretary may assess a civil penalty against the plan 
administrator of up to $100 a day from the date of such failure 
(but in no event in excess of $1,000 per request). No penalty 
shall be imposed under this paragraph for any failure resulting 
from matters reasonably beyond the control of the plan adminis- 
trator.”. 

(d) CONFORMING AMENDMENTS.— 

(1) Section 104(b)(1) of the Employee Retirement Income 
Security Act of 1974 (29 U.S.C. 1024(bX1)) is amended by 
striking “section 102(a)(1)” each place it appears and inserting 
“section 102(a)”. 

(2) Section 104(b\(2) of such Act (29 U.S.C. 1024(b)(2)) 
is amended by striking “the plan description and” and inserting 
“the latest updated summary plan description and”. 

(3) Section 104(b\4) of such Act (29 U.S.C. 1024(b)(4)) 
is amended by striking “plan description”. 

(4) Section 106(a) of such Act (29 U.S.C. 1026(a)) is amend- 
ed by striking “descriptions,”. 

(5) Section 107 of such Act (29 U.S.C. 1027) is amended 
by striking “description or”. 

(6) Section 108(2)(B) of such Act (29 U.S.C. 1028(2)B)) 
is amended by striking “plan descriptions, annual reports,” 
and inserting “annual reports”. 

(7) Section 502(aX6) of such Act (29 U.S.C. 1132(a)\6)) 
is amended by striking “or (5)” and inserting “(5), or (6)”. 
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(e) TECHNICAL CORRECTION.—Section 1144(c) of the Social Secu- 
rity Act (42 U.S.C. 1320b—14(c)) is amended by redesignating para- 
graph (9) as paragraph (8). 


SEC. 1504. MODIFICATION OF 403(b) EXCLUSION ALLOWANCE TO CON- 
FORM TO 415 MODIFICATIONS. 


(a) DEFINITION OF COMPENSATION.— 
(1) IN GENERAL.—Section 403(b)(3) (defining includible com- 
pensation) is amended by adding at the end the following: 
“Such term includes— 
“(A) any elective deferral (as defined in section 
402(g\(3)), and 
“(B) any amount which is contributed or deferred by 
the employer at the election of the employee and which 
is not includible in the gross income of the employee by 
reason of section 125 or 457.” 
(2) EFFECTIVE DATE.—The amendment made by this sub- 26 USC 403 note. 
section shall apply to years beginning after December 31, 1997. 
(b) REPEAL OF RULES IN SECTION 415(e).—The Secretary of 
the Treasury shall modify the regulations regarding the exclusion 
allowance under section 403(b)(2) of the Internal Revenue Code 
of 1986 to reflect the amendment made by section 1452(a) of the 
Small Business Job Protection Act of 1996. Such modification shall Effective date 
take effect for years beginning after December 31, 1999. 


SEC. 1505. EXTENSION OF MORATORIUM ON APPLICATION OF CERTAIN 
NONDISCRIMINATION RULES TO STATE AND LOCAL 
GOVERNMENTS. 


(a) GENERAL NONDISCRIMINATION AND PARTICIPATION RULES.— 

(1) NONDISCRIMINATION REQUIREMENTS.—Section 401(a)(5) 
(relating to qualified pension, profit-sharing, and stock bonus 
plans) is amended by adding at the end the following: 

“(G) STATE AND LOCAL GOVERNMENTAL PLANS.—Para- 

aphs (3) and (4) shall not apply to a governmental plan 

(within the meaning of section 414(d)) maintained by a 

State or local government or political subdivision thereof 

(or agency or instrumentality thereof).”. 

(2) ADDITIONAL PARTICIPATION REQUIREMENTS.—Section 
401(a\(26)(H) (relating to additional participation requirements) 
is amended to read as follows: 

“(H) EXCEPTION FOR STATE AND LOCAL GOVERNMENTAL 
PLANS.—This paragraph shall not apply to a governmental 
= (within the meaning of section 4i4(d)) maintained 

y a State or local government or political subdivision 
thereof (or agency or instrumentality thereof).”. 

(3) MINIMUM PARTICIPATION STANDARDS.—Section 410(c)(2) 
(relating to application of participation standards to certain 
plans) is amended to read as follows: 

“(2) A plan described in paragraph (1) shall be treated 
as meeting the requirements of this section for purposes of 
section 401(a), except that in the case of a plan described 
in subparagraph (B), (C), or (D) of paragraph (1), this paragraph 
shall apply only if such plan meets the requirements of section 
401(aX(3) (as in effect on Suieneer 1, 1974).”. 

(b) PARTICIPATION AND DISCRIMINATION STANDARDS FOR QUALI- 
FIED CASH OR DEFERRED ARRANGEMENTS.—Section 401(k)(3) (relat- 
ing to application of participation and discrimination standards) 

is amended by adding at the end the following: 
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“(G) A governmental plan (within the meaning of sec- 
tion 414(d)) maintained by a State or local government 
or political subdivision thereof (or agency or instrumental- 
ity thereof) shall be treated as meeting the requirements 
of this paragraph.”. 

(c) NONDISCRIMINATION RULES FOR SECTION 403(b) PLANS.— 


Section 403(b)(12) (relating to nondiscrimination requirements) is 
amended by | at the end the following: 


SEC. 


“(C) STATE AND LOCAL GOVERNMENTAL PLANS.—For 
purposes of paragraph (1\D), the requirements of subpara- 
graph (A)i) (other than those relating to section 401(a)(17)) 
shall not apply to a governmental plan (within the meaning 
of section 414(d)) maintained by a State or local government 
or political subdivision thereof (or agency or instrumental- 
ity thereof).” 

(d) EFFECTIVE DATES.— 

(1) IN GENERAL.—The amendments made by this section 
apply to taxable years beginning on or after the date of enact- 
ment of this Act. 

(2) TREATMENT FOR YEARS BEGINNING BEFORE DATE OF 
ENACTMENT.—A governmental plan (within the meaning of sec- 
tion 414(d) of the Internal Revenue Code of 1986) maintained 
by a State or local government or political subdivision thereof 
(or agency or instrumentality thereof) shall be treated as 
satisfying the requirements of sections 401(aX(3), 401(a\4), 
401(aX(26), 401(k), 401(m), 403 (bX1)(D) and (b)(12), and 410 
of such Code for all taxable years beginning before the date 
of enactment of this Act. 


1506. CLARIFICATION OF CERTAIN RULES RELATING TO 
EMPLOYEE STOCK OWNERSHIP PLANS OF S CORPORA- 
TIONS. 


(a) CERTAIN CASH DISTRIBUTIONS PERMITTED.— 

(1) Paragraph (2) of section 409(h) is amended by adding 
at the end the Slowing new subparagraph: 

“(B) EXCEPTION FOR CERTAIN PLANS RESTRICTED FROM 
DISTRIBUTING SECURITIES.— 

“(i) IN GENERAL.—A plan to which this subpara- 
graph applies shall not be treated as failing to meet 

the requirements of this subsection or section 401(a) 

merely because it does not permit a participant to 

exercise the right described in paragraph (1A) if such 
plan a that the participant entitled to a distribu- 
tion has a right to receive the distribution in cash, 
except that such plan may distribute employer securi- 
ties subject to a requirement that such securities may 
be resold to the employer under terms which meet 
the requirements of paragraph (1)(B). 

“(ii) APPLICABLE PLANS.—This subparagraph shall 
apply to a plan which otherwise meets the require- 
ments of this subsection or section 4975(e)(7) and which 
is established and maintained by— 

“(I) an employer whose charter or bylaws 
restrict the ownership of substantially ll 
outstanding employer securities to employees or 
to a trust described in section 401(a), or 

“(II) an S corporation.”. 
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(2) Paragraph (2) of section 409(h), as in effect before 
the amendment made by paragraph (1), is amended— 

(A) by striking “A plan which” in the first sentence 
and inserting the following: 

“(A) IN GENERAL.—A plan which”, and 

(B) by striking the last sentence. 

(b) CERTAIN SHAREHOLDER-EMPLOYEES NOT TREATED AS 
OWNER-EMPLOYEES.— 
(1) AMENDMENT TO 1986 CODE.— 

(A) IN GENERAL.—Section 4975(f) is amended by adding 
at the end the following new paragraph: 

“(6) EXEMPTIONS NOT TO APPLY TO CERTAIN TRANS- 
ACTIONS.— 

“(A) IN GENERAL.—In the case of a trust described 
in section 401(a) which is part of a plan providing contribu- 
tions or benefits for employees some or all of whom are 
owner-employees (as defined in section 401(c)(3)), the 
exemptions provided by subsection (d) (other than para- 
graphs (9) and (12)) shall not apply to a transaction in 
which the plan directly or indirectly— 

“) lends any part of the corpus or income of 
the plan to, 

“(ii) pays any compensation for personal services 
rendered to the en to, or 

“(iii) acquires for the plan any property from, or 
sells any property to, 

any such owner-employee, a member of the family (as 
defined in section 267(c)(4)) of any such owner-employee, 
or any corporation in which any such owner-employee owns, 
directly or indirectly, 50 percent or more of the total com- 
bined voting power of all classes of stock entitled to vote 
or 50 percent or more of the total value of shares of all 
classes of stock of the corporation. 

“(B) SPECIAL RULES FOR SHAREHOLDER-EMPLOYEES, 
ETC.— 

“(i) IN GENERAL.—For purposes of subparagraph 
(A), the following shall be treated as owner-employees: 

“(I) A shareholder-employee. 

“(II) A participant or beneficiary of an individ- 
ual retirement plan (as defined in section 
7701(a)(37)). 

“(III) An employer or association of employees 
which establishes such an individual retirement 
plan under section 408(c). 

(ii) EXCEPTION FOR CERTAIN TRANSACTIONS 
INVOLVING SHAREHOLDER-EMPLOYEES.—Subparagraph 
(A)(iii) shall not apply to a transaction which consists 
of a sale of employer securities to an employee stock 
ownership plan (as defined in subsection (e)(7)) by 
a shareholder-employee, a member of the family (as 
defined in section 267(c)(4)) of such shareholder- 
employee, or a corporation in which such a shareholder- 
employee owns stock representing a 50 percent or 
greater interest described in subparagraph (A). 

“(C) SHAREHOLDER-EMPLOYEE.—For purposes. of 
subparagraph (B), the term ‘shareholder-employee’ means 
an employee or officer of an S corporation who owns (or 
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26 USC 409 note 


is considered as owning within the meaning of section 

318(a)(1)) more than 5 percent of the outstanding stock 

of the corporation on any day during the taxable year 

of such corporation.”. 
(B) CONFORMING AMENDMENTS.—Section 4975(d) is 
amended— 

(i) by striking “The prohibitions” and inserting 
“Except as provided in subsection (f6), the prohibi- 
tions”, and 

(ii) by striking the last two sentences thereof. 

(2) AMENDMENT TO ERISA.—Section 408(d) of the Employee 
Retirement Income Security Act of 1974 (29 U.S.C. 1108(d)) 
is amended to read as follows: 

“(d\1) Section 407(b) and subsections (b), (c), and (e) of this 
section shall not apply to a transaction in which a plan directly 
or indirectly— 

“(A) lends any part of the corpus or income of the plan 
to, 

“(B) pays any compensation for personal services rendered 
to the plan to, or 

“(C) acquires for the plan any property from, or sells any 
property to, 

any person who is with respect to the plan an owner-employee 
(as defined in section 401(c\(3) of the Internal Revenue Code of 
1986), a member of the family (as defined in section 267(c)(4) 
of such Code) of any such owner-employee, or any corporation 
in which any such owner-employee owns, directly or indirectly, 
50 percent or more of the total combined voting power of all classes 
of stock entitled to vote or 50 percent or more of the total value 
of shares of all classes of stock of the corporation. 

“(2XA) For purposes of paragraph (1), the following shall be 
treated as owner-employees: 

“(i) A shareholder-employee. 

“(ii) A participant or beneficiary of an individual retirement 
plan (as defined in section 7701(a\(37) of the Internal Revenue 
Code of 1986). 

“(iii) An employer or association of employees which estab- 
lishes such an individual retirement plan under section 408(c) 
of such Code. 

“(B) Paragraph (1C) shall not apply to a transaction which 
consists of a sale of employer securities to an employee stock owner- 
ship plan (as defined in section 407(d\6)) by a shareholder- 
employee, a member of the family (as defined in section 267(c)(4) 
of such Code) of any such owner-employee, or a corporation in 
which such a shareholder-employee owns stock representing a 50 
percent or greater interest described in paragraph (1). 

“(3) For purposes of paragraph (2), the term ‘shareholder- 
employee’ means an employee or officer of an S corporation (as 
defined in section 1361(a)(1) of such Code) who owns (or is consid- 
ered as owning within the meaning of section 318(a)(1) of such 
Code) more than 5 percent of the outstanding stock of the corpora- 
tion on any day during the taxable year of such corporation.”. 

(c) EFFECTIVE DATE.—The amendments made by this section 
shall apply to taxable years beginning after December 31, 1997. 
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SEC. 1507. MODIFICATION OF 10-PERCENT TAX FOR NONDEDUCTIBLE 
CONTRIBUTIONS. 


(a) IN GENERAL.—Section 4972(c)(6)(B) (relating to exceptions) 
is amended to read as follows: 
“(B) so much of the contributions to 1 or more defined 
contribution plans which are not deductible when contrib- 
uted solely because of section 404(a)(7) as does not exceed 
the greater of— 
“(i) the amount of contributions not in excess of 
6 percent of compensation (within the meaning of sec- 
tion 404(a)) paid or accrued (during the taxable year 
for which the contributions were made) to beneficiaries 
under the plans, or 
“(ii) the sum of— 
“(I) the amount of contributions described in 
section 401(m)(4)(A), plus 
“(II) the amount of contributions described in 
section 402(g)(3)(A).”. 
(b) EFFECTIVE DATE.—The amendments made by this section 26 USC 4972 
shall apply to taxable years beginning after December 31, 1997. note. 


SEC. 1508. MODIFICATION OF FUNDING REQUIREMENTS FOR CERTAIN 
PLANS. 


(a) FUNDING RULES FOR CERTAIN PLANS.—Section 769 of the 
Retirement Protection Act of 1994 is amended by adding at the 26 USC 412 note 
end the following new subsection: 

“(c) TRANSITION RULES FOR CERTAIN PLANS.— Applicability. 

“(1) IN GENERAL.—In the case of a plan that— 

“(A) was not required to pay a variable rate premium 
for the plan year beginning in 1996; 

“(B) has not, in any plan year beginning after 1995 
and before 2009, merged with another plan (other than 
a plan sponsored by an employer that was in 1996 within 
the controlled group of the plan sponsor); and 

“(C) is sponsored by a company that is engaged pri- 
marily in the interurban or interstate passenger bus serv- 
ice, 

the transition rules described in paragraph (2) shall apply 

for any plan year beginning after 1996 and before 2010. 

“(2) TRANSITION RULES.—The transition rules described in 
this paragraph are as follows: 

“(A) For purposes of section 412(1)(9)(A) of the Internal 
Revenue Code of 1986 and section 302(d)9)A) of the 
Employee Retirement Income Security Act of 1974— 

“(i) the funded current liability percentage for any 
plan year beginning after 1996 and before 2005 shall 
be treated as not less than 90 percent if for such 
plan year the funded current liability percentage is 
at least 85 percent, and 

“(ii) the funded current liability percentage for any 
plan year beginning after 2004 and before 2010 shall 
be treated as not less than 90 percent if for such 
plan year the funded current liability percentage satis- 
fies the minimum percentage determined according to 
the following table: 








Applicability 


26 USC 412 note 


26 USC 402 note 


Regulations. 
26 USC 401 note 
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“In the case of a plan year beginning in: The minimum per- 
centage is: 
2005 86 perceat 
2006 87 percent 
2007 88 percent 
2008 89 percent 
2009 and thereafter 9U percent 


“(B) Sections 412(cX7XEXiXI) of such Code and 
302(c7EXiXD of such Act shall be applied— 

“(i) by substituting ‘85 percent’ for ‘90 percent’ 

for plan years beginning after 1996 and before 2005, 

and 

“(ii) by substituting the minimum percentage speci- 
fied in the table contained in subparagraph (A}ii) for 

‘90 percent’ for plan years beginning after 2004 and 

before 2010. 

“(C) In the event the funded current liability percent- 
age of a plan is less than 85 percent for any plan year 
beginning after 1996 and before 2005, the transition rules 
under subparagraphs (A) and (B) shall continue to apply 
to the plan if contributions for such a plan year are made 
to the plan in an amount equal to the lesser of— 

“(i) the amount necessary to result in a funded 
current liability percentage of 85 percent, or 
“(ii) the greater of— 
“(I) 2 percent of the plan’s current liability 
as of the beginning of such plan year, or 
“(II) the amount necessary to result in a 
funded current liability percentage of 80 percent 
as of the end of such plan year. 
For the plan year beginning in 2005 and for each of the 
3 succeeding plan years, the transition rules under sub- 
paragraphs (A) and (B) shall continue to apply to the 
lan for such plan year only if contributions to the plan 
or such plan year equal at least the expected increase 
in current liability due to benefits accruing during such 
lan year.”. 
(b) Ervecrive DATE.—The amendment made by this section 
shall apply to plan years beginning after December 31, 1996. 


SEC. 1509. CLARIFICATION OF DISQUALIFICATION RULES RELATING 
TO ACCEPTANCE OF ROLLOVER CONTRIBUTIONS. 


The Secretary of the Treasury or his delegate shall clarify 
that, under the ‘tehcot Revenue Service regulations protecting 
pension plans from disqualification by reason of the receipt of 
invalid rollover contributions under section 402(c) of the Internal 
Revenue Code of 1986, in order for the administrator of the plan 
receiving any such contribution to reasonably conclude that the 
contribution is a valid rollover contribution it is not necessary 
for the distributing plan to have a determination letter with respect 
to its status as a qualified plan under section 401 of such Code. 


SEC. 1510. NEW TECHNOLOGIES IN RETIREMENT PLANS. 


(a) IN GENERAL.—Not later than December 31, 1998, the Sec- 
retary of the Treasury and the Secretary of Labor shall each issue 
guidance which is designed to— 

(1) interpret the notice, election, consent, disclosure, and 
time requirements (and related recordkeeping requirements) 
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under the Internal Revenue Code of 1986 and the Employee 

Retirement Income Security Act of 1974 relating to retirement 

plans as applied to the use of new technologies by plan sponsors 

and administrators while maintaining the protection of the 
rights of participants and beneficiaries, and 

(2) c'arify the extent to which writing requirements under 
the Internal Revenue Code of 1986 relating to retirement plans 
shall be interpreted to permit paperless transactions. 

(b) APPLICABILITY OF FINAL REGULATIONS.—Final regulations 
applicable to the guidance regarding new technologies described 
in subsection (a) shall not be effective until the first plan year 
beginning at least 6 months after the issuance of such final regula- 
tions. 


Subtitle B—Other Provisions Relating to 
Pensions and Employee Benefits 


SEC. 1521. INCREASE IN CURRENT LIABILITY FUNDING LIMIT. 


(a) AMENDMENT TO 1986 CODE.—Section 412(c)(7) (relating to 
full-funding limitation) is amended— 

(A) by striking “150 percent” in subparagraph (A)(iXI) 
and inserting “the applicable percentage”, and 

(B) by adding at the end the following: 

“(F) APPLICABLE PERCENTAGE.—For purposes of 
subparagraph (A)(i)(I), the applicable percentage shall be 
determined in accordance with the following table: 


“In the case of any plan year begin- The applicable percentage is— 


ning in— 

1999 or 2000 ; eseseivces ; 155 
2001 or 2002 ; sal o Siete caas cabo 160 
2003 or 2004 ; ; ved pene 165 
2005 and succeeding years ...... 170.” 


(b) AMENDMENT TO ERISA. ation 302(c)(7) of the Employee 
Retirement Income Security Act of 1974 (29 U.S.C. 1082(c)(7)) is 
amended— 

A) by striking “150 percent” in subparagraph (A)(i)(I) 
and inserting “the applicable percentage”, and 
(B) by adding at the end the following: 
“(F) APPLICABLE PERCENTAGE.—For purposes of subpara- 
graph (A)(i)(I), the applicable percentage shall be determined 
in accordance with the following table: 


“In the case of any plan year begin- The applicable percentage is— 


ning in— 

I I in siscicaceeesadcscaancsastisse Goocsutiacasaits : 155 
NE IEE Lasanseavnccsivsacsorsiosnsvessbonnacs sab geaeeanies 160 
2003 or 2004 ........ sea ecspaccaalerctenantacais ; 165 
2005 and succeeding years ........... seen : 5 170.” 


(c) SPECIAL AMORTIZATION Ru LE.— 

(1) CODE AMENDMENT.—Section 412(b)(2) is amended by 
striking “and” at the end of subparagraph (C), by striking 
the period at the end of subparagraph (D) and inserting “ 
and”, and by inserting after subparagraph (D) the following: 

“(E) the amount necessary to amortize in equal annual 

installments (until fully amortized) over a period of 20 

years the contributions which would be required to be 
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made under the plan but for the provisions of subsection 

(ch 7XKAMAXD.”. 

(2) ERISA AMENDMENT.—Section 302(b)(2) of the Employee 
Retirement Income Security Act of 1974 (29 U.S.C. 1082(b)(2)) 
is amended by striking “and” at the end of subparagraph (C), 
by striking the period at the end of subparagraph (D) and 
inserting “, and”, and by inserting after subparagraph (D) the 
following: 

“(E) the amount necessary to amortize in equal annual 
installments (until fully amortized) over a period of 20 years 
the contributions which would be required to be made under 
the plan but for the provisions of subsection (c)7A)iXxXD.”. 

(3) CONFORMING AMENDMENTS.— 

(A) Section 412(c7\D) is amended by adding “and” 
at the end of clause (i), by striking “, and” at the end 
of clause (ii) and inserting a period, and by striking clause 
(iii). 

(B) Section 302(c7\D) of the Employee Retirement 
Income Security Act of 1974 (29 U.S.C. 1082(c\7XD)) is 
amended by adding “and” at the end of clause (i), by 
striking “, and” at the end of clause (ii) and inserting 
a period, and by striking clause (iii). 

(d) EFFECTIVE DATES.— 

(1) IN GENERAL.—The amendments made by this section 
shall apply to plan years beginning after December 31, 1998. 

(2) SPECIAL RULE FOR UNAMORTIZED BALANCES UNDER 
EXISTING LAW.—The unamortized balance (as of the close of 
the plan year preceding the plan’s first year beginning in 1999) 
of any amortization base established under section 
412(c)\(7)(D\iii) of such Code and section 302(c\(7)(D)iii) of such 
Act (as repealed by subsection (c3)) for any plan year begin- 
ning before 1999 shall be amortized in cit annual install- 
ments (until fully amortized) over a period of years equal to 
the excess of— 

(A) 20 years, over 

(B) the number of years since the amortization base 
was established. 


SEC. 1522. SPECIAL RULES FOR CHURCH PLANS. 


(a) IN GENERAL.—Section 414(e)(5) (relating to special rules 
for chaplains and self-employed ministers) is amended— 
(1) by striking “not eligible to participate” in subparagraph 
(C) and inserting “not otherwise participating”, and 
(2) by adding at the end the following new subparagraph: 
“(E) EXCLUSION.—In the case of a contribution to a 
church plan made on behalf of a minister described in 
subparagraph (A)i)(II), such contribution shall not be 
included in the gross income of the minister to the extent 
that such contribution would not be so included if the 
minister was an employee of a church.”. 
(b) EFFECTIVE DATE.—The amendments made by this section 
shall apply to years beginning after December 31, 1997. 


SEC. 1523. REPEAL OF APPLICATION OF UNRELATED BUSINESS 
INCOME TAX TO ESOPS. 


(a) IN GENERAL.—Section 512(e) is amended by adding at the 
end the following new paragraph: 
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“(3) EXCEPTION FOR ESOPS.—This subsection shall not apply 
to employer securities (within the meaning of section 409(1)) 
held by an employee stock ownership plan described in section 
4975(e)(7).” 
(b) EFFECTIVE DATE.—The amendments made by this section 26 USC 512 note 
shall apply to taxable years beginning after December 31, 1997. 


SEC. 1524. DIVERSIFICATION OF SECTION 401(k) PLAN INVESTMENTS. 


(a) LIMITATIONS ON INVESTMENT IN EMPLOYER SECURITIES AND 
EMPLOYER REAL PROPERTY BY CASH OR DEFERRED ARRANGE- 
MENTS.—Section 407(b) of the Employee Retirement Income Secu- 
rity Act of 1974 (29 U.S.C. 1107(b)) is amended by redesignating 
paragraph (2) as paragraph (3) and by inserting after paragraph 
(1) the following new paragraph: 

“(2)(A) If this paragraph applies to an eligible individual 
account plan, the portion of such plan which consists of 
applicable elective deferrals (and earnings allocable thereto) 
shall be treated as a separate plan— 

“(i) which is not an eligible individual account plan, 
and 
“(ii) to which the requirements of this section apply. 

“(B)(i) This paragraph shall apply to any eligible individual Applicability 
account plan if any portion of the plan’s applicable elective 
deferrals (or earnings allocable thereto) are required to be 
invested in qualifying employer securities or qualifying 
employer real property or both— 

“(I) pursuant to the terms of the plan, or 

“(II) at the direction of a person other than the partici- 
pant on whose behalf such elective deferrals are made 
to the plan (or a beneficiary). 

“(ii) This paragraph shall not apply to an individual account 
plan for a plan year if, on the last day of the preceding plan 
year, the fair market value of the assets of all individual 
account plans maintained by the employer equals not more 
than 10 percent of the fair market value of the assets of 
all pension plans (other than multiemployer plans) maintained 
by the employer. 

“(iii) This paragraph shall not apply to an individual 
account plan that is an employee stock ownership plan as 
defined in section 4975(e)(7) of the Internal Revenue Code 
of 1986. 

“(iv) This paragraph shall not apply to an individual 
account plan if, pursuant to the terms of the plan, the portion 
of any employee’s applicable elective deferrals which is required 
to be invested in qualifying employer securities and qualifying 
employer real property for any year may not exceed 1 percent 
of the employee’s compensation which is taken into account 
under the plan in determining the maximum amount of the 
employee’s applicable elective deferrals for such year. 

“(C) For purposes of this paragraph, the term ‘applicable 
elective deferral’ means any elective deferral (as defined in 
section 402(g)(3)A) of the Internal Revenue Code of 1986) 
which is made pursuant to a qualified cash or deferred arrange- 
ment as defined in section 401(k) of the Internal Revenue 
Code of 1986.”. 
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29 USC 1107 


note 


26 USC 401 note 


(b) EFFECTIVE DATE.—The amendments made by this section 
shall apply to elective deferrals for plan years beginning after 
December 31, 1998. 


SEC. 1525. SECTION 401(K) PLANS FOR CERTAIN IRRIGATION AND 
DRAINAGE ENTITIES. 


(a) IN GENERAL.—Subparagraph (B) of section 401(k)(7) (relat- 
ing to rural cooperative plan) is amended— 

(1) by striking “and” at the end of clause (iii), by redesignat- 
ing clause (iv) as clause (v), and by inserting after clause 
(iii) the following new clause: 

“(iv) any organization which— 

“(I) is a mutual irrigation or ditch company 
described in section 501(c)(12) (without regard to 
the 85 percent requirement thereof), or 

“(II) is a district organized under the laws 
of a State as a municipal corporation for the pur- 
pose of irrigation, water conservation, or drainage, 
and”, and 

(2) in clause (v), as so redesignated, by striking “or (iii)” 
and inserting “, (iii), or (iv)” 

(b) EFFECTIVE DATE.—The amendments made by subsection 
(a) shall apply to years beginning after December 31, 1997. 


SEC. 1526. PORTABILITY OF PERMISSIVE SERVICE CREDIT UNDER 
GOVERNMENTAL PENSION PLANS. 


(a) IN GENERAL.—Section 415 (relating to limitations on bene- 
fits and contributions under qualified plans) is amended by adding 
at the end the following new subsection: 

“(n) SPECIAL RULES RELATING TO PURCHASE OF PERMISSIVE 
SERVICE CREDIT.— 

“(1) IN GENERAL.—If an employee makes 1 or more con- 
tributions to a defined benefit governmental plan (within the 
meaning of section 414(d)) to purchase permissive service credit 
under such plan, then the requirements of this section shall 
be treated as met only if— 

“(A) the requirements of subsection (b) are met, deter- 
mined by treating the accrued benefit derived from all 
such contributions as an annual benefit for purposes of 
subsection (b), or 

“(B) the requirements of subsection (c) are met, deter- 
mined by treating all such contributions as annual addi- 
tions for purposes of subsection (c). 

“(2) APPLICATION OF LIMIT.—For purposes of— 

“(A) applying paragraph (1)A), the plan shall not fail 
to meet the reduced limit under subsection (b)(2)(C) solely 
by reason of this subsection, and 

“(B) applying paragraph (1)(B), the plan shall not fail 
to meet the percentage limitation under subsection (c)(1)(B) 
solely by reason of this subsection. 

“(3) PERMISSIVE SERVICE CREDIT.—For purposes of this sub- 
section— 

“(A) IN GENERAL.—The term ‘permissive service credit’ 
means service credit— 

“(i) recognized by the governmental plan for pur- 
song of calculating a participant’s benefit under the 
plan, 
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“(ii) which such participant has not received under 
such governmental plan, and 

“(ii) which such participant may receive only by 
making a voluntary additional contribution, in an 
amount determined under such governmental plan, 
which does not exceed the amount necessary to fund 
the benefit attributable to such service credit. 

“(B) LIMITATION ON NONQUALIFIED SERVICE CREDIT.— 
A plan shall fail to meet the requirements of this section 
if— 

“(i) more than 5 years of permissive service credit 
attributable to nonqualified service are taken into 
account for purposes of this subsection, or 

“(ii) any permissive service credit attributable to 
nonqualified service is taken into account under this 
subsection before the employee has at least 5 years 
of participation under the plan. 

“(C) NONQUALIFIED SERVICE.—For purposes of subpara- 
aph (B), the term ‘nonqualified service’ means service 
or which permissive service credit is allowed other than— 

“(i) service (including parental, medical, sabbatical, 
and similar leave) as an employee of the Government 
of the United States, any State or political subdivision 
thereof, or any agency or instrumentality of any of 
the foregoing (other than military service or service 
for credit which was obtained as a result of a repay- 
ment described in subsection (k)(3)), 

“(ii) service (including parental, medical, sabbati- 
cal, and similar leave) as an employee (other than 
as an employee described in clause (i)) of an edu- 
cational organization described in section 
170(b)(1AXii) which is a public, private, or sectarian 
school which provides elementary or secondary edu- 
— (through grade 12), as determined under State 
aw, 

“(iii) service as an employee of an association of 
employees who are described in clause (i), or 

“(iv) military service (other than qualified military 
service under section 414(u)) recognized by such 
governmental plan. 

In the case of service described in clauses (i), (ii), or (iii), 
such service will be nonqualified service if recognition of 
such service would cause a participant to receive a retire- 
—— benefit for the same service under more than one 
plan.”. 
(b) SPECIAL RULE FOR REPAYMENT OF CASHOUTS.—Section 
415(k) (relating to special rules) is amended by adding at the 
end the following new paragraph: 
“(3) REPAYMENTS OF CASHOUTS UNDER GOVERNMENTAL 
| PLANS.—In the case of any repayment of contributions (includ- 
ing interest thereon) to the governmental plan with respect 
to an amount previously refunded upon a forfeiture of service 
credit under the plan or under another governmental plan 
maintained by a State or local government employer within 
the same State, any such repayment shall not be taken into 
account for purposes of this section.”. 
(c) EFFECTIVE DATES.— 26 USC 415 note. 
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(1) IN GENERAL.—The amendments made by this section 
shall apply to permissive service credit contributions made 
in years beginning after December 31, 1997. 

(2) TRANSITION RULE.— 

(A) IN GENERAL.—In the case of an eligible participant 
in a governmental plan (within the meaning of section 
414(d) of the Internal Revenue Code of 1986), the limita- 
tions of section 415(c)(1) of such Code shall not be applied 
to reduce the amount of permissive service credit which 
may be purchased to an amount less than the amount 


which was allowed to be purchased under the terms of 
the plan as in effect on the date of the enactment of 


this Act 

(B) ELIGIBLE PARTICIPANT.—For purposes of subpara- 
graph (A), an eligible participant is an individual who 
first became a participant in the plan before the first 
plan year beginning after the last day of the calendar 
year in which the next regular session (following the date 
of the enactment of this Act) of the governing body with 
authority to amend the plan ends. 


SEC. 1527. REMOVAL OF DOLLAR LIMITATION ON BENEFIT PAYMENTS 
FROM A DEFINED BENEFIT PLAN MAINTAINED FOR CER- 
TAIN POLICE AND FIRE EMPLOYEES. 


(a) IN GENERAL.—Subparagraph (G) of section 415(b\(2) is 
amended by striking “participant—” and all that follows and insert- 
ing “participant, subparagraph (C) of this paragraph shall not 
apply.”. 

(b) EFFECTIVE DATE.—The amendment made by subsection (a) 
shall apply to years beginning after December 31, 1996. 


SEC. 1528. SURVIVOR BENEFITS FOR PUBLIC SAFETY OFFICERS 
KILLED IN THE LINE OF DUTY. 


(a) IN GENERAL.—Section 101 (relating to certain death bene- 
fits) is amended by adding at the end the following new subsection: 

“(h) SURVIVOR BENEFITS ATTRIBUTABLE TO SERVICE BY A PUBLIC 
SAFETY OFFICER WHO IS KILLED IN THE LINE OF DUTY.— 

“(1) IN GENERAL.—Gross income shall not include any 
amount paid as a survivor annuity on account of the death 
of a public safety officer (as such term is defined in section 
1204 of the Omnibus Crime Control and Safe Streets Act of 
1968) killed in the line of duty— 

“(A) if such annuity is provided, under a governmental 
plan which meets the requirements of section 401(a), to 
the spouse (or a former spouse) of the public safety officer 
or to a child of such officer; and 

“(B) to the extent such annuity is attributable to such 
officer’s service as a public safety officer. 

“(2) EXCEPTIONS.—Paragraph (1) shall not apply with 
respect to the death of any public safety officer if, as determined 
in accordance with the provisions of the Omnibus Crime Control 
and Safe Streets Act of 1968— 

“(A) the death was caused by the intentional mis- 
conduct of the officer or by such officer’s intention to bring 
about such officer’s death; 

“(B) the officer was voluntarily intoxicated (as defined 
in section 1204 of such Act) at the time of death; 
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“(C) the officer was performing such officer’s duties 
in a grossly negligent manner at the time of death; or 
“(D) the payment is to an individual whose actions 
were a substantial contributing factor to the death of the 
officer.” 
(b) EFFECTIVE DATE.—The amendments made by this section 26 USC 101 note 
shall apply to amounts received in taxable years beginning after 
December 31, 1996, with respect to individuals dying after such 
date. 


SEC. 1529. TREATMENT OF CERTAIN DISABILITY BENEFITS RECEIVED 
BY FORMER POLICE OFFICERS OR FIREFIGHTERS. 


(a) GENERAL RULE.—For purposes of determining whether any 
amount to which this section applies is excludable from gross income 
under section 104(a)(1) of the Internal Revenue Code of 1986, the 
following conditions shall be treated as personal injuries or sickness 
in the course of employment: 

(1) Heart disease. 
(2) Hypertension. 

(b) AMOUNTS TO WHICH SECTION APPLIES.—This section shall 
apply to any amount— 

(1) which is payable— 

(A) to an individual (or to the survivors of an individ- 
ual) who was a full-time employee of any police department 
or fire department which is organized and operated by 
a State, by any political subdivision thereof, or by any 
agency or instrumentality of a State or political subdivision 
thereof, and 

(B) under a State law (as amended on May 19, 1992) 
which irrebuttably presumed that heart disease and hyper- 
tension are work-related illnesses but only for employees 

separating from service before July 1, 1992; and 

(2) which was received in calendar year 1989, 1990, or 
1991. 

| (c) WAIVER OF STATUTE OF LIMITATIONS.—If, on the date of 
the enactment of this Act (or at any time within the 1-year period 
beginning on such date of enactment), credit or refund of any 
overpayment of tax resulting from the provisions of this section 
is barred by any law or rule of law (including res judicata), then 
credit or refund of such overpaymeat shall, nevertheless, be allowed 
or made if claim therefore is filed before the date 1 year after 
such date of enactment. 


SEC. 1530. GRATUITOUS TRANSFERS FOR THE BENEFIT OF EMPLOY- 
EES. 


(a) IN GENERAL.—Subparagraph (C) of section 664(d)(1) and 
subparagraph (C) of section 664(d)(2) are each amended by striking 
the period at the end thereof and inserting “or, to the extent 
the remainder interest is in qualified employer securities (as defined 
in subsection (g)(4)), all or part of such securities are to be trans- 
ferred to an employee stock ownership plan (as defined in section 
4975(eX7)) in a qualified gratuitous transfer (as defined by 
subsection (g)).”. 

(b) QUALIFIED GRATUITOUS TRANSFER DEFINED.—Section 664 
is amended by adding at the end the following new subsection: 

“(g) QUALIFIED GRATUITOUS TRANSFER OF QUALIFIED EMPLOYER 
SECURITIES.— 
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“(1) IN GENERAL.—For purposes of this section, the term 


‘qualified gratuitous transfer’ means a transfer of qualified 
employer securities to an employee stock ownership plan (as 
defined in section 4975(e\7)) but only to the extent that— 


“(A) the securities transferred previously passed from 
a decedent dying before January 1, 1999, to a trust 
described in paragraph (1) or (2) of subsection (d), 

“(B) no deduction under section 404 is allowable with 
respect to such transfer, 

“(C) such plan contains the provisions required by para- 
graph (3), 

“(D) such plan treats such securities as being attrib- 
utable to employer contributions but without regard to 
the limitations otherwise applicable to such contributions 
under section 404, and 

“(E) the employer whose employees are covered by 
the plan described in this paragraph files with the Sec- 
retary a verified written statement consenting to the 
application of sections 4978 and 4979A with respect to 
such employer. 

“(2) EXCEPTION.—The term ‘qualified gratuitous transfer’ 


shall not include a transfer of qualified employer securities 
to an employee stock ownership plan unless— 


“(A) such plan was in existence on August 1, 1996, 

“(B) at the time of the transfer, the decedent and 
members of the decedent’s family (within the meaning of 
section 2032A(e\2)) own (directly or through the applica- 
tion of section 318(a)) no more than 10 percent of the 
value of the stock of the corporation referred to in para- 
graph (4), and 

“(C) immediately after the transfer, such plan owns 
(after the application of section 318(a)(4)) at least 60 per- 
cent of the value of the outstanding stock of the corporation. 
“(3) PLAN REQUIREMENTS.—A plan contains the provisions 


required by this paragraph if such plan provides that— 


“(A) the qualified employer securities so transferred 
are allocated to plan participants in a manner consistent 
with section 401(a)(4), 

“(B) plan participants are entitled to direct the plan 
as to the manner in which such securities which are enti- 
tled to vote and are allocated to the account of such partici- 
pant are to be voted, 

“(C) an independent trustee votes the securities so 
transferred which are not allocated to plan participants, 

“(D) each participant who is entitled to a distribution 
from the plan has the rights described in subparagraphs 
(A) and (B) of section 409(h)(1), 

“(E) such securities are held in a suspense account 
under the plan to be allocated each year, up to the limita- 
tions under section 415(c), after first allocating all other 
annual additions for the limitation year, up to the limita- 
tions under sections 415 (c) and (e), and 

“(F) on termination of the plan, all securities so trans- 
ferred which are not allocated to plan participants as of 
such termination are to be transferred to, or for the use 
of, an organization described in section 170(c). 





| 
| 
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For purposes of the preceding sentence, the term ‘independent 
trustee’ means any trustee who is not a member of the family 
(within the meaning of section 2032A(e)(2)) of the decedent 
or a 5-percent shareholder. A plan shall not fail to be treated 
as meeting the requirements of section 401(a) by reason of 
meeting the requirements of this subsection. 

“(4) QUALIFIED EMPLOYER SECURITIES.—For purposes of this 
section, the term ‘qualified employer securities’ means employer 
securities (as defined in section 409(1)) which are issued by 
a domestic corporation— 

“(A) which has no outstanding stock which is readily 
tradable on an established securities market, and 

“(B) which has only 1 class of stock. 

“(5) TREATMENT OF SECURITIES ALLOCATED BY EMPLOYEE 
STOCK OWNERSHIP PLAN TO PERSONS RELATED TO DECEDENT 
OR 5-PERCENT SHAREHOLDERS.— 

“(A) IN GENERAL.—If any portion of the assets of the 
plan attributable to securities acquired by the plan in 
a qualified gratuitous transfer are allocated to the account 
of— 

“(i) any person who is related to the decedent 

(within the meaning of section 267(b)) or a member 

of the decedent’s family (within the meaning of section 

2032A(e)(2)), or 

“(ii) any person who, at the time of such allocation 
or at any time during the l-year period ending on 
the date of the acquisition of qualified employer securi- 
ties by the plan, is a 5-percent shareholder of the 
employer maintaining the plan, 

the plan shall be treated as having distributed (at the 

time of such allocation) to such person or shareholder the 

amount so allocated. 

“(B) 5-PERCENT SHAREHOLDER.—For purposes of 
subparagraph (A), the term ‘5-percent shareholder’ means 
any person who owns (directly or through the application 
of section 318(a)) more than 5 percent of the outstanding 
stock of the corporation which issued such qualified 
employer securities or of any corporation which is a member 
of the same controlled group of corporations (within the 
meaning of section 409(1)(4)) as such corporation. For pur- 
poses of the preceding sentence, section 318(a) shall be 
applied without regard to the exception in paragraph 
(2)(B\(i) thereof. 

“(C) CROSS REFERENCE.— 


“For excise tax on allocations described in subparagraph (A), see 
section 4979A. 


“(6) TAX ON FAILURE TO TRANSFER UNALLOCATED SECURITIES 
TO CHARITY ON TERMINATION OF PLAN.—If the requirements 
of paragraph (3)(F) are not met with respect to any securities, 
there is hereby imposed a tax on the employer maintaining 
the plan in an amount equal to the sum of— 

“(A) the amount of the increase in the tax which would 
be imposed by chapter 11 if such securities were not trans- 
ferred as described in paragraph (1), and 

“(B) interest on such amount at the underpayment 

rate under section 6621 (and compounded daily) from the 
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due date for filing the return of the tax imposed by chapter 
i. 
(c) CONFORMING AMENDMENTS.— 

1) Section 401(a)(1) is amended by inserting “or by a 
charitable remainder trust pursuant to a qualified gratuitous 
transfer (as defined in section 664(g)(1)),” after “stock bonus 

lans),”. 
(2) Section 404(a\(9) is amended by inserting after subpara- 
graph (B) the following new subparagraph: 

“(C) A qualified gratuitous transfer (as defined in sec- 
tion 664(g)(1)) shall have no effect on the amount or 
amounts otherwise deductible under paragraph (3) or (7) 
or under this paragraph.”. 

(3) Section 415(c\(6) is amended by adding at the end 

thereof the following new sentence: 
“The amount of any qualified gratuitous transfer (as defined 
in section 664(g)(1)) allocated to a participant for any limitation 
year shall not exceed the limitations imposed by this section, 
but such amount shall not be taken into account in determining 
whether any other amount exceeds the limitations imposed 
by this section.”. 

(4) Section 415(e) is amended— 

(A) by redesignating paragraph (6) as paragraph (7), 
and 

(B) by inserting after paragraph (5) the following new 
paragraph: 

“(6) SPECIAL RULE FOR QUALIFIED GRATUITOUS TRANSFERS.— 
Any qualified gratuitous transfer of qualified employer securi- 
ties (as defined by section 664(g)) shall not be taken into 
account in calculating, and shall not be subject to, the limita- 
tions provided in this subsection.”. 

(5) Subparagraph (B) of section 664(d)(1) and subparagraph 
(B) of section 664(d)(2) are each amended by inserting “and 
other than qualified gratuitous transfers described in subpara- 
graph (C)” after “subparagraph (A)”. 

(6) Paragraph (4) of section 674(b) is amended by inserting 
before the period “or to an employee stock ownership plan 
(as defined in section 4975(e)(7)) in a qualified gratuitous trans- 
fer (as defined in section 664(g)(1))”. 

(7) Section 2055(a) is amended— 

(i) by striking “or” at the end of paragraph (3), 

(ii) by striking the period at the end of paragraph 
(4) and inserting “; or”, and 

(iii) by inserting after paragraph (4) the following new 
paragraph: 

“(5) to an employee stock ownership plan if such transfer 
qualifies as a qualified gratuitous transfer of qualified employer 
securities within the meaning of section 664(g).”. 

(8) Paragraph (8) of section 2056(b) is amended to read 
as follows: 

“(8) SPECIAL RULE FOR CHARITABLE REMAINDER TRUSTS.— 

“(A) IN GENERAL.—If the surviving spouse of the 
decedent is the only beneficiary of a qualified charitable 
remainder trust who is not a charitable beneficiary nor 
an ESOP beneficiary, paragraph (1) shall not apply to 
any interest in such trust which passes or has passed 
from the decedent to such surviving spouse. 
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“(B) DEFINITIONS.—For purposes of subparagraph (A)— 
“(i) CHARITABLE BENEFICIARY.—The term ‘chari- 
table beneficiary’ means any beneficiary which is an 

organization described in section 170(c). 

“(ii) ESOP BENEFICIARY.—The term ‘ESOP bene- 
ficiary means any beneficiary which is an employee 

stock ownership plan (as defined in section 4975(e)(7)) 

that holds a remainder interest in qualified employer 

securities (as defined in section 664(g)(4)) to be trans- 
ferred to such plan in a qualified gratuitous transfer 

(as defined in section 664(g)(1)). 

“(iii) QUALIFIED CHARITABLE REMAINDER TRUST.— 

The term ‘qualified charitable remainder trust’ means 

a charitable remainder annuity trust or a charitable 

remainder unitrust (described in section 664).”. 

(9) Section 4947(b) is amended by inserting after paragraph 
(3) the following new paragraph: 

“(4) SECTION 507.—The provisions of section 507(a) shall 
not apply to a trust which is described in subsection (a)(2) 
by reason of a distribution of qualified employer securities 
(as defined in section 664(g)(4)) to an employee stock ownership 
plan (as defined in section 4975(e)(7)) in a qualified gratuitous 
transfer (as defined by section 664(g)).”. 

(10) The last sentence of section 4975(e)(7) is amended 
by inserting “and section 664(g)” after “section 409(n)”. 

(11) Subsection (a) of section 4978 is amended— 

(A) by inserting “or acquired any qualified employer 
securities in a qualified gratuitous transfer to which section 
664(g) applied” after “section 1042 applied”, and 

(B) by inserting before the comma at the end of para- 
graph (2) “60 percent of the total value of all employer 
securities as of such disposition in the case of any qualified 
employer securities acquired in a qualified gratuitous trans- 
fer to which section 664(g) applied)”. 

(12) Paragraph (2) of section 4978(b) is amended— 

(A) by inserting “or acquired in the qualified gratuitous 
transfer to which section 664(g) applied” after “section 1042 
applied”, and 

(B) by inserting “or to which section 664(g) applied” 
after “section 1042 applied” in subparagraph (A) thereof. 
(13) Subsection (c) of section 4978 is amended by striking 

“written statement” and all that follows and inserting “written 
statement described in section 664(g)(1)(E) or in section 
1042(b)(3) (as the case may be).”. 
(14) Paragraph (2) of section 4978(e) is amended by striking 
the period and inserting “; except that such section shall be 
applied without regard to su —— (B) thereof for purposes 
applying this section and section 4979A with respect to 
securities acquired in a qualified gratuitous transfer (as defined 
in section 664(g)(1)).”. 

(15) Subsection (a) of section 4979A is amended to read 
as follows: 

“(a) IMPOSITION OF Tax.—If— 

“(1) there is a prohibited allocation of qualified securities 
by any employee stock ownership plan or eligible worker-owned 
cooperative, or 

“(2) there is an allocation described in section 664(g)(5)(A), 
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there is hereby imposed a tax on such allocation equal to 50 percent 
of the amount involved.” 
(16) Subsection (c) of section 4979A is amended to read 
as follows: 
“(c) LIABILITY FOR TAX.—The tax imposed by this section shall 
be paid by— 
“(1) the employer sponsoring such plan, or 
“(2) the eligible worker-owned cooperative, 
which made the written statement described in section 664(g\ 1 E 
or in section 1042(b)(3)(B) (as the case may be).”. 
(17) Section 4979A is amended by redesignating subsection 
d) as subsection (e) and by inserting after subsection (c) the 
following new subsection: 
“(d) SPECIAL STATUTE OF LIMITATIONS FOR TAX ATTRIBUTABLE 
TO CERTAIN ALLOCATIONS.—The statutory period for the assessment 
of any tax imposed by this section on an allocation described in 
subsection (a2) of qualified employer securities shall not expire 
before the date which is 3 years from the later of— 
“(1) the lst allocation of such securities in connection with 
a qualified gratuitous transfer (as defined in section 664(g)(1)), 
or 
“(2) the date on which the Secretary is notified of the 
allocation described in subsection (a)(2).”. 

26 USC 401 note (d) EFFECTIVE DATE.—The amendments made by this section 
shall apply to transfers made by trusts to, or for the use of, an 
employee stock ownership plan after the date of the enactment 
of this Act. 


Subtitle C—Provisions Relating to Certain 
Health Acts 


SEC. 1531. AMENDMENTS TO THE INTERNAL REVENUE CODE OF 1986 
TO IMPLEMENT THE NEWBORNS’ AND MOTHERS’ HEALTH 
PROTECTION ACT OF 1996 AND THE MENTAL HEALTH 
PARITY ACT OF 1996. 

(a) IN GENERAL.—Subtitle K is amended— 
(1) by striking all that precedes section 9801 and inserting 
the following: 


“Subtitle K—Group Health Plan 
Requirements 


“CHAPTER 100. Group health plan requirements 


“CHAPTER 100—GROUP HEALTH PLAN REQUIREMENTS 


“Subchapter A. Requirements relating to portability, access, and renewabil- 
ity 


“Subchapter B. Other requirements 
“Subchapter C. General provisions 





PUBLIC LAW 105-34—AUG. 5, 1997 111 STAT. 1081 


“Subchapter A—Requirements Relating to Portability, 
Access, and Renewability 


“Sec. 9801 —— portability through limitation on preexisting condi- 
tion exclusions. 
“Sec. 9802. oe discrimination against individual participants and 
beneficiaries based on health status. 
“Sec. 9803. Guaranteed renewability in ae plans and certain 
multiple employer welfare arrangements. 


(2) by redesignating sections 9804, 9805, and 9806 as sec- 
tions 9831, 9832, and 9833, respectively, 

(3) by inserting before section 9831 (as so redesignated) 
the following: 


“Subchapter C—General Provisions 


“Sec. 9831. General exceptions 
“Sec. 9832. Definitions. 
“Sec. 9833. Regulations.”, and 


(4) by inserting after section 9803 the following: 
“Subchapter B—Other Requirements 


“Sec. 9811. Standards relating to benefits for mothers and newborns 
“Sec. 9812. Parity in the application of certain limits to mental health ben- 
efits 


“SEC. 9811. STANDARDS RELATING TO BENEFITS FOR MOTHERS AND 
NEWBORNS. 


“(a) REQUIREMENTS FOR MINIMUM HOSPITAL STAY FOLLOWING 
BIRTH.— 
“(1) IN GENERAL.—A group health plan may not— 
“(A) except as provided in paragraph (2)— 

“(i) restrict benefits for any hospital length of stay 
in connection with childbirth for the mother or newborn 
child, following a normal vaginal delivery, to less than 
48 hours, or 

“(ii) restrict benefits for any hospital length of 
stay in connection with childbirth for the mother or 
newborn child, following a caesarean section, to less 
than 96 hours; or 

“(B) require that a provider obtain authorization from 
the plan or the issuer for prescribing any length of stay 
required under subparagraph (A) (without regard to para- 

graph (2)). 

“(2) EXCEPTION.—Paragraph (1A) shall not apply in 
connection with any group health plan in any case in which 
the decision to discharge the mother or her newborn child 
prior to the expiration of the minimum length of stay otherwise 
required under paragraph (1)(A) is made by an attending pro- 
vider in consultation with the mother. 

“(b) PROHIBITIONS.—A group health plan may not— 

“(1) deny to the mother or her newborn child eligibility, 
or continued eligibility, to enroll or to renew coverage under 
the terms of the plan, solely for the purpose of avoiding the 
requirements of this section; 

“(2) provide monetary payments or rebates to mothers to 
encourage such mothers to accept less than the minimum 
protections available under this section; 





111 STAT. 1082 





PUBLIC LAW 105-34—AUG. 5, 1997 


“(3) penalize or otherwise reduce or limit the reimburse- 
ment of an attending provider because such provider provided 
care to an individual participant or beneficiary in accordance 
with this section; 

“(4) provide incentives (monetary or otherwise) to an 
attending provider to induce such provider to provide care 
to an individual participant or beneficiary in a manner 
inconsistent with this section; or 

“(5) subject to subsection (c\3), restrict benefits for any 
portion of a period within a hospital length of stay required 
under subsection (a) in a manner which is less favorable than 
the benefits provided for any preceding portion of such stay. 
“(c) RULES OF CONSTRUCTION.— 

“(1) Nothing in this section shall be construed to require 
a mother who is a participant or beneficiary— 

“(A) to give birth in a hospital; or 
“(B) to stay in the hospital for a fixed period of time 
following the birth of her child. 

“(2) This section shall not apply with respect to any group 
health plan which does not provide benefits for hospital lengths 
of stay in connection with childbirth for a mother or her new- 
born child. 

“(3) Nothing in this section shall be construed as preventing 
a group health plan from imposing deductibles, coinsurance, 
or other cost-sharing in relation to benefits for hospital lengths 
of stay in connection with childbirth for a mother or newborn 
child under the plan, except that such coinsurance or other 
cost-sharing for any portion of a period within a hospital length 
of stay required under subsection (a) may not be greater than 
such coinsurance or cost-sharing for any preceding portion of 
such stay. 

“(d) LEVEL AND TYPE OF REIMBURSEMENTS.—Nothing in this 


section shall be construed to prevent a group health plan from 
negotiating the level and type of reimbursement with a provider 
for care provided in accordance with this section. 


“(f) PREEMPTION; EXCEPTION FOR HEALTH INSURANCE COVERAGE 


IN CERTAIN STATES.—The requirements of this section shall not 
apply with respect to health insurance coverage if there is a State 
law (including a decision, rule, regulation, or other State action 
having the effect of law) for a State that regulates such coverage 
that is described in any of the following paragraphs: 


“(1) Such State law requires such coverage to provide for 
at least a 48-hour hospital length of stay following a normal 
vaginal delivery and at least a 96-hour hospital length of stay 
following a caesarean section. 

“(2) Such State law requires such coverage to provide for 
maternity and pediatric care in accordance with guidelines 
established by the American College of Obstetricians and Gyne- 
cologists, the American Academy of Pediatrics, or other estab- 
lished professional medical associations. 

“(3) Such State law requires, in connection with such cov- 
erage for maternity care, that the hospital length of stay for 
such care is left to the decision of (or required to be made 
by) the attending provider in consultation with the mother. 
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“SEC. 9812. PARITY IN THE APPLICATION OF CERTAIN LIMITS TO MEN.- 
TAL HEALTH BENEFITS. 


“(a) IN GENERAL.— 

“(1) AGGREGATE LIFETIME LIMITS.—In the case of a group 
health plan that provides both medical and surgical benefits 
and mental health benefits— 

“(A) NO LIFETIME LIMIT.—If the plan does not include 
an aggregate lifetime limit on substantially all medical 
and surgical benefits, the plan may not impose any aggre- 
gate lifetime limit on mental health benefits. 

“(B) LIFETIME LIMIT.—If the plan includes an aggregate 
lifetime limit on substantially all medical and surgical 
benefits (in this paragraph referred to as the ‘applicable 
lifetime limit’), the plan shall either— 

“(i) apply the applicable lifetime limit both to the 
medical and surgical benefits to which it otherwise 
would apply and to mental health benefits and not 
distinguish in the application of such limit between 
such medical and surgical benefits and mental health 
benefits; or 

“(ii) not include any aggregate lifetime limit on 
mental health benefits that is less than the applicable 
lifetime limit. 

“(C) RULE IN CASE OF DIFFERENT LIMITS.—In the case 
of a plan that is not described in subparagraph (A) or 
(B) and that includes no or different aggregate lifetime 
limits on different categories of medical and surgical bene- 
fits, the Secretary shall establish rules under which 
subparagraph (B) is applied to such plan with respect 
to mental health benefits by substituting for the applicable 
lifetime limit an average aggregate lifetime limit that is 
computed taking into account the weighted average of the 
aggregate lifetime limits applicable to such categories. 

“(2) ANNUAL LIMITS.—In the case of a group health plan 
that provides both medical and surgical benefits and mental 
health benefits— 

“(A) NO ANNUAL LIMIT.—If the plan does not include 
an annual limit on substantially all medical and surgical 
benefits, the plan may not impose any annual limit on 
mental health benefits. 

“(B) ANNUAL LIMIT.—If the plan includes an annual 
limit on substantially ail medical and surgical benefits 
(in this paragraph referred to as the ‘applicable annual 
limit’), the plan shall either— 

“(i) apply the applicable annual limit both to medi- 
cal and surgical benefits to which it otherwise would 
apply and to mental health benefits and not distinguish 
in the application of such limit between such medical 
and surgical benefits and mental health benefits; or 

“(ii) not include any annual limit on mental health 
benefits that is less than the applicable annual limit. 
“(C) RULE IN CASE OF DIFFERENT LIMITS.—In the case 

of a plan that is not described in subparagraph (A) or 

(B) and that includes no or different annual limits on 

different = of medical and surgical benefits, the 

Secretary shall establish rules under which subparagraph 

(B) is applied to such plan with respect to mental health 
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benefits by substituting for the applicable annual limit 
an average annual limit that is computed taking into 
account the weighted average of the annual limits 
applicable to such categories. 

“(b) CONSTRUCTION.—Nothing in this section shall be con- 


strued— 


“(1) as requiring a group health plan to provide any mental 
health benefits; or 

“(2) in the case of a group health plan that provides mental 
health benefits, as affecting the terms and conditions (including 
cost sharing, limits on numbers of visits or days of coverage, 
and requirements relating to medical necessity) relating to 
the amount, duration, or scope of mental health benefits under 
the plan, except as specifically provided in subsection (a) (in 
regard to parity in the imposition of aggregate lifetime limits 
and annual limits for mental health benefits). 

“(c) EXEMPTIONS.— 

“(1) SMALL EMPLOYER EXEMPTION.—This section shall not 
apply to any group health plan for any plan year of a small 
employer (as defined in section 4980D(d)(2)). 

“(2) INCREASED COST EXEMPTION.—This section shall not 
apply with respect to a group health plan if the application 
of this section to such plan results in an increase in the cost 
under the plan of at least 1 percent. 

“(d) SEPARATE APPLICATION TO EACH OPTION OFFERED.—In the 


case of a group health plan that offers a participant or beneficiary 
two or more benefit package options under the plan, the require- 
ments of this section shall be applied separately with respect to 
each such option. 


“(e) DEFINITIONS.—For purposes of this section: 

“(1) AGGREGATE LIFETIME LIMIT.—The term ‘aggregate life- 
time limit’ means, with respect to benefits under a group health 
plan, a dollar limitation on the total amount that may be 
paid with respect to such benefits under the plan with respect 
to an individual or other coverage unit. 

“(2) ANNUAL LIMIT.—The term ‘annual limit’ means, with 
respect to benefits under a group health plan, a dollar limitation 
on the total amount of benefits that may be paid with respect 
to such benefits in a 12-month period under the plan with 
respect to an individual or other coverage unit. 

“(3) MEDICAL OR SURGICAL BENEFITS.—The term ‘medical 
or surgical benefits’ means benefits with respect to medical 
or surgical services, as defined under the terms of the plan, 
but does not include mental health benefits. 

“(4) MENTAL HEALTH BENEFITS.—The term ‘mental health 
benefits’ means benefits with respect to mental health services, 
as defined under the terms of the plan, but does not include 
benefits with respect to treatment of substance abuse or chemi- 
cal dependency. 

“(f) SUNSET.—This section shall not apply to benefits for services 


furnished on or after September 30, 2001.”. 


(b) CONFORMING AMENDMENTS.— 
(1) Chapter 100 of such Code is further amended— 
(A) in the last sentence of section 9801(c)(1), by striking 
“section 9805(c)” and inserting “section 9832(c)”; 
(B) in section 9831(b), by striking “9805(c)(1)” and 
inserting “9832(c)(1)”; 
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(C) in section 9831(c)(1), by striking “9805(c)(2)” and 
inserting “9832(c)(2)”; 

(D) in section 9831(c)(2), by striking “9805(c)(3)” and 
inserting “9832(c)(3)”; and 

(E) in section 9831(c)(3), by striking “9805(c)(4)” and 
inserting “9832(c)(4)”. 
(2) Section 4980D of such Code is amended— 

(A) in subsection (a), by striking “plan portability, 
access, and renewability” and inserting “plans”; 

(B) in subsection (c)(3)(B)(iXD, by striking “9805(d)(3)” 
and inserting “9832(d)(3)”; 

(C) in subsection (d)(1), by inserting “(other than a 
failure attributable to section 9811)” after “on any failure”; 

(D) in subsection (d)(3), by striking “9805” and insert- 
ing “9832”; 

(E) in subsection (f)(1), by striking “9805(a)” and insert- 
ing “9832(a)”. 
(3) The table of subtitles for such Code is amended by 

striking the item relating to subtitle K and inserting the follow- 
ing new item: 


“SUBTITLE K. Group health plan requirements.” 


(c) EFFECTIVE DATE.—The amendments made by this section 
shall apply with respect to group health plans for plan years begin- 
ning on or after January 1, 1998. 


SEC. 1532. SPECIAL RULES RELATING TO CHURCH PLANS. 


(a) IN GENERAL.—Section 9802 (relating to prohibiting discrimi- 
nation against individual participants and beneficiaries based on 
health status) is amended by adding at the end the following 
new subsection: 

“(c) SPECIAL RULES FOR CHURCH PLANS.—A church plan (as 
defined in section 414(e)) shall not be treated as failing to meet 
the requirements of this section solely because such plan requires 
evidence of good health for coverage of— 

“(1) both any employee of an employer with 10 or less 
employees (determined without regard to section 414(e)(3)C)) 
and any self-employed individual, or 

“(2) any individual who enrolls after the first 90 days 
of initial eligibility under the plan. 

This subsection shall apply to a plan for any year only if the 
plan included the provisions described in the preceding sentence 
on July 15, 1997, and at all times thereafter before the beginning 
of such year.”. 

(b) EFFECTIVE DATE.—The amendments made by subsection 
(a) shall take effect as if included in the amendments made by 
section 401(a) of the Health Insurance Portability and Accountabil- 
ity Act of 1996. 


Subtitle D—Provisions Relating to Plan 
Amendments 


SEC. 1541. PROVISIONS RELATING TO PLAN AMENDMENTS. 


(a) IN GENERAL.—If this section applies to any plan or contract 
amendment— 


26 USC 4980D 
note 


26 USC 9802 
note 


26 USC 411 note 
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(1) such plan or contract shall be treated as being operated 
in accordance with the terms of the plan during the period 
described in subsection (b)(2)(A), and 

(2) such plan shall not fail to meet the requirements of 
section 411(d\6) of the Internal Revenue Code of 1986 or section 
204(g) of the Employee Retirement Income Security Act of 
1974 by reason of such amendment. 

(b) AMENDMENTS TO WHICH SECTION APPLIES.— 

(1) IN GENERAL.—This section shall apply to any amend- 
ment to any plan or annuity contract which is made— 

(A) pursuant to any amendment made by this title 
or subtitle H of title X, and 
(B) before the first day of the first plan year beginning 

on or after January 1, 1999. 

In the case of a governmental plan (as defined in section 
414(d) of the Internal Revenue Code of 1986), this paragraph 
shall be applied by substituting “2001” for “1999”. 

(2) CONDITIONS.—This section shall not apply to any 
amendment unless— 

(A) during the period— 

(i) beginning on the date the legislative amend- 
ment described in paragraph (1A) takes effect (or 
in the case of a plan or contract amendment not 
required by such legislative amendment, the effective 
date specified by the plan), and 

(ii) ending on the date described in paragraph 
(1B) (or, if earlier, the date the plan or contract 
amendment is adopted), 

the plan or contract is operated as if such plan or contract 

amendment were in effect, and 

(B) such plan or contract amendment applies retro- 
actively for such period. 


TITLE XVI—TECHNICAL AMENDMENTS 
RELATED TO SMALL BUSINESS JOB 
PROTECTION ACT OF 1996 AND OTHER 
LEGISLATION 


26 USC 1 note SEC. 1600. COORDINATION WITH OTHER TITLES. 


For purposes of applying the amendments made by any title 
of this Act other than this title, the provisions of this title shall 
be treated as having been enacted immediately before the provisions 
of such other titles. 


SEC. 1601. AMENDMENTS RELATED TO SMALL BUSINESS JOB PROTEC- 
TION ACT OF 1996. 


(a) AMENDMENTS RELATED TO SUBTITLE A.— 

(1) AMENDMENT RELATED TO SECTION 1116.—Paragraph (1) 
of section 6050R(c) is amended by striking “name and address” 
and inserting “name, address, and phone number of the 
information contact”. 

(2) AMENDMENT TO SECTION 1116.—Paragraphs (1) and 
(2(C) of section 1116(b) of the Small Business Job Protection 
Act of 1996 shall each be applied as if the reference to chapter 
68 were a reference to chapter 61. 
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(b) AMENDMENT RELATED TO SUBTITLE B.—Subsection (c) of 
section 52 is amended by striking “targeted jobs credit” and insert- 
ing “work opportunity credit”. 

(c) AMENDMENTS RELATED TO SUBTITLE C.— 

(1) AMENDMENT RELATED TO SECTION 1302.—Subparagraph 

(B) of section 1361(e)(1) is amended by striking “and” at the 

end of clause (i), striking the period at the end of clause 

(ii) and inserting “, and”, and adding at the end the following 

new clause: 

“(iii) any charitable remainder annuity trust or 
charitable remainder unitrust (as defined in section 
664(d)).”. 

(2) EFFECTIVE DATE FOR SECTION 1307.— 26 USC 1377 

(A) Notwithstanding section 1317 of the Small Business note 
Job Protection Act of 1996, the amendments made by sub- 
sections (a) and (b) of section 1307 of such Act shall apply 
to determinations made after December 31, 1996. 

(B) In no event shall the 120-day period referred to 
in section 1377(b)(1)(B) of the Internal Revenue Code of 
1986 (as added by such section 1307) expire before the 
end of the 120-day period beginning on the date of the 
enactment of this Act. 

(3) AMENDMENT RELATED TO SECTION 1308.—Subparagraph 

(A) of section 1361(b)(3) is amended by striking “For purposes 

of this title” and inserting “Except as provided in regulations 

prescribed by the Secretary, for purposes of this title”. 
(4) AMENDMENTS RELATED TO SECTION 1316.— 

(A) Paragraph (2) of section 512(e) is amended by strik- 
ing “within the meaning of section 1012” and inserting 
“as defined in section 1361(e)(1)(C)”. 

(B) Paragraph (7) of section 1361(c) is redesignated 
as paragraph (6). 

(C) Subparagraph (B) of section 1361(b)(1) is amended 
by striking “subsection (c)(7)” and inserting “subsection 


(c)(6)”. 

(D) Paragraph (1) of section 512(e) is amended by 
striking “section 1361(c)(7)” and inserting “section 
1361(c)(6)”. 


(d) AMENDMENTS RELATED TO SUBTITLE D.— 

(1) AMENDMENTS RELATED TO SECTION 1421.— 

(A) Subsection (i) of section 408 is amended in the 
last sentence by striking “30 days” and inserting “31 days”. 

(B) Subparagraph (H) of section 408(k)(6) is amended 
by striking “if the terms of such pension” and inserting 
“of an employer if the terms of simplified employee pensions 
of such employer”. 

(C\i) Subparagraph (B) of section 408(1)2) is amend- 
ed— 

(I) by inserting “and the issuer of an annuity estab- 
lished under such an arrangement” after “under sub- 
section (p)”, and 

(II) in clause (i), by inserting “or issuer” after 
“trustee”. 

(ii) Paragraph (2) of section 6693(c) is amended— 

(I) by inserting “or issuer” after “trustee”, and 

(II) in the heading, by inserting “AND ISSUER” after 
“trustee”. 








111 STAT. 1088 


Applicability 


PUBLIC LAW 105-34—AUG. 5, 1997 


(D) Subsection (p) of section 408 is amended by adding 
at the end the following new paragraph: 

“(8) COORDINATION WITH MAXIMUM LIMITATION UNDER SUB- 
SECTION (a).—In the case of any simple retirement account, 
subsections (a)(1) and (b\(2) shall be applied by substituting 
‘the sum of the dollar amount in effect oie paragraph 
(2XAXii) of this subsection and the employer contribution 
required under subparagraph (A)iii) or (BXi) of paragraph (2) 
of this subsection, whichever is applicable’ for ‘$2,000’.”. 

(E) Clause (i) of section 408(p\(2)D) is amended by 
adding at the end the following new sentence: “If only 
individuals other than employees described in subpara- 
graph (A) or (B) of section 410(b)(3) are eligible to partici- 
pate in such arrangement, then the preceding sentence 
shall be applied without regard to any qualified plan in 
which only employees so described are eligible to partici- 
pate.”. 

(F) Subparagraph (D) of section 408(pX2) is amended 
by adding at the end the following new clause: 

“(iii) GRACE PERIOD.—In the case of an employer 
who establishes and maintains a plan under this sub- 
section for 1 or more years and who fails to meet 
any requirement of this subsection for any subsequent 
year due to any acquisition, disposition, or similar 
transaction involving another such employer, rules 
similar to the rules of section 410(b)(6)(C) shall apply 
for purposes of this subsection.”. 

(G) Paragraph (5) of section 408(p) is amended in the 
text preceding subparagraph (A) by striking “simplified” 
and inserting “simple”. 

(2) AMENDMENTS RELATED TO SECTION 1422.— 

(A) Clause (ii) of section 401(k)(11XD) is amended by 
striking the period and inserting “if such plan allows only 
contributions required under this paragraph.”. 

(B) Paragraph (11) of section 401(k) is amended by 
adding at the end the following new subparagraph: 

“(E) COST-OF-LIVING ADJUSTMENT.—The Secretary shall 
adjust the $6,000 amount under subparagraph (B)i)(I) at 
the same time and in the same manner as under section 
408(p)\(2)E).”. 

(C) Subparagraph (A) of section 404(a)(3) is amended— 

(i) in clause (i), by striking “not in excess of’ and 
all that follows and inserting the following: “not in 
excess of the greater of— 

“(I) 15 percent of the compensation otherwise 
pe or accrued during the taxable year to the 
eneficiaries under the stock bonus or profit-shar- 
ing plan, or 
“(II) the amount such employer is required 

to contribute to such trust under section 401(k)(11) 

for such year.”, and 

(ii) in clause (ii), by striking “15 percent” and 
all that follows and inserting the following “the amount 
described in subclause (I) or (II) of clause (i), whichever 
is greater, with respect to such taxable year.”. 

(D) Subparagraph (B) of section 401(k)\(11) is amended 
by adding at the end the following new clause: 
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“(ili) ADMINISTRATIVE REQUIREMENTS.— 

“(I) IN GENERAL.—Rules similar to the rules Applicability 
of subparagraphs (B) and (C) of section 408(p)(5) 
shall apply for purposes of this subparagraph. 

“II) NOTICE OF ELECTION PERIOD.—The 
requirements of this subparagraph shall not be 
treated as met with respect to any year unless 
the employer notifies each employee eligible to 
participate, within a reasonable period of time 
before the 60th day before the beginning of such 
year (and, for the first year the employee is so 
eligible, the 60th day before the first day such 
employee is so eligible), of the rules similar to 
the rules of section 408(p)(5)(C) which apply by 
reason of subclause (I).”. 

(3) AMENDMENT RELATED TO SECTION 1433.—The heading 
of paragraph (11) of section 401(m) is amended by striking 
“ALTERNATIVE” and inserting “ADDITIONAL ALTERNATIVE” 

(4) CLARIFICATION OF SECTION 1450.— 26 USC 403 note 

(A) Section 403(b)(11) of the Internal Revenue Code 
of 1986 shall not apply with respect to a distribution from 
a contract described in section 1450(b)(1) of such Act to 
the extent that such distribution is not includible in income 
by reason of— 

(i) in the case of distributions before January 1, 
1998, section 403 (b)(8) or (b)(10) of such Code (deter- 
mined after the application of section 1450(b)(2) of 
such Act), and 

(ii) in the case of distributions on and after such 
date, such section 403(b)(1). 

(B) This paragraph shall apply as if included in section Applicability 
1450 of the Small Business Job Protection Act of 1996. 
(5) AMENDMENT RELATED TO SECTION 1451.—Clause (ii) of 

section 205(c\(8A) of the Employee Retirement Income Secu- 
rity Act of 1974 is frtocd by striking “Secretary” and insert- 29 USC 1055 
ing “Secretary of the Treasury”. 

(6) AMENDMENTS RELATED TO SECTION 1461.— 

(A) Section 414(e)(5)(A) is amended to read as follows: 

“(A) CERTAIN MINISTERS MAY PARTICIPATE.—For pur- 
poses of this part— 

“(i) IN GENERAL.—A duly ordained, commissioned, 
or licensed minister of a church is described in para- 
graph (3)(B) if, in connection with the exercise of their 
ministry, the minister— 

“(I) is a self-employed individual (within the 
meaning of section 401(c)(1)(B), or 

“(II) is employed by an organization other than 
an organization which is described’ in section 
501(cX3) and with respect to which the minister 
shares common religious bonds. 

“(ii) TREATMENT AS EMPLOYER AND EMPLOYEE.— 
For purposes of sections 403(b)(1)A) and 404(a)(10), 
a minister described in clause (i)I) shall be treated 
as employed by the minister's own employer which 
is an organization described in section 501(c)(3) and 
exempt from tax under section 501(a).”. 
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(B) Section 403(b\ 1A) is amended by striking “or” 
at the end of clause (i), by inserting “or” at the end of 
clause (ii), and by adding at the end the following new 
clause: 

“iii) for the minister described in _ section 
414(e)(5)(A) by the minister or by an employer,”. 
(7) AMENDMENT RELATED TO SECTION 1462.—The paragraph 
(7) of section 414(q) added by section 1462 of the Small Business 
Job Protection Act of 1996 is redesignated as paragraph (9). 
(e) AMENDMENT RELATED TO SUBTITLE E.—Subparagraph (A) 
of section 956(b)(1) is amended by inserting “to the extent such 
amount was accumulated in prior taxable years” after “section 
316(a)(1)”. 
(f) AMENDMENTS RELATED TO SUBTITLE F.— 
(1) AMENDMENTS RELATED TO SECTION 1601.— 

(A) The heading of section 30A is amended to read 

as follows: 


“SEC. 30A. PUERTO RICO ECONOMIC ACTIVITY CREDIT.”. 


(B) The table of sections for subpart B of part IV 
of subchapter A of chapter 1 is amended in the item relating 
to section 30A by striking “Puerto Rican” and inserting 
“Puerto Rico”. 

(C) Paragraph (1) of section 55(c) is amended by strik- 
ing “Puerto Rican” and inserting “Puerto Rico”. 

(2) AMENDMENTS RELATED TO SECTION 1606.— 

(A) Clause (ii) of section 9503(c)(2)A) is amended by 
striking “(or with respect to qualified diesel-powered high- 
way vehicles purchased before January 1, 1999)”. 

(B) Subparagraph (A) of section 9503(e\5) is amended 
by striking “; except that” and all that follows and inserting 
a period 
(3) AMENDMENTS RELATED TO SECTION 1607.— 

(A) Subsection (f) of section 4001 (relating to 
phasedown of tax on luxury passenger automobiles) is 
amended— 

(i) by inserting “and section 4003(a) 
section (a)”, and 
(ii) by inserting “, each place it appears,” before 

“the percentage”. 

(B) Subsection (g) of section 4001 (relating to termi- 
nation) is amended by striking “tax imposed by this section” 
and inserting “taxes imposed by this section and section 
4003” and by striking “or use” and inserting “, use, or 


” 


after “sub- 


installation”. 
Applicability (C) The amendments made by this paragraph shall 
ge 4001 apply to sales after the date of the enactment of this 
Act. 


(4) AMENDMENTS RELATED TO SECTION 1609.— 
(A) Subsection (1) of section 4041 is amended— 
(i) by inserting “or a fixed-wing aircraft” after “heli- 
copter”, and 
(ii) in the heading, by striking “HELICOPTER”. 
(B) The last sentence of section 4041(a)(2) is amended 
by striking “section 4081(a)(2A)” and inserting “section 
4081l(aX2KAi)”. 
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(C) Subsection (b) of section 4092 is amended by strik- 
ing “section 4041(c)(4)” and inserting “section 4041(c)(2)”. 

(D) Subsection (g) of section 4261 (as redesignated 
by title X) is amended by inserting “on that flight” after 
dedicated”. 

(E) Paragraph (1) of section 1609(h) of such Act is 26 USC 4091 
amended by striking “paragraph (3)(A)(i)” and inserting not 
“paragraph (3)(A)”. 

(F) Paragraph (4) of section 1609(h) of such Act is 
amended by inserting before the period “or exclusively for 
the use described in section 4092(b) of such Code” 

(5) AMENDMENTS RELATED TO SECTION 1616.— 

(A) Subparagraph ( (A) of section 593(e)(1) is amended 
by inserting “(and, in the case of an S corporation, the 
accumulated adjustments account, as defined in section 
1368(e)( . ))” after ae. 

(B) Paragrs (7) of section 1374(d) is amended by 
adding at the en as following new sentence: “For purposes 
of applying this section to any amount includible in income 
by reason of section 593(e), the preceding sentence shall 
be applied without regard to the phrase ‘10-year’.” 

(6) AMENDMENTS RELATED TO SECTION 1621.— 

(A) Subparagraph (A) of section 860L(b)(1) is amended 
in the text preceding clause (i) by striking “after the startup 
date” and inserting “on or after the startup date”. 

(B) Paragraph (2) of section 860L(d) is amended by 
striking “section 860I(c)(2)” and inserting “section 
860I(b)(2)” 

(C) Subparagraph (B) of section 860L(e)(2) is amended 
by inserting “other than foreclosure property” after “any 
permitted asset”. 

(D) Subparagraph (A) of section 860L(e)(3) is amended 
by striking “if the FASIT” and all that follows and inserting 
the following new flush text after clause (ii): 

“if the FASIT were treated as a REMIC and permitted 

assets (other than cash or cash equivalents) were treated 

as qualified mortgages.”. 

(E)(i) Paragraph (3) of section 860L(e) is amended by 
adding at the end the following new subparagraph: 

“(D) INCOME FROM DISPOSITIONS OF FORMER HEDGE 
ASSETS.—Paragraph (2)(A) shall not apply to income 
derived from the disposition of— 

“(i) an asset which was described in subsection 
(cX1XD) when first acquired by the FASIT but on 
the date of such disposition was no longer described 
in subsection (c1\D)(ii), or 

“(ii) a contract right to acquire an asset described 
in clause (i).”. 

(ii) Subparagraph | (A) of section 860L(e)(2) is amended 
by inserting * ‘except as provided in paragraph (3),” before 
“the receipt’. 

(g) AMENDMENTS RELATED TO SUBTITLE G.— 

(1) EXTENSION OF PERIOD FOR CLAIMING REFUNDS FOR ALCO- 26 USC 6427 
HOL FUELS.—Notwithstanding section 6427(i(3)(C) of the note 
Internal Revenue Code of 1986, a claim filed under section 
6427(f) of such Code for any period after September 30, 1995, 
and before October 1, 1996, shall be treated as timely filed 
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26 USC 6501. 


26 USC 529 note 
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if filed before the 60th day after the date of the enactment 
of this Act. 

(2) AMENDMENTS TO SECTIONS 1703 AND 1704.—Sections 
1703(nX8) and 1704(j4\(B) of the Small Business Job Protec- 
tion Act of 1996 shall each be applied as if such sections 
referred to section 1702 instead of section 1602. 

(h) AMENDMENTS RELATED TO SUBTITLE H.— 

(1) AMENDMENTS RELATED TO SECTION 1806.— 

(A) Subparagraph (B) of section 529(e)(1) is amended 
by striking “subsection (cX2\C)” and inserting “subsection 
(cX3\C)”. 

(B) Subparagraph (C) of section 529(e)(1) is amended 
by inserting “(or agency or instrumentality thereof)” after 
“local government”. 

(C) Paragraph (2) of section 1806(c) of the Small Busi- 
ness Job Protection Act of 1996 is amended by striking 
so much of the first sentence as follows subparagraph (B)(ii) 
and inserting the following: 

“then such program (as in effect on August 20, 1996) shall 
be treated as a qualified State tuition program with respect 
to contributions (and earnings allocable thereto) pursuant to 
contracts entered into under such program before the first 
date on which such program meets such requirements (deter- 
mined without regard to this paragraph) and the provisions 
of such program (as so in effect) shall apply in lieu of section 
529(b) of the Internal Revenue Code of 1986 with respect to 
such contributions and earnings.”. 

(2) AMENDMENTS RELATED TO SECTION 1807.— 

(A) Paragraph (2) of section 23(a) is amended to read 
as follows: 

“(2) YEAR CREDIT ALLOWED.—The credit under paragraph 
(1) with respect to any expense shall be allowed— 

“(A) in the case of any expense paid or incurred before 
the taxable year in which such adoption becomes final, 
for the taxable year following the taxable year during which 
such expense is paid or incurred, and 

“(B) in the case of an expense paid or incurred during 
or after the taxable year in which such adoption becomes 
final, for the taxable year in which such expense is paid 
or incurred.”. 

(B) Subparagraph (B) of section 23(bX2) is amended 
by striking “determined—” and all that follows and insert- 
ing the following: “determined without regard to sections 
911, 931, and 933.”. 

(C) Paragraph (1) of section 137(b) (relating to adoption 
assistance programs) is amended by striking “amount 
excludable from gross income” and inserting “of the 
amounts paid or expenses incurred which may be taken 
into account”. 

(D\i) Subparagraph (C) of section 414(n)(3) is amended 
by inserting “137,” after “132,”. 

(ii) Paragraph (2) of section 414(t) is amended by 
inserting “137,” after “132,”. 

(iii) Paragraph (1) of section 6039GD(d) is amended 
by striking “or 129” and inserting “129, or 137”. 

(i) AMENDMENTS RELATED TO SUBTITLE I.— 





SEC. 
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(1) AMENDMENT RELATED TO SECTION 1901.—Subsection (b) 
of section 6048 is amended in the heading by striking 
“GRANTOR” and inserting “OWNER”. 

(2) AMENDMENTS RELATED TO SECTION 1903.— 

Clauses (ii) and (iii) of section 679(aX(3)(C) are each 
amended by inserting “, owner,” after “grantecr”. 

(3) AMENDMENTS RELATED TO SECTION 1907.— 

(A) Clause (ii) of section 7701(a)(30)(E) is amended 
by striking “fiduciaries” and inserting “persons”. 

(B) Subsection (b) of section 641 is amended by adding 
at the end the following new sentence: “For purposes of 
this subsection, a foreign trust or foreign estate shall be 
treated as a nonresident alien individual who is not present 
in the United States at any time.”. 

(4) EFFECTIVE DATE RELATED TO SUBTITLE I.—The Secretary 
of the Treasury may by regulations or other administrative 
guidance provide that the amendments made by section 1907(a) 
of the Small Business Job Protection Act of 1996 shall not 
apply to a trust with respect to a reasonable period beginning 
on the date of the enactment of such Act, if— 

(A) such trust is in existence on August 20, 1996, 
and is a United States person for purposes of the Internal 
Revenue Code of 1986 on such date (determined without 
regard to such amendments), 

(B) no election is in effect under section 1907(a)(3)(B) 
of such Act with respect to such trust, 

(C) before the expiration of such reasonable period, 
such trust makes the modifications necessary to be treated 
as a United States person for purposes of such Code (deter- 
mined with regard to such amendments), and 

(D) such trust meets such other conditions as the Sec- 
retary may require. 

(j) EFFECTIVE DATE.— 

(1) IN GENERAL.—Except as provided in paragraph (2), the 
amendments made by this section shall take effect as if included 
in the provisions of the Small Business Job Protection Act 
of 1996 to which they relate. 

(2) CERTAIN ADMINISTRATIVE REQUIREMENTS WITH RESPECT 
TO CERTAIN PENSION PLANS.—The amendment made by sub- 
section (d)(2)(D) shall apply to calendar years beginning after 
the date of the enactment of this Act. 


1602. AMENDMENTS RELATED TO HEALTH INSURANCE PORT- 
ABILITY AND ACCOUNTABILITY ACT OF 1996. 


(a) AMENDMENTS PELATED TO SECTION 301.— 

(1) Paragraph (2) of section 26(b) is amended by striking 
“and” at the end of subparagraph (N), by striking the period 
at the end of subparagraph (O) and inserting “, and”, and 
by adding at the end the following new subparagraph: 

“(P) section 220(f)(4) (relating to additional tax on 
medical savings account distributions not used for qualified 
medical expenses).”. 

(2) Paragraph (3) of section 220(c) is amended by striking 
subparagraph (A) and redesignating subparagraphs (B) through 
(D) as subparagraphs (A) through (C), respectively. 





26 USC 7701 
note 


26 USC 23 note 
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(3) Subparagraph (C) of section 220(d\(2) is amended by 
striking “an eligible individual” and inserting “described in 
clauses (i) and (ii) of subsection (c)(1)(A)”. 

(4) Subsection (a) of section 6693 is amended by adding 
at the end the following new sentence: 

“This subsection shall not apply to any report which is an informa- 
tion return described in section 6724(d)(1)(C\Xi) or a payee statement 
described in section 6724(d)(2)(X).”. 

(5) Paragraph (4) of section 4975(c) is amended by striking 
“if, with respect to such transaction” and all that follows and 
inserting the following: “if section 220(e)(2) applies to such 
transaction.”. 

(b) AMENDMENT RELATED TO SECTION 321.—Subparagraph (B) 
of section 7702B(c\(2) is amended in the last sentence by inserting 
“described in subparagraph (A)(i)” after “chronically ill individual”. 

(c) AMENDMENTS RELATED TO SECTION 322.—Subparagraph (B) 
of section 162(12) is amended by adding at the end the following 
new sentence: “The preceding sentence shall be applied separately 
with respect to— 

“(i) plans which include coverage for qualified long- 
term care services (as defined in section 7702B(c)) or 
are qualified long-term care insurance contracts (as 
defined in section 7702B(b)), and 

“(ii) plans which do not include such coverage and 
are not such contracts.”. 

(d) AMENDMENTS RELATED TO SECTION 323.— 

(1) Paragraph (1) of section 6050Q(b) is amended by insert- 
ing “, address, and phone number of the information contact” 
after “name”. 

(2A) Paragraph (2) of section 6724(d) is amended by strik- 
ing so much as follows subparagraph (Q) and precedes the 
last sentence, and inserting the following new udiotenaiesbe: 

“(R) section 6050R(c) (relating to returns relating to 
certain purchases of fish), 

“(S) section 6051 (relating to receipts for employees), 

“(T) section 6052(b) (relating to returns regarding pay- 
ment of wages in the form of group-term life insurance), 

“(U) section 6053(b) or (c) (relating to reports of tips), 

“(V) section 6048(b)(1B) (relating to foreign trust 
reporting requirements), 

“(W) section 4093(c\4\B) (relating to certain pur- 
chasers of diesel and aviation fuels), 

“(X) section 408(i) (relating to reports with respect 

to individual retirement plans) to any person other im 

the Secretary with respect to the amount of payments 

made to such person, or 

“(Y) section 6047(d) (relating to reports by plan 
administrators) to any person other than the Secretary 
with respect to the amount of payments made to such 
person.”. 

(B) Subsection (e) of section 6652 is amended in the last 
sentence by striking “section 6724(d)(2)(X)” and inserting “sec- 
tion 6724(d\2\(Y)”. 

(e) AMENDMENT RELATED TO SECTION 325.—Clauses (ii) and 
(iii) of section 7702B(gX4\B) are each amended by striking “Sec- 
retary” and inserting “appropriate State regulatory agency”. 

(f) AMENDMENTS RELATED TO SECTION 501.— 
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(1) Paragraph (4) of section 264(a) is amended by striking 
subparagraph (A) and all that follows through “by the tax- 
payer.” and inserting the following: 

“(A) is or was an officer or employee, or 

“(B) is or was financially interested in, 
any trade or business carried on (currently or formerly) by 
the taxpayer.”. 

(2) The last 2 sentences of section 264(d)(2)(Byii) are 
amended to read as follows: 

“For purposes of subclause (II), the term ‘applicable 
period’ means the 12-month period beginning on the 
date the policy is issued (and each successive 12-month 
period thereafter) unless the taxpayer elects a number 
of months (not greater than 12) other than such 12- 
month period to be its applicable period. Such an elec- 
tion shall be made not later than the 90th day after 
the date of the enactment of this sentence and, if 
made, shall apply to the taxpayer’s first taxable year 
ending on or after October 13, 1995, and all subsequent 
taxable years unless revoked with the consent of the 
Secretary.”. 

(3) Subparagraph (B) of section 264(d)(4) is amended by 
striking “the employer” and inserting “the taxpayer”. 

(4) Subsection (c) of section 501 of the Health Insurance 
Portability and Accountability Act of 1996 is amended by strik- 
ing paragraph (3). 

(5) Paragraph (2) of section 501(d) of such Act is amended 
by striking “no additional premiums” and all that follows and 
inserting the following: “a lapse occurring after October 13, 
1995, by reason of no additional premiums being received under 
the contract.”. 

(g) AMENDMENTS RELATED TO SECTION 511.— 

(1) Subparagraph (B) of section 877(d)(2) is amended by 
striking “the 10-year period described in subsection (a)” and 
inserting “the 10-year period beginning on the date the individ- 
ual loses United States citizenship” 

(2) Subparagraph (D) of aiiiee 877(d)\(2) is amended by 
adding at t he end the following new sentence: “In the case 
of any exchange occurring during such 5 years, any gain recog- 
nized under this subparagraph shall be recognized immediately 
after such loss of citizenship.”. 

(3) Paragraph (3) of section 877(d) is amended by inserting 
“and the period applicable under paragraph (2)” after “sub- 
section (a)”. 

(4) Subparagraph (A) of section 877(d)(4) is amended— 

(A) by inserting “during the 10-year period beginning 
on the date the individual loses United States citizenship” 

after “contributes property” in clause (i), 

(B) by inserting “immediately before such contribution” 
after “from such property”, and 
(C) by striking “during the 10-year period referred 

to in subsection (a),”. 

(5) Subparagraph (C) of section 2501(a)(3) is amended by 
striking “decedent” and inserting “donor”. 

(6A) Clause (i) of section 2107(c)(2B) is amended by 
striking “such foreign country in respect of property included 
in the gross estate as the value of the property” and inserting 


Applicability 
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“such foreign country as the value of the property subjected 
to such taxes by such foreign country and”. 

(B) Subparagraph (C) of section 2107(c\(2) is amended to 
read as follows: 

“(C) PROPORTIONATE SHARE.—In the case of property 
which is included in the gross estate solely by reason 
of subsection (b), such property’s proportionate share is 
the percentage which the value of such property bears 
to the total value of all property included in the gross 
estate solely by reason of subsection (b).”. 

(h) AMENDMENTS RELATED TO SECTION 512.— 

(1) Subpart A of part III of subchapter A of chapter 61 
is amended by redesignating the section 6039F added by section 
512 of the Health ees Portability and Accountability 
Act of 1996 as section 6039G and by moving such section 
6039G to immediately after the section 6039F added by section 
1905 of the Small Business Job Protection Act of 1996. 

(2) The table of sections for subpart A of part III of sub- 
chapter A of chapter 61 is amended by striking the item relating 
to the section 6039F related to information on individuals losing 
United States citizenship and inserting after the item relatin 
to the section 6039F related to notice of large gifts receiv 
from foreign persons the following new item: 

“Sec. 6039G. Information on individuals losing United States citizenship.” 


(3) Paragraph (1) of section 877(e) is amended by striking 
“6039F” and inserting “6039G”. 
(i) EFFECTIVE DATE.--The amendments made by this section 


shall take effect as if included in the provisions of the Health 
Insurance Portability and Accountability Act of 1996 to which such 
amendments relate. 


SEC. 1603. AMENDMENTS RELATED TO TAXPAYER BILL OF RIGHTS 


2. 
(a) AMENDMENT RELATED TO SECTION 1311.—Subsection (b) 


of section 4962 is amended by striking “subchapter A or C” and 
inserting “subchapter A, C, or D”. 


(b) AMENDMENTS RELATED TO SECTION 1312.— 

(1A) Paragraph (10) of section 6033(b) is amended by 
striking all that precedes subparagraph (A) and inserting the 
following: 

“(10) the respective amounts (if any) of the taxes imposed 
on the organization, or any organization manager of the 
organization, during the taxable year under any of the following 
provisions (and the respective amounts (if any) of reimburse- 
ments paid by the organization during the taxable year with 
respect to taxes imposed on any such organization manager 
under any of such provisions):”. 

(B) Subparagraph (C) of section 6033(b)(10) is amended 
by adding at the end the following: “except to the extent that, 
by reason of section 4962, the taxes imposed under such section 
are not required to be paid or are credited or refunded,”. 

(2) Paragraph (11) of section 6033(b) is amended to read 
as follows: 

“(11) the respective amounts (if any) of— 

“(A) the taxes imposed with respect to the organization 
on any organization manager, or any disqualified person, 
during the taxable year under section 4958 (relating to 
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taxes on private excess benefit from certain charitable 
organizations), and 
“(B) reimbursements paid by the organization during 
the taxable year with respect to taxes imposed under such 
section, 
except to the extent that, by reason of section 4962, the taxes 
imposed under such section are not required to be paid or 
are credited or refunded,”. 
c) EFFECTIVE DATE.—The amendments made by this section 26 USC 4962 
shall take effect as if included in the provisions of the Taxpayer note 
Bill of Rights 2 to which such amendments relate. 


SEC. 1604. MISCELLANEOUS PROVISIONS. 


a) AMENDMENTS RELATED TO ENERGY POLICY ACT OF 1992.— 
(1) Paragraph (1) of section 263(a) is amended by striking 
“or” at the end of subparagraph (F), by striking the period 
at the end of subparagraph (G) and inserting “; or’, and by 
adding at the end the following new subparagraph: 
“(H) expenditures for which a deduction is allowed 
under section 179A.” 

2) Subparagraph (B) of section 312(k\3) is amended— 

(A) by striking “179” in the heading and the first 
place it appears in the text and inserting “179 or 179A”, 
and 

(B) by striking “179” the last place it appears and 
inserting “179 or 179A, as the case may be”. 

(3) Paragraphs (2)(C) and (3)(C) of section 1245(a) are 
each amended by inserting “179A,” after “179,”. 

(4) The amendments made by this subsection shall take 26 USC 263 note 
effect as if included in the amendments made by section 1913 
of the Energy Policy Act of 1992. 

b) AMENDMENTS RELATED TO URUGUAY ROUND AGREEMENTS 
AcT.— 

(1) Paragraph (1) of section 6621(a) is amended in the 
last sentence by striking “subsection (c)(3))” and inserting “sub- 
section (c)(3), applied by substituting ‘overpayment’ for ‘under- 
payment’)”. 

(2)(A) Subclause (II) of section 412(m)(5)(E)(ii) is amended 
by striking “clause (i)” and inserting “subclause (I)”. 

(B) Subclause (II) of section 302(e)(5)(E)ii) of the Employee 
Retirement Income Security Act of 1974 is amended by striking 29 USC 1082 
“clause (i)” and inserting “subclause (I)”. 

(3) Subparagraph (A) of section 767(d)(3) of the Uruguay 
Round Agreements Act is amended in the last sentence by 26 USC 411 note 
striking “(except that” and all that follows through “into 
account)”. 

(4) The amendments made by this subsection shall take 26 USC 412 note 
effect as if included in the sections of the Uruguay Round 
Agreements Act to which they relate. 

(c) AMENDMENT RELATED TO OMNIBUS BUDGET RECONCILIATION 
ACT OF 1993.— 

(1) Paragraph (6) of section 168(j) (defining Indian reserva- 
tion) is amended by adding at the end the following new flush 
sentence: 

“For purposes of the preceding sentence, such section 3(d) shall 
be applied by treating the term ‘former Indian reservations 
in Oklahoma’ as including only lands which are within the 
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jurisdictional area of an Oklahoma Indian tribe (as determined 
by the Secretary of the Interior) and are recognized by such 
Secretary as eligible for trust land status under 25 CFR Part 
151 (as in effect on the date of the enactment of this sentence).”. 

(2) The amendment made by paragraph (1) shall apply 
as if included in the amendments made by section 13321 of 
the Omnibus Budget Reconciliation Act of 1993, except that 
such amendment shall not apply— 

(A) with respect to property (with an applicable recov- 
ery period under section 168(j) of the Internal Revenue 
Code of 1986 of 6 years or less) held by the taxpayer 
if the taxpayer claimed the benefits of section 168(j) of 
such Code with respect to such property on a return filed 
before March 18, 1997, but only if such return is the 
first return of tax filed for the taxable year in which such 
property was placed in service, or 

(B) with respect to wages for which the taxpayer 
claimed the benefits of section 45A of such Code for a 
taxable year on a return filed before March 18, 1997, 
but only if such return was the first return of tax filed 
for such taxable year 

(d) AMENDMENTS RELATED TO TAX REFORM ACT OF 1986.— 

(1) Paragraph (3) of section 1059(d) is amended by striking 
“subsection (a\(2)” and inserting “subsection (a)”. 

(2A) Subparagraph (A) of section 833(b)(1) is amended— 

(i) by inserting before the comma at the end of clause 
(i) “and liabilities incurred during the taxable year under 
cost-plus contracts”, and 

(ii) by inserting before the comma at the end of clause 
(ii) “or in connection with the administration of cost-plus 
contracts”. 

(B) The amendment made by subparagraph (A) shall take 
effect as if included in the amendments made by section 1012 
of the Tax Reform Act of 1986. 

(e) AMENDMENT RELATED TO TAX REFORM ACT OF 1984.— 

(1) Section 267(f) is amended by adding at the end the 
following new paragraph: 

“(4) DETERMINATION OF RELATIONSHIP RESULTING IN DIS- 
ALLOWANCE OF LOSS, FOR PURPOSES OF OTHER PROVISIONS.— 
For purposes of any other section of this title which refers 
to a relationship which would result in a disallowance of losses 
under this section, deferral under paragraph (2) shall be treated 
as disallowance.”. 

(2) EFFECTIVE DATE.—The amendment made by paragraph 
(1) shall take effect as if included in section 174(b) of the 
Tax Reform Act of 1984. 

(f) AMENDMENTS RELATED TO BALANCED BUDGET ACT OF 1997.— 

(1) The Balanced Budget Act of 1997 is amended— 

(A) in the table of contents for title IV, in the item 
relating to section 4921, by striking “children with”; 

(B) in the heading for section 4921, by striking “CHIL- 
DREN WITH”; and 

(C) in the section added by section 4921— 

(i) in the heading for such section, by striking 

“CHILDREN WITH”; and 

(ii) by amending subsection (a) to read as follows: 
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“(a) IN GENERAL.—The Secretary, directly or through grants, 
shall provide for research into the prevention and cure of Type 
I diabetes.”. 

(2XA) Section 11201(gX2)XB)Gii) of the Balanced Budget Applicability 
Act of 1997 shall apply as if the reference in such section 
to “December 31, 2003” were a reference to “December 31, 

2001”. 

(B) Notwithstanding section 11104(b)\(3) of the Balanced District of 
Budget Act of 1997, in carrying out any of the management Columbia 
reform plans under such section, the head of a department 
of the government of the District of Columbia shall report 
solely to the District of Columbia Financial Responsibility and 
Management Assistance Authority. 

(3) Section 9302 of the Balanced Budget Act of 1997 is Ante, p. 671 
amended by adding at the end the following new subsection: 

“(k) COORDINATION WITH TOBACCO INDUSTRY SETTLEMENT 
AGREEMENT.—The increase in excise taxes collected as a result 
of the amendments made by subsections (a), (e), and (g) of this 
section shall be credited against the total payments made by parties 
pursuant to Federal legislation implementing the tobacco industry 
settlement agreement of June 20, 1997. 

(4) The provisions of, and amendments made by, this subsection 42 USC 254c-2 
shall take effect immediately after the sections referred to in this ote 
subsection take effect. 

(g) CLERICAL AMENDMENTS.— 

(1) Clause (iii) of section 163(j)(2)(B) is amended by striking 
“clause (i)” and inserting “clause (ii)”. 

(2) Paragraph (1) of section 665(d) is amended in the last 
sentence by striking “or 669(d) and (e)”. 

(3) Subsection (g) of section 1441 (relating to cross ref- 
erence) is amended by striking “one-half” and inserting “85 
percent”. 

(4) Paragraph (1) of section 2523(g) is amended by striking 
“qualified remainder trust” and inserting “qualified charitable 
remainder trust”. 

(5) Subsection (d) of section 9502 is amended by redesignat- 
ing the paragraph added by section 806 of the Federal Aviation 
Reauthorization Act of 1996 as paragraph (6). 


TITLE XVII—IDENTIFICATION OF LIM- 
ITED TAX BENEFITS SUBJECT TO 
LINE ITEM VETO 


SEC. 1701. IDENTIFICATION OF LIMITED TAX BENEFITS SUBJECT TO 
LINE ITEM VETO. 


Section 1021(a)(3) of the Congressional Budget and Impound- 
ment Control Act of 1974 shall only apply to— 

(1) section 101(c) (relating to high risk pools permitted 
to cover dependents of high risk individuals); 

(2) section 222 (relating to limitation on qualified 501(c)(3) 
bonds other than hospital bonds); 

(3) section 224 (relating to contributions of computer tech- 
nology and equipment for elementary or secondary school pur- 
poses); 
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(4) section 312(a) (relating to treatment of remainder 
interests for purposes of provision relating to gain on sale 
of principal residence); 

(5) section 501(b) (relating to indexing of alternative valu- 
ation of certain farm, etc., real property); 

(6) section 504 (relating to extension of treatment of certain 
rents under section 2032A to lineal descendants); 

(7) section 505 (relating to clarification of judicial review 
of eligibility for extension of time for payment of estate tax); 

(8) section 508 (relating to treatment of land subject to 
qualified conservation easement); 

(9) section 511 (relating to expansion of exception from 
generation-skipping transfer tax for transfers to individuals 
with deceased parents); 

(10) section 601 (relating to the research tax credit); 

(11) section 602 (relating to contributions of stock to private 
foundations); 

(12) section 603 (relating to the work opportunity tax 
credit); 

(13) section 604 (relating to orphan drug tax credit); 

(14) section 701 (relating to incentives for revitalization 
of the District of Columbia) to the extent it amends the Internal 
Revenue Code of 1986 to create sections 1400 and 1400A (relat- 
ing to tax-exempt economic development bonds); 

(15) section 701 (relating to incentives for revitalization 
of the District of Columbia) to the extent it amends the Internal 
Revenue Code of 1986 to create section 1400C (relating to 
first-time homebuyer credit for District of Columbia); 

(16) section 801 (relating to incentives for employing long- 
term family assistance recipients); 

(17) section 904(b) (relating to uniform rate of tax on vac- 
cines) as it relates to any vaccine containing pertussis bacteria, 
extracted or partial cell bacteria, or specific pertussis antigens; 

(18) section 904(b) (relating to uniform rate of tax on vac- 
cines) as it relates to any vaccine against measles; 

(19) section 904(b) (relating to uniform rate of tax on vac- 
cines) as it relates to any vaccine against mumps; 

(20) section 904(b) (relating to uniform rate of tax on vac- 
cines) as it relates to any vaccine against rubella; 

(21) section 905 (relating to operators of multiple retail 
gasoline outlets treated as wholesale distributors for refund 
purposes); 

(22) section 906 (relating to exemption of electric and other 
clean-fuel motor vehicles from luxury automobile classification); 

(23) section 907(a) (relating to rate of tax on liquefied 
— gas determined on basis of BTU equivalency with gaso- 
ine); 

(24) section 907(b) (relating to rate of tax on methanol 
from natural gas determined on basis of BTU equivalency with 
gasoline); 

(25) section 908 (relating to modification of tax treatment 
of hard cider); 

(26) section 914 (relating to mortgage financing for resi- 
dences located in disaster areas); 

(27) section 962 (relating to assignment of workmen’s com- 
pensation liability eligible for exclusion relating to personal 
injury liability assignments); 
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(28) section 963 (relating to tax-exempt status for certain 
State worker’s compensation act companies); 

(29) section 967 (relating to additional advance refunding 
of certain Virgin Island bonds); 

(30) section 968 (relating to nonrecognition of gain on sale 
of stock to certain farmers’ cooperatives); 

(31) section 971 (relating to exemption of the incremental 
cost of a clean fuel vehicle from the limits on depreciation 
for vehicles); 

(32) section 974 (relating to clarification of treatment of 
certain receivables purchased by cooperative hospital service 
organizations); 

(33) section 975 (relating to deduction in computing 
adjusted gross income for expenses in connection with service 
performed by certain officials) with respect to taxable years 
beginning before 1991; 

(34) section 977 (relating to elective carryback of existing 
carryovers of National Railroad Passenger Corporation); 

(35) section 1005(b)(2)(B) (relating to transition rule for 
instruments described in a ruling request submitted to the 
Internal Revenue Service on or before June 8, 1997); 

(36) section 1005(b)(2)(C) (relating to transition rule for 
instruments described on or before June 8, 1997, in a public 
announcement or in a filing with the Securities and Exchange 
Commission) as it relates to a public announcement; 

(37) section 1005(b\2\(C) (relating to transition rule for 
instruments described on or before June 8, 1997, in a public 
announcement or in a filing with the Securities and Exchange 
Commission) as it relates to a filing with the Securities and 
Exchange Commission; 

(38) section 1011(d)(2)(B) (relating to transition rule for 
distributions made pursuant to the terms of a tender offer 
outstanding on May 3, 1995); 

(39) section 1011(d)(3) (relating to transition rule for dis- 
tributions made pursuant to the terms of a tender offer 
outstanding on September 13, 1995); 

(40) section 1012(d)(3)(B) (relating to transition rule for 
distributions pursuant to an acquisition described in section 
355(e2\AXii) of the Internal Revenue Code of 1986 described 
in a ruling request submitted to the Internal Revenue Service 
on or before April 16, 1997); 

(41) section 1012(d)(3)(C) (relating to transition rule for 
distributions pursuant to an acquisition described in section 
355(e)(2)(AXii) of the Internal Revenue Code of 1986 described 
in a public announcement or filing with the Securities and 
Exchange Commission) as it relates to a public announcement; 

(42) section 1012(d)(3)(C) (relating to transition rule for 
distributions pursuant to an acquisition described in section 
355(e)(2)A)ii) of the Internal Revenue Code of 1986 described 
in a public announcement or filing with the Securities and 
Exchange Commission) as it relates to a filing with the Securi- 
ties and Exchange Commission; 

(43) section 1013(d)(2)(B) (relating to transition rule for 
distributions or acquisitions after June 8, 1997, described in 
a ruling request submitted to the Internal Revenue Service 
submitted on or before June 8, 1997); 
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(44) section 1013(d)(2)(C) (relating to transition rule for 
distributions or acquisitions after June 8, 1997, described in 
a public announcement or filing with the Securities and 
Exchange Commission on or before June 8, 1997) as it relates 
to a public announcement; 

(45) section 1013(d)\(2)(C) (relating to transition rule for 
distributions or acquisitions after June 8, 1997, described in 
a public announcement or filing with the Securities and 
Exchange Commission on or before June 8, 1997) as it relates 
to a filing with the Securities and Exchange Commission; 

(46) section 1014(f)(2)(B) (relating to transition rule for 
any transaction after June 8, 1997, if such transaction is 
described in a ruling request submitted to the Internal Revenue 
Service on or before June 8, 1997); 

(47) section 1014(f)(2)(C) (relating to transition rule for 
any transaction after June 8, 1997, if such transaction is 
described in a public announcement or filing with the Securities 
and Exchange Commission on or before June 8, 1997) as it 
relates to a public announcement; 

(48) section 1014(f)(2)(C) (relating to transition rule for 
any transaction after June 8, 1997, if such transaction is 
described in a public announcement or filing with the Securities 
and Exchange Commission on or before June 8, 1997) as it 
relates to a filing with the Securities and Exchange Commis- 
§10n; 

(49) section 1042(b) (relating to special rules for provision 
terminating certain exceptions from rules relating to exempt 
organizations which provide commercial-type insurance); 

(50) section 1081(a) (relating to termination of suspense 
accounts for family corporations required to use accrual method 
of accounting) as it relates to the repeal of Internal Revenue 
Code section 447(i)(3); 

(51) section 1089(b)(3) (relating to reformations); 

(52) section 1089(b)\(5)B\i) (relating to persons under a 
mental disability; 

(53) section 1171 (relating to treatment of computer soft- 
ware as FSC export property); 

(54) section 1175 (relating to exemption for active financing 
income); 

(55) section 1204 (relating to travel expenses of certain 
Federal employees engaged in criminal investigations); 

(56) section 1236 (relating to extension of time for filing 
a request for administrative adjustment); 

(57) section 1243 (relating to special rules for administra- 
tive adjustment request with respect to bad debts or worthless 
securities); 

(58) section 1251 (relating to clarification of limitation on 
maximum number of shareholders); 

(59) section 1253 (relating to attribution rules applicable 
to stock ownership); 

(60) section 1256 (relating to modification of earnings and 
profits rules for determining whether REIT has earnings and 
profits from non-REIT year); 

(61) section 1257 (relating to treatment of foreclosure prop- 
erty); 

(62) section 1261 (relating to shared appreciation mort- 
gages); 
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(63) section 1302 (relating to clarification of waiver of cer- 
tain rights of recovery); 
(64) section 1303 (relating to transitional rule under section 
2056A); 
(65) section 1304 (relating to treatment for estate tax pur- 

poses of short-term obligations held by nonresident aliens); 
(66) section 1311 (relating to clarification of treatment of 
survivor annuities under qualified terminable interest rules); 

(67) section 1312 (relating to treatment of qualified domes- 
tic trust rules of forms of ownership which are not trusts); 

(68) section 1313 (relating to opportunity to correct failures 
under section 2032A); 

(69) section 1414 (relating to fermented material from any 
brewery may be received at a distilled spirits plant); 

(70) section 1417 (relating to use of additional ameliorating 
material in certain wines); 

(71) section 1418 (relating to domestically produced beer 
may be withdrawn free of tax for use of foreign embassies, 
legations, etc.); 

(72) section 1421 (relating to transfer to brewery of beer 
imported in bulk without payment of tax); 

(73) section 1422 (relating to transfer to bonded wine cellars 
of wine imported in bulk without payment of tax); 

(74) section 1506 (relating to clarification of certain rules 
relating to employee stock ownership plans of S corporations); 

(75) section 1507 (relating to modification of 10-percent 
tax for nondeductible contributions); 

(76) section 1523 (relating to repeal of application of unre- 
lated business income tax to ESOPs); 

(77) section 1530 (relating to gratuitous transfers for the 
benefit of employees); 

(78) section 1532 (relating to special rules relating to church 
plans); and 

(79) section 1604(c)(2) (relating to amendment related to 
Omnibus Budget Reconciliation Act of 1993). 


Approved August 5, 1997. 
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Taxpayer 
Browsing 
Protection Act 
26 USC 1 note 


26 USC 7213A 


Public Law 105-35 
105th Congress 
An Act 


To amend the Internal Revenue Code of 1986 to prevent the unauthorized inspection 
of tax returns or tax return information. 


Be it enacted by the Senate and House of Representatives of 
the United States of America.in Congress assembled, 


SECTION 1. SHORT TITLE. 


This Act may be cited as the “Taxpayer Browsing Protection 
Act”. 


SEC. 2. PENALTY FOR UNAUTHORIZED INSPECTION OF TAX RETURNS 
OR TAX RETURN INFORMATION. 


(a) IN GENERAL.—Part I of subchapter A of chapter 75 of 
the Internal Revenue Code of 1986 (relating to crimes, other 
offenses, and forfeitures) is amended by adding after section 7213 
the following new section: 


“SEC. 7213A. UNAUTHORIZED INSPECTION OF RETURNS OR RETURN 
INFORMATION. 


“(a) PROHIBITIONS.— 

“(1) FEDERAL EMPLOYEES AND OTHER PERSONS.—It shall 
be unlawful for— 

“(A) any officer or employee of the United States, or 
“(B) any person described in section 6103(n) or an 
officer or employee of any such person, 

willfully to inspect, except as authorized in this title, any return 

or return information. 

“(2) STATE AND OTHER EMPLOYEES.—It shall be unlawful 
for any person (not described in paragraph (1)) willfully to 
inspect, except as authorized in this title, any return or return 
information acquired by such person or another person under 
a provision of section 6103 referred to in section 7213(a)(2). 
“(b) PENALTY.— 

“(1) IN GENERAL.—Any violation of subsection (a) shall be 
punishable upon conviction by a fine in any amount not 
exceeding $1,000, or imprisonment of not more than 1 year, 
or both, together with the costs of prosecution. 

“(2) FEDERAL OFFICERS OR EMPLOYEES.—An officer or 
employee of the United States who is convicted of any violation 
of subsection (a) shall, in addition to any other punishment, 
be dismissed from office or discharged from employment. 

“(c) DEFINITIONS.—For purposes of this section, the terms 
‘inspect’, ‘return’, and ‘return information’ have the respective 
meanings given such terms by section 6103(b).”. 

(b) TECHNICAL AMENDMENTS.— 








PUBLIC LAW 105-35—AUG. 5, 1997 111 STAT. 1105 


(1) Paragraph (2) of section 7213(a) of such Code is 26USC7213. 
amended by inserting “(5),” after “(m)(2), (4),”. 

(2) The table of sections for part I of subchapter A of 
chapter 75 of such Code 1986 is amended by inserting after 
the item relating to section 7213 the following new item: 


“Sec. 7213A. Unauthorized inspection of returns or return information.”. 


(c) EFFECTIVE DATE.—The amendments made by this section 26 USC 7213 
shall apply to violations occurring on and after the date of the note. 
enactment of this Act. 


SEC. 3. CIVIL DAMAGES FOR UNAUTHORIZED INSPECTION OF 
RETURNS AND RETURN INFORMATION; NOTIFICATION 
OF UNLAWFUL INSPECTION OR DISCLOSURE. 


(a) CrviL DAMAGES FOR UNAUTHORIZED INSPECTION.— 
Subsection (a) of section 7431 of the Internal Revenue Code of 
1986 is amended— 26 USC 7431. 

(1) by striking “DiscLOsuRE” in the headings for para- 
graphs (1) and (2) and inserting “INSPECTION OR DISCLOSURE”, 
and 

(2) by striking “discloses” in paragraphs (1) and (2) and 
inserting “inspects or discloses”. 

(b) NOTIFICATION OF UNLAWFUL INSPECTION OR DISCLOSURE.— 
Section 7431 of such Code is amended by redesignating subsections 
(e) and (f) as subsections (f) and (g), respectively, and by inserting 
after subsection (d) the following new subsection: 

“(e) NOTIFICATION OF UNLAWFUL INSPECTION AND DISCLO- 
SURE.—If any person is criminally charged by indictment or 
information with inspection or disclosure of a taxpayer’s return 
or return information in violation of— 

“(1) paragraph (1) or (2) of section 7213(a), 

“(2) section 7213A(a), or 

“(3) subparagraph (B) of section 1030(a)(2) of title 18, 
United States Code, 

the Secretary shall notify such taxpayer as soon as practicable 
of such inspection or disclosure.”. 

(c) No DAMAGES FOR INSPECTION REQUESTED BY TAXPAYER.— 
Subsection (b) of section 7431 of such Code is amended to read 
as follows: 

“(b) EXCEPTIONS.—No liability shall arise under this section 
with respect to any inspection or disclosure— 

“(1) which results from a good faith, but erroneous, 
interpretation of section 6103, or 

“(2) which is requested by the taxpayer.”. 

(d) CONFORMING AMENDMENTS.— 

(1) Subsections (c)1)(A), (c)(1)(B)(i), and (d) of section 7431 
of such Code are each amended by inserting “inspection or” 
before “disclosure”. 

(2) Clause (ii) of section 7431(c)(1)(B) of such Code is 
amended by striking “willful disclosure or a disclosure” and 
inserting “willful inspection or disclosure or an inspection or 
disclosure”. 

(3) Subsection (f) of section 7431 of such Code, as redesig- 
nated by subsection (b), is amended to read as follows: 

“(f) DEFINITIONS.—For purposes of this section, the terms 
‘inspect’, ‘inspection’, ‘return’, and ‘return information’ have the 
respective meanings given such terms by section 6103(b).”. 
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26 USC 7431 


26 USC 7431 
note. 


(4) The section heading for section 7431 of such Code 
is amended by inserting “INSPECTION OR” before “DISCLOSURE”. 

(5) The table of sections for subchapter B of chapter 76 
of such Code is amended by inserting “inspection or” before 
“disclosure” in the item relating to section 7431. 

(6) Paragraph (2) of section 7431(g) of such Code, as 
redesignated by subsection (b), is amended by striking “any 
use” and inserting “any inspection or use”. 

(e) EFFECTIVE DATE.—The amendments made by this section 
shall apply to inspections and disclosures occurring on and after 
the date of the enactment of this Act. 


Approved August 5, 1997. 
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